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Foreword

by Baroness Amos
Secretary of State for International Development

I am delighted and honoured to have been appointed
Secretary of State for International Development. My
aim is to take forward the Government’s policy
agenda set out in the two White Papers and our
Public Service Agreement in order to contribute to
the achievement of the Millennium Development
Goals. I do not underestimate the scale of the task
ahead but know that I will be strongly supported by

the Department for International Development which
is widely recognised to be one of the most effective development agencies in the

international system. [ am looking forward to the challenge.
This annual report looks back over the last year, but also forward to the period ahead.

International development usually hits the headlines at times of emergencies. At the
moment, the crisis in Iraq is in the forefront of all our minds. We are determined to
provide humanitarian assistance and support for development so that the people of Iraq
can look forward to a better future. Images of war, famine or natural disasters provoke
public sympathy. DFID is one of the fastest and most effective agencies in responding to
such crises. UK taxpayers are entitled to take pride in the early and significant
contributions we make to all such emergencies. Additional charitable contributions are
very welcome but they are far outweighed by the speed, scale and flexibility of

taxpayers’ contributions.

But of course international development is not just about emergency response to
specific crises. In fact, this takes up about ten percent of our work. The elimination of
abject poverty is a long-term goal. Our central task is to work with the international
community to halve world poverty and achieve the other UN Millennium
Development Goals by 2015.

Great strides have been made. We have demonstrated that when aid is well-used it has
brought sustained improvements to peoples’ lives. This was recognised at a series of
international conferences over the past few years, culminating in the World Summit on
Sustainable Development in Johannesburg in September 2002. The world is now
united — on an agenda for which DFID has worked hard — on an unprecedented
consensus focused on the systematic reduction of poverty. This provides a great
opportunity to make real progress. The UK is in a position to make a very important

contribution to this agenda.



But much remains to be done to turn this vision into reality. Kofi Annan, the UN
Secretary-General, presented his first report on progress towards the Millennium
Development Goals in September last year. In it he warned that there has been some
progress towards meeting the Goals, but in most places it is too slow. A step-change

is needed.

UK support for international development has never been stronger. The International
Development Act, which entered into force in July 2002, outlaws the use of British aid
for any other purpose than poverty reduction. In last year’s Spending Review, the UK
aid budget was increased by £1.5 billion. My department’s budget will increase to reach
nearly £4.6 billion a year by 2005/06. This includes a commitment to spend 90% of our
aid in the poorest countries — and a total of £1 billion per annum to reduce poverty in
Africa. This is the first time our spending has reached such levels in that continent.
The UK’s aid budget will have almost doubled in real terms since 1997, and aid as a

proportion of our national income will have reached its highest level in over 20 years.

But we must continue to make progress to our goal of reaching the UN aid target of
0.7% of gross national income. Development spending in all OECD countries is a tiny
proportion of overall public expenditure. There is currently $52 billion available
internationally and it is estimated that $100 billion is needed to meet the Millennium
Development Goals. Gordon Brown’s proposals for an International Financing Facility

are designed to meet this shortfall.

Obviously UK aid alone is not enough. A major focus of our efforts is to ensure the
whole of the international community - donors, international organisations such as the
EC and the World Bank, rule-making bodies like the World Trade Organisation, and
developing countries themselves — all work together to reduce poverty and to create an
international system which supports development. We have continued over the past
year to increasingly support developing countries’ own plans to reduce poverty,
designed in consultation with their people. And we have worked with other OECD
donors to agree ways to harmonise our efforts and so increase effectiveness and reduce

wasteful duplication.

This Report sets out some of our achievements over the past financial year. Poverty
levels remain unacceptably high around the world, and millions suffer unnecessarily.
But I believe the people of the UK are entitled to take pride in the contribution they

are making to building a more just world.

VALERIE AMOS
May 2003

Foreword
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How to use this report

This Departmental Report is intended to provide Parliament, members of the public,
our development partners and others interested in development issues with a
comprehensive account of how we have been spending, and plan to spend, public
funds. The report focuses primarily on DFID’s work and key developments in 2002/03.
It does not replicate policy information which is set out in other DFID publications.
The report refers to key publications where interested readers can find further

information on DFID policy. Further information about our work is also available on

the DFID website at www.dfid.gov.uk.

Chapters One to Six

Chapter One summarises DFID’s objectives. Chapter Two looks at DFID’s progress in
improving its effectiveness and impact, and that of the wider international system.
Chapter Three looks at different approaches to tackling the multiple causes of poverty.
Chapter Four details our achievements in the main regions where we work. Chapter
Five explains what we spend our money on. Chapter Six explains how we are

improving the way we work as an organisation.

Annexes One to Five

Annex One sets out DFID’s current and planned allocations. Annex Two provides
details of DFID’s achievements against our 2001-04 Public Service Agreement. Annex
Three sets out our 2003-06 Public Service Agreement. Annex Four lists the

Millennium Development Goals. Annex Five gives an up-to-date organisational
chart for DFID.

Publications, glossary and abbreviations

All publications mentioned are followed by a number in brackets, which indicates
where to find them in the list of publications (in Annex Six) — for example:
Eliminating World Poverty: A Challenge for the 21st Century (1). Annex Six also
explains how copies of all DFID publications can be obtained. We have sought to
avoid, where possible, abbreviations, acronyms and development jargon. A list of the
most commonly used acronyms, abbreviations and development terms is listed

in Annex Seven. Annex Eight provides a comprehensive index.
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The responsibilities of the
Department for International
Development

Tackling the appalling poverty that afflicts nearly a half of the world's population ... is the best

investment in its own future the developed world could make. For the developing world, Britain

should be their champions.

From Britain in the World. Speech by the Prime Minister to the Foreign Office Conference, London, January 2003

11

1.2

1.3

1.4

12

Major progress has been made in fighting poverty. Income poverty across the globe has
fallen faster in the past 50 years than in the previous 50 decades. Life expectancy has
increased in developing countries by 10 years between the 1970s and the end of the
1990s and child mortality has fallen by a third. Illiteracy has halved since the 1960s.

Nevertheless, one in five of the world’s population still lives in abject poverty and
1.2 billion people survive on less than $1 a day. Millions of children do not receive
even a basic education, millions of mothers die or suffer injury or disability through
childbirth, and millions of families do not have access to water supplies or basic

sanitation. It is our moral duty to act.

But poverty is not just something that affects people in other parts of the world.

We ourselves cannot escape its impact, as events over the past year have continued to
show. We have to improve the lives of people around the world if we are to live free
from war and disease, or if we wish to address the causes of environmental degradation,
illegal migration or the trade in illicit drugs, or take advantage of the economic benefits

increased demand in the developing world would create for workers in the UK.

The Department for International Development (DFID) is responsible for leading the
UK Government’s contribution to eliminating poverty. We have published two White
Papers (1 & 2) that set out our approach to supporting the global effort to reduce
poverty. The first committed the UK to contribute to achieving the Millennium
Development Goals by 2015 (Box 1.a). The second reaffirmed this commitment and
set out the challenges to and opportunities for development presented by the process of

globalisation.



Chapter 1 - The responsibilities of the Department for International Development

Box 1.a - The Millennium Development Goals

Goal 1
Get rid of
extreme
Goal 8 poverty and
Develop a hunger
global
partnership for
development
Goal 7
Make sure
that the
environment is
protected
Goal 6
Combat HIV/
AIDS, malaria
aqdother Goal 5
diseases
Improve the
health of
mothers

Goal 2
Make sure
that all children
receive primary
education

Goal 3
Promote
sexual equality
and give more
power to
women

Goal 4
Reduce
child death
rates

A full list of the Millennium Development Goals can be found at Annex 4

1.5  The commitment to poverty elimination is now enshrined in British law. The

International Development Act, which came into effect in June 2002, established

poverty reduction as the over-arching purpose of British development assistance.

It is now illegal for any UK development assistance to be given unless it fulfils two

key conditions:

a) Assistance is provided for the purpose of furthering sustainable development or

improving the welfare of poor people;

b) DFID is satisfied that the assistance will be likely to contribute to the reduction

of poverty.

1.6  In addition to our legal commitment, the UK has made a strong financial commitment

to development. Following the 2002 Spending Review, UK official development

assistance will increase by £1.5 billion. The Department’s budget will reach nearly

£4.6 billion a year by 2005/06, an average increase of 8.1% a year in real terms

(see Chapter 5).

13
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DFID works to
support the
Millennium
Development Goal
to promote sexual
equality and give
more power to
women.

1.7 DFID has played a significant role in promoting adoption by the international
community of the Millennium Development Goals. For the first time, we have a united
global vision of the importance of eliminating poverty and an unprecedented consensus
on what practical steps are needed to deliver this. This has been further strengthened
by renewed commitments made at a series of international conferences over the past
18 months in Doha (the World Trade Organisation), Monterrey (Financing for

Development) and Johannesburg (the World Summit for Sustainable Development).

1.8 However, although the vision has been universally embraced, it is a long way from
being realised. Conception is ahead of willingness to reform and to deliver. The
challenge now is to drive change through the international system. We must ensure

people realise the enormity of the problems that will face the world if we fail.

1.9 This report sets out what DFID has done over the past year (April 2002 — March 2003)
to make change happen. It explains our approach to working as part of a wider
international effort, engaging with many organisations, including other UK
government departments, international development agencies, Governments of

developing and transition countries, civil society, business and academia.

110 The report explains how we have worked to maximize the impact of development
assistance on poverty. We have done so by focusing our assistance more in the poorest
countries; by increasing the predictability of our assistance through agreeing longer-
term commitments based on mutual accountability; and by continuing to move away
from stand-alone, donor-driven projects to support the implementation of poverty
reduction strategies led by developing countries themselves. It also describes our efforts

to improve the work of the multilateral agencies through which we channel funding.

111 Aid is essential to invest in building capacity in developing countries to enable them to
grow their economies and provide basic services for their people. However, no amount
of aid will help if governments have to give back more in debt repayments, or if farmers

in developing countries cannot sell their produce. This report sets out our work to

14
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Chapter 1 - The responsibilities of the Department for International Development

ensure that policies on debt, trade, investment, the global environment and conflict

increase opportunities for poor countries.

We also have a responsibility to help those who are the victims of natural or man-made
disasters. The report details how DFID’s humanitarian assistance has been used to try to
save lives, relieve suffering and protect livelihoods. And the report explains what we
have done to build British public support for achievement of the Millennium

Development Goals.

The report explains how we have modified planned spending as we have sought to
implement policy flexibly. We have adapted to unforeseen circumstances, but always
with a clear focus on ensuring value for money and on achieving the Millennium

Development Goals.

Want to Know More...
About DFID’s work?

See the Quick guide to the Department for International
Development. (43)

Annex 6 has details of how to obtain this and other DFID publications

Performance Management

In April 2002 the National Audit Office published a review of DFID’s performance
management (81) — the systems, processes and organisational arrangements that
measure our impact and improve our performance. This review, which was examined by
the Public Accounts Select Committee (82), identified a number of strengths — but also

weaknesses, which we have taken steps to address over the past year.

One way in which we have strengthened our approach to performance management is
by clarifying the link between our high-level aims — the Millennium Development
Goals — and our day-to-day work. Our own contribution to making progress towards
the Goals over the next three years is set out in our 2003-06 Public Service Agreement
(Annex 3), agreed as part of the 2002 Spending Review. This lists objectives and
targets — linked to the Millennium Development Goals — against which we can
measure the impact we (and the international community) are having on poverty up
to 2006.

The Public Service Agreement targets help us improve our performance by focusing on
what we have achieved — and what else needs to be done. Most importantly, it sets
targets for DFID as a whole and for each division, each department, each team — and
then each individual. Every member of DFID’s staff can see their contribution to the

global effort to eliminate poverty (Box 1.b). Chapter 6 explains this in greater detail.

15
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Box 1.b - The PSA and Me: one member of staff identifies his
contribution...

George Otoo has worked in DFID's Procurement
Department since October 1999. George explains
how his work will contribute to achievement of
DFID's PSA.

“One of my personal objectives is to support joint
procurement assessments with other donors.

My particular focus is Africa. Through this,
| contribute to delivery of my department’s objective of strengthening the
procurement capacity of DFID's partner governments receiving budget support.
This directly supports DFID's Finance Director in his efforts to deliver DFID's PSA
objective to achieve value for money by ensuring that we manage our
programmes and spend public money well.

In the same way, this will improve the effectiveness of our programmes in Africa
by ensuring that as little as possible of our development assistance to the poor is
lost through inefficient or corrupt practices. My work supports DFID's Africa
Director to deliver his PSA target “To make progress towards the MDGs in 16 key
African countries” and his related target of improving public financial
management and accountability systems. So, although | do not have a specific
PSA target relating to my work, other departments rely on me to support delivery
of their targets and objectives.”
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Partnerships to Reduce
poverty

We asked officials in host nations how they assessed DFID's approach to development assistance.

The majority thought that DFID were leaders in developing partnerships, and in building on host

nation ideas rather than simply substituting their own view of development prospects. We also

found a similar picture when discussing DFID's approach with other donor organisations.

NAO review of DFID's performance management (81), p41

2.1

2.2

2.3

18

The Millennium Development Goals represent a united global vision of the
importance of poverty elimination and how it can be achieved. Eliminating poverty
requires a more effective international system, whose policies support development and
whose institutions work coherently, with greater resources and more effectively. This is
why DFID attaches such priority to working as part of the international system rather

than simply as a bilateral donor.

Making the international system work better for
poor people

Strengthening the international system means ensuring that the policies and
programmes of all parts of the system work coherently to support the objective of
poverty reduction, from international institutions such as the World Bank, the United
Nations and the World Trade Organisation, to developed country groupings such as
the Group of Eight industrialised nations (the ‘G8’) and the European Union (EU).
Box 2.a summarises some of our key achievements over the past year in increasing

the effectiveness of the international system.

The World Summit on Sustainable Development in August 2002 marked the
culmination of a series of meetings that have established a clear international
consensus on the action needed to reduce poverty and achieve sustainable
development. The Summit, held in Johannesburg, South Africa, followed the Doha
meeting of the World Trade Organisation in November 2001 and the UN Conference
on Financing for Development in Monterrey, Mexico, in March 2002. It marked ten
years since the 1992 UN Conference on Environment and Development in Rio de
Janeiro, where agreements on the plan of action, ‘Agenda 21’ and global environmental

issues were signed. Whereas Rio focused largely on global environmental issues, the



2.4

Chapter 2 - Partnerships to reduce Poverty

Johannesburg summit balanced this with more emphasis on how we can collectively

address issues of global poverty and development in a sustainable way.

Box 2.a - Progress against DFID's 2001/04 Public Service
Agreement: effectiveness of the international system

Targets
Increase DFID's focus on poor countries; and

promote sustainable development through co-ordinated UK and
international action.

Key Achievements in 2002/03

78% of DFID's bilateral assistance went to low-income countries.

To date, 26 countries have completed full Poverty Reduction Strategy
Papers. Another 20 have completed Interim Poverty Reduction Strategy
Papers. These are the key strategies for delivering sustainable development.

The World Summit on Sustainable Development reaffirmed international
commitment to the Millennium Development Goals and sustainable

development, and established a new target on increasing access to sanitation.

The OECD Development Assistance Committee agreed ways in which donors
would harmonise their support and so make aid more effective at reducing

poverty.

4 more countries completed the debt relief process under the Heavily
Indebted Poor Countries Initiative. Eight countries in total have now had
their debt irrevocably cancelled. Debt relief worth over $60 billion has been

agreed so far.

Full details of progress against our 2001-04 Public Service Agreement can be found at Annex 2.

The UK was influential in securing important achievements at the Summit:

m A reaffirmation of the importance of the Millennium Development Goals;

m The integration of environmental sustainability as a central part of poverty

reduction; and

m The addition of some important new targets — particularly the target to halve the

proportion of people without access to basic sanitation by 2015 (see Chapter 3 below).

19
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2.5

2.6

Sustainable development is central to reaching the Millennium Development Goals:
Family harvesting wheat in Uttar Pradesh, India.

The priority over the coming year will be to ensure that the international community

delivers on the promises it has made.

Trade and investment

In 1999 the world’s 49 poorest countries together accounted for just 0.40% of world
trade, half the level twenty years previously (0.80% in 1980). Increased trading
opportunities for developing countries offer enormous potential for poverty
elimination. The World Bank has estimated that the annual gains from eliminating
batriers to trade range from US$250 billion to $620 billion (£160 billion to

£395 billion). Up to half of these gains would accrue to developing countries.

In terms of poverty reduction, this could lift over 300 million people out of poverty
by 2015. Since 1997 DFID has worked to secure greater opportunities for developing
countries in the international trading system. Our 2000 White Paper (2) sets out our

approach in more detail.

DFID worked hard to call for and support the launch of a ‘Development Round’ of global
trade negotiations in Doha in November 2001 and we believe this to be a key opportunity
to address developing countries’ needs. We are closely engaged in supporting key partners’
negotiating positions to get the best results for developing countries and make this a true
‘Development Round’. For example, we worked closely with other government
departments and our European partners to secure an EU position on the public health
aspects of the World Trade Organisation rules on intellectual property rights that ensures

developing countries can access affordable drugs to treat priority diseases.

Jeremy Horner/Panos Pictures



The World Bank and IMF estimate that liberalisation of agricultural trade would boost
developing country exports by at least US$30 billion a year and possibly by as much as
US$100 billion (£19 billion and £64 billion respectively). In Africa this could mean an
increase of nearly 1% growth in GDP annually across the continent. However,
developing countries are concerned that an agreement on agricultural liberalisation
would reduce the price that small-scale farmers are paid for their produce and
undermine their ability to buy food. DFID commissioned two influential independent
reports (83 & 84) that argued for a number of measures to address this concern,
including a special safeguard to protect developing countries from unpredictable surges
in food imports. The findings were disseminated through two DFID-organised seminars
for developing country negotiators in Geneva and another in Brussels at the request of
European Commission officials. The EU later produced a negotiating proposal which
argues that any agreement on agriculture should include a special safeguard mechanism

for developing countries.

Intellectual property rights, for instance copyright or patent protection, are also very
important. These provide an incentive for private investment in research and
development, especially in medicine and agriculture, where research can be costly and
long-term, and the results uncertain. Developing countries have an interest in establishing
these rights at some stage in the development process, but there are associated costs.

For example, patenting regimes may restrict the availability or increase the cost of

essential drugs, seeds or technological processes, and reduce poor people’s access to them.

In April 2001, DFID established an independent Commission on Intellectual Property
Rights to look at how intellectual property rights might work better for poor people
and developing countries. The Commission’s report Integrating Intellectual Property
Rights and Development Policy (85), published in September 2002, made a number of
recommendations as to how the potential costs of intellectual property rights regimes
could be minimised in developing countries in line with their international obligations.
[t also suggested that developed countries and international institutions should adjust
their approach to take greater account of the interests of developing countries in

making policy and in providing technical assistance.
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Box 2.b - UK Government response to the CIPR report, March 2003

The UK Government welcomes the report of the Commission on Intellectual Property
Rights (CIPR) as a valuable contribution to the debate on some complex issues.

We agree with the Commission that Intellectual Property Rights regimes can and
should be tailored to take into account individual country’s circumstances within
the framework of international agreements such as the Agreement on Trade-
Related aspects of Intellectual Property Rights (TRIPS). The Commission also
raises the important issue of how technical assistance from developed countries
and international organisations such as the World Intellectual Property
Organisation can be provided so as to ensure that developing countries fully
understand how to create an effective intellectual property system appropriate to
their needs. The Government is committed to this goal, both in its own technical
assistance programmes and in influencing those of international organisations.

Reforming the rules that govern international trade is of little use, however, if
developing countries cannot take advantage of new opportunities. DFID has continued

its work to ensure that developing countries are properly equipped to benefit from trade.

The Integrated Framework was set up in 1997 by six multilateral agencies including
the World Bank, the World Trade Organisation and the UN. Its purpose is to build
the capacity of least developed countries to design trade policies that contribute to
poverty reduction. Over the past year the Integrated Framework had helped 14
countries. We have increased our support in 2002/03 by £1 million. This brings our
commitment to trade-related capacity building to £38 million since 1997 — well on

the way to the target of £45 million set in the Government’s 2000 White Paper (2).

Enhanced development requires increased domestic and foreign direct investment in
poor countries, which creates economic opportunities for people and revenue for
governments. Currently 40% of Africa’s savings leave the continent and only 4% of
foreign investment in developing countries went to low-income countries in 2000.
DFID works at various levels to address this. We continue to support negotiations on a
multilateral agreement on investment in the World Trade Organisation (WTO) and to
work closely with the WTO and the UN to strengthen the capacity of developing

countries to participate in the negotiations.



Box 2.c - Helping developing countries attract more investment:
World Bank country studies

To attract greater investment, it is essential that developing country governments
identify the constraints facing potential investors. To support this, DFID has worked
over the past year with a range of partners, including the World Bank, on a series
of country-level investment climate assessments. The results will help policymakers
address constraints to productivity and income growth in each country. As the
surveys are repeated reqgularly, it is possible to track changes over time within each
country and to establish benchmarks for comparisons across countries.

In December 2002, the preliminary findings of the China survey were presented
at a national conference in Beijing. One conclusion was that only 12% of working
capital is provided by bank loans, compared to 24% in Indonesia and 26% in
Thailand. This is less than in any other Asian country surveyed so far, pointing to
the possibility of credit constraints that may impair firm growth.

As well as identifying obstacles to investment (see Box 2.c), DFID has worked over the
past year to help governments, business and civil society tackle them. Our competition
policy work with the Consumer Unity and Trust Society (Box 2.d) is an example of
this. So is our support, since July 2002, for the work of the Bangladesh Enterprise
Institute to strengthen corporate governance in Bangladesh, drawing on the experience

of three other South Asian countries.

Box 2.d - Supporting consumers and business in developing
countries - the ‘7-Up’ project

Globalisation has increased the importance of competition policy. All countries
need competition laws to ensure that big firms don't abuse their market power,
and that competitors don't collude to stop consumers benefiting from lower prices

and more varied products.

Many developing countries are adopting competition regimes. DFID is supporting
a two-year research and advocacy project on competition policy (“7-Up") led by
the Consumer Unity and Trust Society, an Indian NGO. It is the first ever in-depth
study of developing country competition regimes.

7-Up has brought together partners in four Sub-Saharan African countries (Kenya,
South Africa, Tanzania and Zambia) and three from South Asia (India, Pakistan
and Sri Lanka). It compared their differing competition policy requirements,
looked at ways to build their national capacity and discussed how to increase
awareness of competition issues. Experiences were shared, and common
problems and possible solutions identified.

The project has created an international network of competition experts who are
contributing to the discussion about negotiations on a possible international
competition agreement under the WTO.

23



Departmental Report 2003

24

Another important way in which DFID contributes to increased investment flows is
through the CDC (formerly the Commonwealth Development Corporation). CDC
aims to maximise the creation and long-term growth of businesses in poorer developing
countries, where the shortage of private capital and management expertise is a

constraint on private sector growth.

CDC has made good progress in implementing the Investment Policy agreed in 1999 and
in raising private capital in some of the most difficult market and economic conditions for
many years. We are planning to reorganise CDC’s operations into an investment company
and a management company with a family of investment Funds. These will include new
Funds for Africa, South Asia, the power sector and small & medium enterprises, and will
look to use a mix of public and private capital. The purpose of the re-organisation is to
strengthen CDC’s ability to mobilise third party capital to match that provided by DFID
in order to increase responsible investment in poorer countries — and to demonstrate that
such investment can be profitable. Through continued investment of its own funds and by
attracting additional private capital, and through its demonstration effect, CDC will

contribute to the growth of viable businesses in poorer countries.

One of DFID’s aims at the Financing for Development Conference in Monterrey in March
2002 was to encourage pledges for significant increases in development assistance. As a
result of the Conference it is estimated that pledges will increase from $55 billion in 2003
to at least $67 billion a year by 2006 (£35 billion to £43 million). DFID is cooperating

with partners in the EU and OECD to monitor delivery against these pledges.

The UK has worked since 1997 to secure international recognition that the debt burden of
the world’s poorest, most indebted countries has to be tackled if they are to set themselves
on a path of sustainable growth, development and poverty reduction. We pushed at the
Group of Eight industrialised nations (G8) Summit in Canada in June 2002 for
reaffirmation of G8 commitment to full financing of the revised Heavily Indebted Poor
Countries Initiative (HIPC) by providing an additional US$1 billion (£630 million) for the
HIPC Trust Fund. By October, contributions totalling US$850 million (£533 million) in
new resources had been made, with some countries still to make pledges to meet the agreed
G8 target. The UK announced a further bilateral contribution of US$95 million (£60
million), plus our share of any further contribution by the European Development Fund;

this is in addition to the US$ 306 million (£192 million) that we have already committed.
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Financial stability and a more equal trading system are as important as aid to
reduce poverty. Women in Bolivia protest against the debt crisis.

Box 2.e - Debt Relief under the Heavily Indebted Poor Countries
Initiative

At the G7 Summit in 1999, the existing Heavily Indebted Poor Countries (HIPC)
Initiative was revised and relaunched as part of a debt relief package worth
USS$100 billion (£63 billion), which also covered traditional debt relief
arrangements and aid debt cancellation. Debt relief worth over $60 billion

(£38 billion) has been agreed so far. Last year, this helped to release USS2 billion

(£1.3 billion) for social expenditure and poverty reduction.

Under the HIPC initiative a country receives interim debt relief on payments due
when it reaches Decision Point. The debt is then irrevocably cancelled at
Completion Point. Of the 42 countries classified as HIPCs 4 are currently expected
to have a sustainable burden of debt after traditional debt relief, and 1 has, so far,
not opted to apply for debt relief. Of the remaining 37 countries, 26 have now
reached Decision Point with $62 billion in debt relief committed. Eight of these
countries, Bolivia, Mozambique, Tanzania, Uganda, Burkina Faso, Benin, Mali and
Mauritania have reached Completion Point (the last 4 in 2002/03) and have had
the totality of their debts irrevocably cancelled.

Of the 11 HIPC countries with an unsustainable debt burden that have yet to qualify
for debt relief, most are affected by conflict or suffer serious governance problems.

The challenge is to assist more countries to implement their poverty reduction
strategies, and complete the actions they have agreed are needed before

irrevocable debt relief is given.

J. Etahart/Exile Images
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2.18

2.19

Conflict

Violent conflict remains one of the great obstacles to development. Most of the victims
of conflict are poor people, and most of those killed, disabled and displaced are
civilians. Conflict also destroys infrastructure, regional trade and economic
development. One in five Africans is living under conditions of conflict. More effective
efforts to resolve and prevent conflict are essential to the achievement of

the Millennium Development Goals.

Box 2.f - Progress against DFID's 2001-04 Public Service
Agreement: conflict

Target

A reduction in the number of people whose lives are affected by violent conflict
and a reduction in potential sources of future conflict, where the UK can make

a significant contribution.

(Joint target with Foreign and Commonwealth Office and Ministry of Defence)

Key Achievements

ON COURSE

m The number of conflict-related deaths decreased significantly in 2001 (the
latest year for which figures are available) in DR Congo, Angola and Sierra
Leone. However, 2001 saw no significant decrease in numbers of refugees or

Internally Displaced Persons as conflict continued in our target countries.

m Departmental joint working has produced an improved UK Conflict
Prevention strateqy in Africa, contributing to a more effective approach in
securing peace in Sierra Leone, the Great Lakes, Sudan and Angola.

m The UK contributed to ensuring that conflict prevention received a high
priority within the G8 and the New Partnership for Africa’'s Development.

Full details of progress against our 2001-04 Public Service Agreement can be found at Annex 2.

The UK has over the last year played a pivotal role in helping to re-establish stability
in Sierra Leone, and supported efforts to promote peace in Angola, Sudan and the
Democratic Republic of Congo. The former Secretary of State played a leading
personal role in reducing tensions between Rwanda and Uganda and attended the
signing of a peace treaty between the Democratic Republic of Congo and Rwanda in
July 2002. DFID has also allocated £100 million since September 11 2001 to UN
agencies, the Red Cross and other multilateral agencies to help rebuild Afghanistan
and supported efforts to promote peace in Nepal and Sri Lanka. Further details of our

work in individual countries are set out in Chapter 4.
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A man casts his vote at a school in
Freetown, Sierra Leone. Elections held
six months after the end of the civil war
passed peacefully.

2.20  DFID continues to work at a number of different levels within the international system

2.21

to strengthen the collective response to conflict. In the past year and we have been
working closely with the Foreign and Commonwealth Office and the Ministry of
Defence to develop a capacity-building programme for the UN Department of
Peacekeeping Operations to enable it to mount more effective peace support
operations. We have been leading a multi-donor project to identify lessons from UN
operations in Afghanistan, East Timor, Kosovo and Sierra Leone. In March 2003 the
project made recommendations to the UN Secretariat and member states for improving
the design, management and coordination of UN operations. We are now discussing

with the UN and member states how best to take forward these recommendations.

Reform of the security sector — making armies, police and other providers of security
less corrupt, democratically accountable, transparent, effective and more respectful of
the rights of the citizens they serve — is a key element in reducing the causes of future
conflicts. DFID has provided a senior governance adviser to the UK Defence Advisory
Team to ensure that important issues such as democratic control of the armed forces
and defence expenditure are included in the advice and training provided by the Team.
In November 2002 we established a Global Facilitation Network at Cranfield

University to increase the capacity of civil society to engage on security sector issues.
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Over the past year DFID has provided advice and support to UNDP’s Small Arms and
Demobilisation Unit. This has developed arms reduction and peacebuilding projects in
15 countries and regions where illicit guns and ammunition have been collected and
destroyed (including the Great Lakes region of Africa, Albania, Brazil, Sierra Leone
and Yugoslavia). Training programmes for law enforcement officials have been carried
out and ex-combatants have been re-integrated into communities after they have
surrendered their weapons. For example, in the Republic of Congo more than 2600
micro-enterprises were set up by ex-combatants. The UK’s financial support to the Unit
has totalled £3.1 million since November 2001.

DFID has also pioneered the development in Tanzania of the first ever Action Plan to
combat the proliferation and illicit trafficking of small arms and light weapons.
We propose to undertake similar initiatives in Kenya, Uganda and Mozambique, helping

to establish effective controls to reduce the cross border flow of small arms in the region.

The war in Iraq requires a major humanitarian and reconstruction effort as did the
conflicts in Bosnia, Kosovo, East Timor and Afghanistan. DFID is working with other
UK government departments and as part of the international system to provide timely
and comprehensive humanitarian assistance to those affected by the conflict. We will
also play our role alongside the International Financial Institutions and the UN to
support the reconstruction and development effort needed to provide the people of Irag

with a better future.

DFID has provided over £95 million of bilateral support in response to the deep and
complex humanitarian crisis in Southern Africa. Our efforts have helped save lives by
supporting UN agencies and non-governmental organisations to deliver food to
starving people. We have also been working with the UN and with governments in

the region to develop a strategy for long-term food security (see Chapter 4).

In Ethiopia, DFID provided over £32 million directly and in addition provided 20% of
the EC contribution in 2002 to help tackle the underlying causes of food insecurity and
reduce the vulnerability of the poor to the drought (see also 4.17-18 below). We also
provided help to 100,000 people affected by flash floods in China, 25,000 left homeless
after an earthquake in Iran and are providing support to help control the spread and

impact of a meningitis outbreak in Burkina Faso.

DFID has continued to strengthen UNICEF’s capacity to respond to emergency
situations. We have already seen results: a greater focus on protecting children in
emergency situations, better trained staff and generally improved capacity to address
issues relating to children affected by armed conflict. UNICEF’s landmine risk
education work has also developed through the programme. £3.3 million has been

spent in total by DFID on capacity-building since April 2002.
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DFID provides humanitarian assistance to emergencies around the world, including
to Ethiopia which has recently experienced its worst drought in two decades.

Working with other development agencies

Just under half of DFID’s funds were channelled through multilateral agencies in 2001/02
(see Chapter 5). Our strategies for engaging with multilateral partners to increase their
poverty focus and effectiveness are set out in a series of Institutional Strategy Papers.
Since 1997, a major focus of DFID’s partnerships with the multilateral institutions has
been to support their own reform processes as they have sought to prioritise poverty

reduction and the achievement of the Millennium Development Goals.

Over the past year DFID has also focused on measuring and monitoring the impact
multilateral agencies are having on poverty reduction. This will allow us to see whether
they are using our resources cost-effectively and working to their own comparative
strengths. We have worked with other bilateral donors as part of the Multilateral
Organisations’ Performance Assessment Network to develop a common methodology
to assess the effectiveness of the impact these agencies are having in the countries in
which they work. Over the coming year, we will be piloting this methodology by

undertaking joint assessments in a number of countries.

The European Community

Around a quarter of UK expenditure on international development is spent through
European Community (EC) programmes. In 2001, the EC was the largest single
multilateral donor providing grants to developing countries. However, although the
volume of EC assistance is high, its quality — both in poverty focus and effectiveness —
is poor. For example, in 2001 only 44% of the EC’s external assistance was directed to

low income countries (see also Box 5.e).
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DFID has worked over the past year to increase the poverty focus of EC assistance in a
number of ways. We have worked with the European Parliament, the Commission and
other member states to influence the annual budget process and to achieve agreement
on a new regulation to govern EC programmes in Asia and Latin America. We will also
seek more money for low income countries in the negotiation of the EC’s new financial
perspective for 2007 — 2013 and in the replenishment in 2005 of the European
Development Fund, which provides assistance to the countries of Africa, the Caribbean

and the Pacific regions.

As well as pushing for reform in the poverty focus of EC spend, DFID has pushed for
reform of how it delivers its assistance. The revised Financial Regulations for the EU
budget, which entered into force on 1 January 2003, and the European Development
Fund (being finalised) have introduced more flexibility and facilitated the use of
various forms of budget aid, sector-wide support and co-funding. We are seeing
evidence of a gradual shift towards these funding instruments in the new generation

of the EC’s country strategies.

Over the past year, the EC has continued to delegate programme management
responsibilities to its offices in-country, a process known as ‘deconcentration’.

This should improve the quality and speed of delivery in the field. 21 EC delegations
now operate in this way, and 56 more are expected by the end of 2003. Over the past

year, the EC has also introduced:
A more coherent policy framework;

Simplified and harmonised administrative and financial procedures for managing

its development assistance; and

Enhanced monitoring and evaluation procedures.

DFID has been actively involved in assisting the EC to develop a harmonised approach
to measuring the impact of its country programmes in 2002/03. This has included the
use of outcome indicators to show progress against the Millennium Development Goals
that can be used to assess developing country performance without overburdening

those countries’ own data systems.

These are encouraging signs but there is still a long way to go in reforming EC
development efforts. The EC needs to reform the full range of its policies towards
developing countries, not just its development programmes. This is particularly
important in trade. The Common Agricultural Policy, which maintains barriers against
developing country agricultural exports to the European market, is due to be reformed
by 2005. DFID has worked with other government departments to press for reform that
takes full account of the needs of developing countries. We have also continued to
provide support to strengthen the capacity of developing country policymakers and

negotiators to participate effectively in trade negotiations — by convening meetings of



trade and agriculture experts, commissioning specialist analytical work and recruiting a

specialist adviser to support developing country negotiators.

DFID is working to ensure that the World Bank and the International Monetary Fund
support poverty reduction through their programmes. These institutions’ strengths lie
in the scale of their lending, their operations across the globe, the degree of influence
they bring to bear on the policies and priorities of borrowing member countries, and
their capacity to exercise intellectual leadership on global issues. Among the
multilateral development institutions, they play a lead role in setting and pursuing

the international development agenda.

Box 2.g - Vietnam: Working in partnership with the World Bank

DFID does not have a bilateral programme in Vietnam, though we are opening a
country office there this year. Instead we co-finance other donors' programmes,
mostly those of the World Bank. We have also seconded three staff to the World
Bank office in Hanoi and one World Bank Vietnamese staff member is currently
working for DFID.

This way of working has a number of benefits. DFID has been able to draw on the
World Bank's experience and expertise while we are still establishing ourself in
the country. Co-financing programmes, provision of trust fund resources and
seconding staff have all strengthened the poverty focus of World Bank operations
and have influenced Government processes as reflected in Vietnam's
Comprehensive Poverty Reduction and Growth Strategy. The administrative
burden placed on the Vietnamese Government by having to accommodate
different donor arrangements has been reduced, and DFID staff have been free
to play a major role in promoting closer working between donors.

This model is warmly welcomed in the World Bank and is pivotal to DFID's efforts to
mainstream poverty. We are, however, conscious of the need to build partnerships
beyond the World Bank and are working with other multilateral and bilateral donors.

In July 2002, negotiations were concluded on the 13th replenishment of IDA, the arm
of the World Bank which provides concessional loans to the poorest countries. A key
issue was a US proposal that 50% of IDA resources should be provided on grant terms.
The UK opposed a wholesale move to grants because it would undermine World Bank
finances and the need to harmonise support to poverty reduction strategies provided
through the Bank’s long-term concessional lending and grants provided by bilateral
donors. Donors finally agreed that 18-21% of IDA-13 resources would be available as
grants. The grant categories are mainly focused on the very poorest countries,

particularly those with debt sustainability problems.
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The UK will contribute £900 million to IDA over 2002-05. This represents a near

doubling from the last replenishment, reflecting the high importance we attach to IDA

as one of the most effective channels for reducing poverty in the poorest countries.

Box 2.h - Streamlining conditionality

During the past year DFID has continued to work closely with HM Treasury to
encourage the IMF and World Bank to reduce the number of conditions attached to
their loans. In addition, we continue to argue for conditions which reflect developing
countries’ policies as outlined in agreed national Poverty Reduction Strategies.

The IMF and World Bank have been moving towards reduced and more focused
conditions over the past few years. In September 2002 new “conditionality”
guidelines were approved by the IMF Board; these emphasise the need to limit the
number and scope of conditionality and to make any conditions more thoroughly
"owned" by borrower countries. The World Bank has also substantially reduced
the number of conditions attached to its programmes in recent years. It has also
agreed to ensure that its conditions are coordinated with those of the IMF, and
with country poverty reduction strategies.

We will continue to monitor the use of conditionality by these institutions in an
effort to ensure that conditions are as helpful as possible in encouraging policies

which promote growth and poverty reduction.

DFID, in collaboration with the World Bank and the IME, is developing practical
approaches to carrying out Poverty and Social Impact Analyses of policies supported
by World Bank and IMF lending programmes. These can help developing countries
make informed choices by identifying the probable impact on poverty of different
policy options. In 2002/03 DFID began pilot studies with national partners in

Honduras, Mozambique, Rwanda, Uganda, Armenia and Indonesia, and supported

related work in Orissa State, India (see Box 2.i for further details). These Analyses are

increasingly recognised as an important means to improve policy design.

Box 2.i - Some examples of DFID support for Poverty and Social
Impact Analyses

In Ghana, DFID supported the Government to convene a national PSIA workshop
in February 2003 that brought together all relevant stakeholders for the joint
development of a nationally owned, prioritised agenda for research. The workshop
means the PSIA will be a central part of the national poverty reduction strategy
(PRS) process, and feed into the Government'’s programme of PRS monitoring.



In Rwanda, DFID worked in collaboration with the Ministry of Finance to
commission a pilot PSIA of the macroeconomic programme. The Rwanda PSIA
was presented at a national workshop in November 2002 and has served to open
up debate about the levels of public expenditure necessary for progress in
poverty reduction.

In Uganda, DFID collaborated with the Government in supporting a PSIA study
that looked at the link between the Government'’s Strategic Export Initiative
(STRATEX) for coffee and for fish. The study has led the Government to rethink
the gender implications of the STRATEX policy and especially the incentives for
women producers to expand coffee production.

In Armenia, DFID supported a PSIA study on reform in municipal and irrigation water
supply, undertaken before the PRS was finalised. The Government has explicitly
recognised that the PSIA added value to the process of PRS policy development and
is taking steps to institutionalize capacity for PSIA within government and to support
PSIA capacity among academic and civil society institutions.

Regional Development Banks are important partners for DFID and play a significant
role in responding to the particular needs of their regional members. Our support to
their poverty reduction efforts is set out in Chapter 4. Negotiations on the ninth
replenishment of the African Development Bank’s concessional window — the African
Development Fund — were concluded in September 2002. Total resources for 2002-04
are expected to be around US$3.5 billion (£2.2 billion), of which about 20% would take
the form of grants. The UK has pledged £122 million to the replenishment.

The United Nations is the only organization with a near universal membership and
remit to support and achieve major advances in international development. This gives
it a unique moral authority. However, the UN’s most difficult challenge is to weld
together its many different development organisations into a single, effective presence
in developing countries. Over the past year DFID has provided technical expertise,
political support and financial resources to the UN to strengthen coherence between its
programme activities, the poverty reduction strategies of developing countries and the
efforts of other donors, particularly the multilateral organisations. Future funding will
be linked to helping the UN to achieve improved and more coherent performance in
developing countries. Our support for other, specialised programmes of the UN is set

out in Chapter 3.
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In addition to working with our multilateral partners, DFID works closely with other
bilateral donors — including through the Development Assistance Committee (DAC)
of the Organisation for Economic Cooperation and Development (OECD). At a

High Level Forum in Rome in February 2003, the DAC endorsed a series of Good
Practice Papers on “Harmonisation of Donor Practices for Effective Aid Delivery” (88),
together with good practice work undertaken by the Multilateral Development Banks.
Over the next year, we will work to ensure donors implement these good practice
principles. This will lead to significant improvements in the effectiveness of donor

assistance programmes in developing countries.

In October 2002, DFID hosted a senior level meeting of UK and US government
officials, representing a number of government departments on each side. The meeting
produced practical suggestions to strengthen joint working to improve the poverty
impact of our assistance and to address specific issues such as conflict and corruption.
We have also explored opportunities for closer engagement with France on
development and conflict reduction in Africa, and to ensure development is on the
agenda for the 2003 G8 Summit, which France is chairing. With Japan, we have
focused on strengthening mutual understanding and practical cooperation in Africa

and Asia.

DFID works closely with other like-minded bilateral donors in many developing countries
to provide more effective assistance through harmonised processes such as direct budget
support linked to developing countries’ own poverty reduction strategies (Box 2.j). Specific
examples of collaboration include, in Malawi, an agreement with the Netherlands (which
has no presence there) to channel £18 million of their funding to education projects
through DFID’s programme; and, also in Malawi, an agreement to use DFID funds to

complete 24 primary schools after the Danish Government withdrew from the country.

Box 2.j - Working with other donors: the G11in Mozambique

In Mozambique, the main donors - including DFID - providing budget support (see
Chapter 5) and operate as a group (“the G11"), in support of a Joint Programme
for Macro-Financial Support agreed in November 2000. The key features of this

innovative arrangement are:

Long-term objectives are explicitly stated as consolidating economic growth
and providing increased funding for priority areas for poverty reduction;

Regular dialogue between Government and donors with a particular focus on poverty

reduction, domestic resource mobilisation, and public financial management;

Annual review of the programme, followed by provisional pledges of general

budget support based on continued commitment to reform;

Common disbursement arrangements;



Policy conditionality is non-specific, requiring Government to implement its
own poverty reduction programme. At present, donors are free to add policy
conditions outside the main agreement, though discussions are underway to
achieve a common donor position on what conditions should apply; and

the World Bank and the IMF attend meetings as observers.

Both Government and the donors regard the co-ordination arrangements as
successful. Dealing with the donors as a group has reduced the burden of
meetings and simplified dialogue, while greater clarity on the amount and timing
of donor disbursements has been welcomed. Government would like this to go
further, with multi year commitments and with improved predictability by
ensuring a consistent approach to conditionality. The G11is currently discussing

how a new performance assessment framework might meet those needs.

DFID works closely with development NGOs and other elements of UK civil society,
as well as with civil society in developing countries. In 2001/02, DFID provided

£191 million to UK NGOs (Box 2.k). The main instrument for engaging with

major UK NGOs, such as Oxfam, Save the Children, VSO and Christian Aid, is the
Partnership Programme Agreement (PPA). PPAs provide funding for 3 to 5 years and

are based on agreed outcomes which contribute to DFID’s overall objectives.

Since the first of these agreements was signed in 2000, they have increasingly focused
on shared objectives. DFID has worked closely with PPA agencies to review
performance against agreed objectives. As a result, we will be able to increase or
decrease our allocations to UK NGOs on the basis of their performance and, ultimately,

contribution to the Millennium Development Goals.

Box 2.k - Working with UK NGOs

In 2001/02 the £191 million DFID channelled through UK NGOs was provided for

the following areas:
£54 million was spent on ‘Partnership Programme Agreements’.
£69 million was provided to UK NGOs to respond to humanitarian emergencies.
£54 million was provided to UK NGOs through DFID country programmes.

£7 million was provided for projects submitted under the Civil Society
Challenge Fund (CSCF) where UK NGOs work through civil society groups in
developing countries to empower poor people to engage in decisions that
affect their lives.

£7 million was spent on projects still being completed under the Joint Funding
Scheme - the predecessor of the CSCF.
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2.47

2.48

2.49

Maximising the effectiveness of development
assistance

Support to Poverty Reduction Strategies

There has been a significant shift in DFID’s approach away from stand-alone projects
towards creating institutions and policies required to build accountable and effective
states. We believe that international development assistance is more effective at
reducing poverty when it is used to support a shared agenda set by a credible Poverty
Reduction Strategy. This approach — to which donors committed themselves at
Monterrey — provides the right framework for hard policy choices and for governments
to agree the priorities for policy reform and expenditure together with their citizens,
including the private sector. Aid is provided in support of these Poverty Reduction
Strategies and is conditional on governments staying on course with the reform agenda
they have agreed with their citizens. At the same time we are agreeing mutual

commitments for which our partners can hold us accountable (see 2.58 below).

Substantial progress has been made on this approach. Twenty-six countries (Albania,
Bolivia, Benin, Burkina Faso, Cambodia, Ethiopia, Gambia, Guinea, Guyana,
Honduras, Kyrgyz Republic, Malawi, Mali, Mauritania, Mozambique, Nicaragua, Niger,
Rwanda, Senegal, Sri Lanka, Tajikistan, Tanzania, Uganda, Vietnam, Zambia and
Yemen) have now completed a Poverty Reduction Strategy and twenty-three countries
have produced an interim Strategy. Details of DFID’s support for these Strategies are set
out in Chapter 4.

DFID fed lessons from our experience of Poverty Reduction Strategies into a joint
World Bank and IMF Review of the Poverty Reduction Strategy approach (86). This

drew on contributions from low-income countries, development partners, and civil

DFID works through the international system to support poor countries’ own
efforts to reduce poverty. National Immunisation Day, Congo.
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society organizations. Its findings, which were disseminated at Monterrey, have since

been widely distributed in several languages. Key conclusions are set out in Box 2.1.

Box 2.1 - Main messages from the Joint Staff Review of the PRS
Approach, September 2002

The Review found general agreement on four key achievements of the Poverty
Reduction Strategy approach:

Most governments feel a growing sense of ownership of their Poverty
Reduction Strategies;

There is a more open dialogue within governments, and with at least some
parts of civil society;

Poverty reduction has been given a more prominent place in policy debates.
This extends beyond the social sector to focus on reducing income poverty
through higher growth that is more broadly shared; and

PRS have led to more systematic data collection, analysis, and monitoring
of outcomes.

The key remaining challenges include:

Alignment by partners, including the World Bank and IMF, to support
implementation of Poverty Reduction Strategies;

To go beyond questions about process, to the content and implementation of
PRS, and to develop greater understanding of the linkages between policies

and poverty outcomes; and

Realism in the setting of goals and targets, as well as in managing
expectations, both within countries and among their development partners.

The Millennium Development Goals provide an inspiration and a focus for the work of
DFID and the international community — and an internationally agreed framework for
assessing the overall effectiveness of the development effort. To maintain commitment
to the Goals, it is essential that we are able to demonstrate where progress has been
made — and where further efforts are needed. Since 1997 DFID has been at the
forefront of supporting international initiatives to improve the quality and availability

of development statistics.

At Monterrey, DFID supported the establishment by UNDP of a comprehensive
Millennium Development Goals Support Programme. This is designed to help integrate
the Goals into decision-making by developing countries and put them at the centre of
global campaigning for development. It will develop strategies to meet each Goal, help

each developing country to monitor progress and feed results into the UN Secretary-
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General’s annual report to the General Assembly on progress against the Goals (see

Chapter 4) and link up national and global level campaigning in support of them.

DFID has stressed the importance of the Programme’s integration into Poverty
Reduction Strategies and the need to build statistical capacity in developing countries.
At DFID’s suggestion, UNDP convened a reference group in February 2003 to help
steer the Programme. This group reaffirmed high-level commitment from the UN
agencies and donors; stressed the need for Bank-UN cooperation at the country level;
and agreed the need for further work on increasing the involvement of developing
countries, civil society and the private sector. In September 2002, the UK became

the biggest financial contributor to the UN Programme (£3.5 million over 3 years).

DFID was influential this year in finalising a working set of forty-eight indicators
against which to measure progress against the Millennium Development Goals —
including appropriate indicators for monitoring Goal 8 (“To develop a global
partnership for development” — see Annex 4). These indicators provided a baseline

for the UN Secretary-General’s report on progress towards the Goals.

Poverty Reduction Strategies set out a monitoring framework which specifies the
indicators that the government and donors will use to assess progress. These
frameworks have focused attention on the poor quality and availability of existing data
and have encouraged government and donor support to build capacity to collect the
information required. DFID is supporting the Poverty Reduction Strategy monitoring
process in many countries, including Uganda, Malawi, Pakistan, Tanzania and Ghana,
both directly and indirectly by helping to build general statistical capacity (see also Box
2.m). Within our partner countries we are committed to using locally defined
indicators and data whenever possible to monitor progress. This minimises additional
demands for information on countries and allows us to strengthen country statistical

systems at the same time as improving data for measuring our own effectiveness.

Box 2.m - Support to statistical capacity-building in Tanzania

DFID is one of a small group of donors who have worked with the Government
of Tanzania on preparations for the National Population and Housing Census.
The Plan was launched in early 2001 and enumeration was achieved on target
in August 2002 (fourteen years since the last Census).

The Government completed the first Household Budget Survey in Tanzania for
ten years. It was the largest ever carried out in Sub-Saharan Africa and enables
Tanzania to give regional as well as national information on poverty levels and

service delivery. DFID was the largest of eight donor contributors to the survey,
and provided technical assistance to build capacity and ensure quality.
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Tanzania established a National Poverty Monitoring System which enabled the first
ever Tanzanian Poverty and Human Development Report (PHDR). This provides
analytical information about progress on poverty reduction strategy targets,
geographic diversity (and ranking) of regions by poverty status, and linkages between
policies and poverty. It also contains the first information for ten years about urban
poverty. DFID provided both technical and financial support for the establishment of
the poverty monitoring system and the studies that led to the PHDR.

DFID has continued to provide technical and financial support to a number of
multilateral statistical initiatives — including the Partnership In Statistics for
Development in the 21st Century (PARIS21) Initiative, the IMF’'s General Data
Dissemination System project and the World Bank Trust Fund for Statistical Capacity.
And we have contributed to the development of EC guidelines for good practice in
donor reporting and monitoring which emphasise greater harmonisation among donors
and strengthening country data systems. Over the past year, DFID has changed its own

internal reporting systems to mirror more closely the Millennium Development Goals.

New approach to planning our country-level assistance
This year DFID has reformed the way we plan our bilateral (i.e. country to country)
programmes of assistance. Our previous planning process had weaknesses, including
insufficient linkage between DFID’s activities and poverty reduction outcomes; lack

of indicators against which to assess progress; and insufficient attention to identifying

and managing the key risks to achievement.

Our new ‘Country Assistance Plans’ start from the basis of our partner countries’ own
poverty reduction strategies and set out in detail how DFID will work to support these
as part of the international development effort. Each of our Plans must report annually
on progress against national poverty indicators and against related targets set out in
DFID’s Public Service Agreement (Annex 3). Plans will also include a section on how
DFID manages the risks in and the assumptions behind our engagements and require
country teams to assess a country’s potential for political, social, and economic change.
These reforms allow us to make a clearer linkage between how DFID’s plans and actions
contribute to the achievement of poor countries’ own poverty strategy outcomes, and

to monitor performance.

Country-level Memoranda of Understanding

DFID worked to secure international commitment at Monterrey to the principle that
developing countries should have a greater say in shaping the policies of bilateral and
multilateral donors. It is essential that the poverty reduction partnerships between
national governments and the international community set out responsibilities and
obligations for each party, and that partners are able to hold each other to account for

their progress.

ce Poverty
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DFID pioneered the approach based on mutual accountability, when in 1999 we signed
a 10 year Memorandum of Understanding — the first of its kind — governing our
bilateral partnership with the Government of Rwanda. Over the past year we have
developed guidelines and a series of further such agreements with Ethiopia and Sierra

Leone (Box 2.n) based on the same principles:

Reaffirming the centrality of the Millennium Development Goals and of the partner

government’s own poverty plans to the partnership;

Committing DFID to a longer-term engagement (providing more predictable

support);

Detailing the terms of our support and the commitments we have undertaken and

for which our partners can hold us accountable; and

Enabling us to engage in dialogue on a wide range of other issues.

Box 2.n - DFID's Memorandum of Understanding with the
Government of Sierra Leone

In November 2002, we concluded a Memorandum of Understanding with the
Government of Sierra Leone (76). This commits us to 10 years of support, and
£120 million of assistance over the first 3 years, in exchange for commitments
by the Government of Sierra Leone to widespread reform. These include action
on corruption, strengthening security, improving public financial management
and developing a full Poverty Reduction Strategy.

About 140 million people, or 12% of the world’s poor, live in middle income countries.
These countries represent a huge range, from ‘only just above poor’ to ‘almost rich’.
Some middle income countries are delivering poverty reduction through growth, others
are failing to make progress due to deep inequality, weak institutions, economic
vulnerability and conflict. In these countries, DFID works through the multilateral

system to try to improve the effectiveness of development efforts.

DFID has worked hard to advance the debate about the role of development assistance
in middle income countries. In November 2002, cooperating closely with Spanish
counterparts, we brought together senior figures from middle income countries, donor
organisations, multilateral development banks, and the UN system. We discussed how
to reform the delivery of development assistance to maximize poverty reduction and
reduce inefficiencies. We are working with counterparts to follow up the conclusions
(Box 2.0). In particular, we are working to encourage such countries to put in place
plans for poverty reduction and for greater coordination of donor activities in support

of such plans.



Chapter 2 - Partnerships to reduce Poverty

Jon Spaull/Panos Pictures

There are many poor and marginalised people in middle income countries.
DFID works to ensure they receive support. Children in Kazakhstan.

Box 2.0 - How we will support middle income countries -
conclusions of the Anglo-Spanish conference, November 2002

Participants agreed that action was needed by middle-income country (MIC)
governments and donors to improve the impact of their efforts.

MIC governments are responsible for:

= Maintenance of sound macro-economic policies;

Open and accountable institutions;

Personal safety and access to justice for all; and
m Protection of vulnerable groups in periods of economic slowdown.

Donors should:

Meet any future commitments on harmonising their work;

Improve the design, implementation, monitoring and evaluation of their aid;

Target aid to help MICs achieve the basic capacities for poverty reduction and

good government; and
m Help improve multilateral frameworks for the resolution of debt crises.

Given the importance of trade and investment as an instrument of growth and
poverty reduction, participants agreed the need for: a successful conclusion to
the ‘Development Round ‘ of WTO trade negotiations launched at Doha; additional
support on economic governance to avoid crises; and a better understanding of
the impact of migration and how it may be used to promote development.

a1
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Participants also agreed to work together to combat the effects of environmental
degradation, HIV/AIDS and other global threats, and reaffirmed the importance of
a co-ordinated approach to co-operation with MICs. Lessons could be learned
from the Poverty Reduction Strategy process, for example, through increasing the
participation of civil society. It was agreed that this debate should be taken to
regional fora; the OECD-DAC committee; the institutions of the EU; and the
international financial institutions, regional development banks and other donors.

UK aid has been ‘untied’ (not limited to buying goods and services from the UK but
ensuring purchase from the most suitable global source) since April 2001. This
increases development impact through competitive pricing and reduced transaction
costs. Tying aid protects donor exporters from international competition for contracts,

leading to higher costs and reduced impact on poverty elimination.

Non-UK suppliers won 10% of DFID’s contract work for “advisory services” in the last
year (see Box 2.p for an example of one of these). Building on the successful UK
experience, DFID has played an important role in moving forward the global agenda
on untying and harmonisation. We are pressing for Europe to give a lead by early
agreement of the European Commission’s proposal to untie all EC development
instruments, including food aid. And we are supporting an initiative by the
Development Assistance Committee (DAC) of the OECD to help partner countries
build their procurement capacity, to make effective use of the opportunities presented
by the DAC Recommendation on Untying Official Development Assistance to Least

Developed Countries (which has been operational since 1 January 2002).

Box 2.p - The benefits of ‘untying’ aid: an example from
South Africa

DFID is working with the South African Department of Water Affairs and Forestry
to support the decentralisation of water services delivery to local government.
This aims to provide sustainable water and sanitation services to poor and
marginalised people, and to support the management of water resources in
South Africa.

Following an international competitive process to provide the required expert
assistance, a South African firm (RDC Prescient Consulting (Pty) Ltd) was engaged
to provide technical support at a cost of £1 million, offering local skills and
knowledge and ensuring value for money for the development programme.



DFID’s development education programme aims to raise public understanding of, and
support for, the reduction of global poverty. To achieve this we need to go beyond
attitudes to development based on charity, and to establish a stronger commitment to
justice and a greater understanding of the increasing fragility and interdependence of
the modern world. We need to strengthen public knowledge of development in order
to increase public support for the policies necessary to build a more just and sustainable

world order.

DFID works with many different groups in order to strengthen the international
commitment to achieving the Millennium Development Goals by 2015. For example,
in January 2003 we established a Strategic Grant Agreement with the Trades Union
Congress which will increase the latter’s engagement with international development
issues, as well as its capacity, and that of its affiliates, to influence policy nationally and
globally. This will lead to a better-informed UK trade union movement, able to make a

more strategic contribution to international development.

DFID’s vision of the elimination of world poverty strikes a chord with the public.
British people are increasingly taking pride in DFID’s work and the contribution they
make. We conduct regular public attitude monitoring surveys which reveal consistently
high levels of concern and support for development. Our 2002/03 study showed an
increase in public understanding that poverty in developing countries affects the UK
at both a personal and national level, and that paying taxes to provide development
assistance is one of the three most effective ways individuals can help reduce global

poverty and secure sustainable international development.
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Addressing the causes
of poverty

Development is complex... For poverty elimination to be achieved, and for development to be

sustainable - that is, secured without sacrificing future resources - there must be a dynamic

balance between policies and actions... That means establishing a pattern of economic growth

that benefits all sections of society; targeting scarce resources so that poor people have the

education, health care and opportunities they need and ensuring that men and women enjoy

equal benefits. It also requires proper stewardship of the natural resources so that the needs of

both present and future generations can be met.

1997 White Paper on International Development (p22)
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The Millennium Development Goals provide a shared vision of how to make progress
towards poverty reduction. They reflect the complexity and interdependence of the
many causes and impacts of poverty. This chapter describes how we have worked

as part of the international system over the past year to support the delivery of the

Millennium Development Goals.

Better health for poor people

Poor people suffer disproportionately from avoidable illness and death. The suffering,
lost time for work and other costs imposes a major burden on individuals, households
and countries. Recent research has shown that ill-health traps people in poverty by

constantly undermining their efforts to improve the lives of their families.

The international community’s efforts to improve global health are focused, through
the Millennium Development Goals, on reducing child and maternal mortality.
Halting the spread of communicable diseases, particularly HIV/AIDS, is another key
target. The UN Secretary-General’s progress report on the Millennium Development
Goals (see Chapter 4) shows that, of all the Goals, those relating to health are the most
challenging. Improving health — in particular by supporting strong, effective systems for

providing basic healthcare — is a key priority for DFID.
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Box 3.a - Progress against DFID's 2001-04 Public Service
Agreement: health

Target

A decrease in the average under-5 mortality rate from 132 in 1997 to 103.

Achievement

BELOW TARGET

m Since last year the average under 5 mortality rate in our top 10 development
partners has remained static at 128. The reasons for this lack of progress
include the HIV/AIDS epidemic and poorly functioning health systems as a
result of under-investment. We are working to strengthen health systems in
our partner countries and to tackle the causes and impacts of HIV/AIDS.

Target

An increase in the proportion of births assisted by skilled attendants from
43% to 50%.

Achievement

m The average proportion of births assisted by skilled attendants in our top 10

development partners increased to 52%.

Target

Improved access to reproductive health care (from a baseline of 32% of

couples using contraception) in our top 10 development partners.

Achievement

m Steady progress (39% contraceptive prevalence) has been made in
improving access to reproductive health care.

Full details of progress against our 2001-04 Public Service Agreement can be found at Annex 2.

The Millennium Development Goals and developing countries’ own national poverty
reduction strategies set the framework for DFID’s action in health. DFID seeks where
possible to strengthen partner government health systems (rather than fund stand-
alone projects) and to provide support directly to national health budgets where

appropriate (see Chapter 5). In this way, our support is more effective at strengthening
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health systems and addressing key issues such as staffing, commodity supply, service

delivery and financing.

At the international level, DFID has played an active role in the establishment of a
number of global initiatives, for example the Global Fund to Fight AIDS, TB and
Malaria (see 3.12 below). In September 2002, the former Secretary of State launched
DFID’s partnership strategy for working with the World Health Organisation (15).
This sets out DFID’s four year strategy to support the Organisation’s reform process,

including strengthened performance indicators and a stronger country focus.

Box 3.b - Addressing maternal mortality In Asia

Currently, over half a million mothers die each year in Asia from treatable
complications associated with childbirth. Many more are disabled. This incidence
of maternal mortality is amongst the highest in the world. The Millennium
Development Goal to reduce it by three-quarters by 2015 will not be achieved
unless there is substantial progress in Asia.

For example, a Nepalese woman faces between a 1:12 and 1:31 lifetime risk of dying
as a result of pregnancy or childbirth, compared to 1:6,000 in Northern Europe.
DFID has been supporting a Safe Motherhood Project in Nepal to improve services
and increase access to midwifery and obstetric care. A further programme

(£20 million over five years) will build on this project and provide support to
current health sector development initiatives and Nepal's National Safe
Motherhood Plan to reduce maternal and neonatal mortality.

At the same time, DFID works to promote recognition that although health issues
are critical to an effective response to maternal mortality, real progress can only
be sustained if much broader issues are dealt with, for example, the low status of
women and poor nutrition, water, sanitation etc.

DFID established a Maternal Mortality Task Force in March 2002 bringing together
staff from a variety of technical disciplines. This produced recommendations for
ways that DFID, particularly in Asia, could increase its contribution to reducing the
incidence of maternal mortality. We are already seeing greater attention to this
critical issue in both policy and planning documents, and new support is being
considered in a number of countries.

The health of the poor could be much improved by increasing access to basic
healthcare and medicines. Over the past year, the former Secretary of State chaired a
UK High Level Working Group that brought together industry, government and others
to agree a voluntary framework for actions leading to increased access to essential

medicines. This will see:

B Drugs being supplied at close to cost price to all least developed countries and sub
Saharan Africa;
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m Measures put in place to prevent re-importation of drugs to richer markets and to

ensure a transparent pricing regime;
m Elimination of developing country tariffs on differentially priced medicines; and

m Increased spending by donors and developing countries on strengthening health

systems to deliver medicines to those who need them.

Barbara Klass/Panos Pictures

DFID works to
reduce the number
of mothers who die
as a result of
childbirth. Skilled
birth assistant in
Bangladesh.

3.7  The Prime Minister launched the Group’s report (74) in November 2002. DFID will
focus over the coming year on obtaining international support and on implementing the

framework in pilot countries to demonstrate its effectiveness.

Want to Know More...

About how poor countries can benefit from global advances
in medicine?

See Increasing Access to Essential Medicines in the Developing World.
)

Annex 6 has details of how to obtain this and other DFID publications

3.8  Inaddition, DFID will continue to work through the Global Alliance for Vaccines and
Immunisation, a public-private alliance dedicated to increasing immunisation and
introducing new vaccines in poor countries. The Secretary of State is a member of the
Alliance’s Board and, after DFID’s five-year commitment of £35 million in December

2001, we instigated an independent review of the Alliance’s global-level structure and
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functions to improve its effectiveness. The recommendations were used by the Board to
ensure that all Alliance members were clear on their roles and responsibilities and to

improve planning.

HIV/AIDS and communicable diseases

HIV/AIDS is particularly prevalent among the poorest and represents one of the key
obstacles to achieving the Millennium Development Goals. There are 42 million
people living with HIV/AIDS in the world — and the number of new infections
continues to grow. This is especially true in Africa, where HIV/AIDS has killed around
14 million people, including an estimated 2.4 million in 2002 alone. The epidemic
also slows economic growth, threatens national security and prevents the proper
functioning of public services and the private sector. Its effects are, in some places,

reversing development gains made over the past thirty years.

DFID’s response to the epidemic ranges from prevention to care and impact mitigation.
Our considerable investments so far have focused on: health information and
empowerment, especially for young people; ready access to condoms; treatment and
management of sexual infection; voluntary counselling and testing; and safe blood
transfusion. Chapter 4 describes how we are tackling the disease in our country

programmes.

DFID has actively promoted effective new HIV prevention products, particularly the
development of new microbicides, chemical compounds that block infections from
entering the body through sexual intercourse. In February 2002, DFID agreed a new
£16 million grant for the Medical Research Council’s Microbicides Development
Programme to support research and development into new female-controlled HIV
prevention products. And in May 2002 DFID was one of the first donor agencies to
support the International Partnership for Microbicides, an initiative to hasten the
availability of new microbicide products. We are also supporting research work into

improving access of poor people to anti-retroviral therapy.

The UK supported the establishment of a new Global Fund to Fight HIV/AIDS,
Tuberculosis and Malaria in January 2002. This is a public — private partnership to
provide funding to make more drugs and commodities available for the prevention and
treatment of malaria, TB and HIV/AIDS in the poorest countries. The UK pledged
US$200 million (£125 million) to the Fund over 5 years and has helped to make sure
it supports nationally-developed strategies. The Fund approved its first round of grants
last year, $616 million (£387 million) over two years, and the first projects to be

supported started in late 2002.
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Box 3.c - Fighting HIV/AIDS: DFID support in Latin America

Latin America has unigue levels of experience and technical capacity to combat
HIV/AIDS. DFID is harnessing this resource by supporting technical collaboration
on HIV/AIDS between Latin American countries and beyond.

One initiative is the supply of Brazilian expertise to the Bolivian National AIDS
programme. The range of expertise provided covers access to clinical services and
anti-retroviral drugs, epidemiological surveillance and the role of civil society.
Plans are underway for similar support to the Peruvian National AIDS programme.

In partnership with UNAIDS, DFID is also supporting the Latin American
Horizontal Technical Collaborating Group. This provides technical assistance,
disseminates good practice in the region, and carries out political advocacy for
effective national HIV/AIDS policies and resources to implement them.

Beyond Latin America, DFID is supporting technical collaboration between the Brazilian
and Russian National AIDS programmes. Russia, which has the world's second fastest
growing AIDS epidemic, wishes to draw on Brazilian expertise in successfully controlling
the HIV/AIDS epidemic. Collaboration focuses on: management of a national programme;
access to clinical services including anti-retroviral drugs; the role of non-governmental
organisations; and harm reduction programmes for intravenous drug users.

3.13 The UK Government remains committed to the global eradication of polio by 2005.
We have already committed over $385 million (£242 million) towards this goal. At the
2002 G8 Summit in Canada, the UK worked to secure a G8 pledge to provide the
financial resources necessary to eradicate polio — and we committed a further $25million
(£16 million). Good progress is being made towards eradication but there remain small

pockets of high incidence which are the focus of intensive effort. In India, for example,

Giacomo Pirozzi/Panos Pictures

The poor suffer disproportionately from avoidable illness. Mother and child under
mosquito net to protect from malaria, Zambia.
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which has the greatest incidence of polio in any single country, we have a £98 million
programme on polio eradication, bringing our total bilateral commitment in that

country to over £180 million to date.

Reproductive health

Much of the burden of poverty and ill-health falls on women and is directly associated
with their lack of control over sex and reproduction. More than 100 million women
lack access to reproductive health services and contraception. They have no choice in
childbearing nor, too often, the ability to protect themselves from sexually transmitted
infection. Reproductive health and rights remain high among DFID’s priorities because
poor women have most to gain from better reproductive and sexual health, yet have
the least access to good quality information and services. Progress on reproductive
health is essential if the Millennium Development Goals on HIV/AIDS, and maternal

and child mortality are to be achieved.

DFID has worked in partnership with a wide range of national governments, donors
and NGOs over the past year to defend and promote advances in sexual and
reproductive health secured at the 1994 International Conference on Population and
Development. We remain concerned that the conservative stance of groups seeking to
undermine reproductive rights, including the current US administration, could be very
damaging to the reproductive health of the poor. In particular, we believe we cannot
make progress on HIV/AIDS without making progress on access to reproductive health
care. Access to reproductive health care is vital also to lowering maternal mortality and

promoting the rights of women to have reproductive choice.

In 2001/02 (the last year for which figures are available), DFID invested over £220
million bilaterally in sexual and reproductive health (including HIV/AIDS). We also
made significant contributions to multilateral agencies covering sexual and
reproductive health, including the UN Population Fund, the World Health

Organisation, the World Bank and the European Community.

Box 3.d - DFID support for sexual and reproductive health in Malawi

DFID is supporting the Government of Malawi's sexual and reproductive health
programme (SRHP). This aims to increase access to, and utilisation of, cost
effective sexually transmitted infection (STI) treatment and prevention and family
planning services. Activities include provision of condoms and other
contraceptives, STI treatment drugs, HIV and STI lab test kits, development and

dissemination of information materials. We are also supporting:

m Banja La Mtsogolo (Malawi's largest Reproductive Health NGO, in partnership
with Marie Stopes International), to improve utilisation of reproductive health
services and adoption of safer sexual practices by young people and poor and
marginalised groups.
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m The Malawi Safe Motherhood Project which supports the Government of
Malawi to help ensure the utilisation of high quality care and to reduce
maternal mortality and morbidity.

Total DFID support for the SRHP in Malawi amounts to over £46 million.

Primary education

At the April 2000 World Education Forum in Dakar in Senegal, DFID joined with
other donors in an international commitment to achieve education for “every citizen
in every society”. We worked to ensure that this commitment — in the shape of the
Education for All initiative — received unprecedented focus at major international
meetings in 2002. This has led to an important breakthrough in attracting
international interest in reaching the education Millennium Development Goals.
Our priority now is to convert this interest into action and funding in support of

national, poverty-focused Education for All and gender equity strategies.

Box 3.e - Progress against DFID's 2001-04 Public Service
Agreement: education

Target

An average increase in primary school enrolment from 75% to 81%.

Achievement

BELOW TARGET

m The latest primary school enrolment data gives an average for DFID's top
ten development partners of 76%. The apparent lack of progress since both
the baseline and the last report (which gave the latest figure as 86%) can
mainly be explained by better data availability and more accurate reporting.

Target

Improvements in gender equality in education, particularly primary education
in our top 10 development partners (baseline for gender equality is 86%).

Achievement

m The latest figure is 91%. On current progress, we are on course to meet the
2015 target (100%) in target countries.

Full details of progress against our 2001-04 Public Service Agreement can be found at Annex 2.

53



Departmental Report 2003

54

3.18

3.19

DFID financial support made possible the publication in November 2002 of an
authoritative, global annual report on progress towards Education for All, aimed at

guiding and influencing international support for the initiative (Box 3.f).

Box 3.f - The first Education for All (EFA) Global Monitoring
Report

At the World Education Forum in Dakar in April 2000, national governments

agreed to dedicate themselves to achieving six major goals, including:
m Achievement of universal primary education;

m Elimination of gender disparity in education; and

m Halving levels of adult illiteracy by 2015

International agencies pledged that no country committed to these goals would
be prevented from achieving them by a lack of resources. It was agreed that one
of the instruments for ensuring greater accountability for these pledges would be
an annual Global Monitoring Report. The first was published in November 2002.
Its main conclusions are:

m 83 countries have already achieved the three quantitative EFA goals (net
primary school enrolment, adult literacy and gender parity in gross school
enrolment);

m 43 countries are at risk of not achieving at least one of the goals;
m 28 countries are at high risk of not achieving any of these goals;
m 41 countries have been moving backwards.

The report also assessed progress in establishing national EFA policies and plans,
costs of achieving EFA goals and the availability of resources to secure them.
DFID has seconded an Education Adviser as Deputy Director of the Report Team
in Paris, and a Statistician to UNESCO's Institute of Statistics in Montreal to
supervise monitoring, collection and analysis of EFA data from member states.

DFID has been actively involved with the development of the World Bank’s Action
Plan for accelerating progress towards Education for All. This ‘Fast Track Initiative’
offers support for countries willing to prioritise primary education for all children and to
embrace policies that improve their primary education systems. Over the past year we

have worked to ensure that:

m The initiative focuses on the need to increase commitment in the countries where

most of the out-of-school children live;

m [t complements existing national policies and initiatives in primary education;
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m Proposals put forward by partner Governments are rigorously reviewed by local

groups and address capacity issues as much as financing requirements; and

m The whole process has a greater gender focus.

Educating girls is a key means of tackling poverty. Girls in a Koranic school, Chad.

In 2002/03 DFID successfully pressed for five countries with particularly large numbers
of children out of school (India, Pakistan, Bangladesh, Nigeria and the Democratic
Republic of Congo) to be eligible for fast-track support. These five were in addition to

the eighteen countries already included in the Initiative.

Achieving the education Millennium Development Goals depends on an adequate
supply of trained teachers. In December 2002, the DFID-funded Multi Site Teacher
Education Project completed an extensive programme of research on primary teacher
education in five countries: Ghana, Lesotho, Malawi, South Africa, and Trinidad and
Tobago. In four of these, lack of teachers is becoming the main constraint on improving
access to quality education. The research has resulted in a higher priority in these
countries for teacher education, increased research to inform policy, and the
establishment of National Task Forces on Teacher Education and local research teams

to undertake further development work.

Education systems in Africa are under enormous pressure to deliver better quality
education at a time when HIV/AIDS is having a major impact on the availability of
teachers. Open and distance-based approaches to learning, using new technologies, can

help to make the best of precious teaching resources. Box 3.g gives an example.

Giacomo Pirozzi/Panos Pictures
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Box 3.9 - Imfundo: Partnership for IT in education

The provision of quality education for young people in Africa is one of the most
important tasks for the international community. Working together with African
governments and teachers, we can help to provide relevant and high quality
training and knowledge for future generations. But this requires considerable
investment and commitment. The Imfundo initiative is specifically designed to
help make such resources available to African countries.

Since its inception in 2000, Imfundo has gained some 40 partners from the private
sector, civil society, global organisations and academic institutions, all committed
to supporting the aim of using new technology to deliver gender equality and
universal primary education in Africa. In 2002/03, Imfundo has made important
contributions to the development of educational activities in South Africa, Ghana,
Mozambigue and Ethiopia. An international workshop held in April 2002 brought
together educationalists, government officials and Information and Communication
Technology specialists from Latin America, South Asia and Africa to identify the
best ways to deliver new technology policies in practice. Further details on Imfundo
can be found at the new information website (www.imfundo.org) launched in
October 2002.

Creating economic opportunities

One of the important achievements at Monterrey was a consensus among all countries
that a dynamic and competitive private sector is vital to creating economic
opportunities for poor people. Governments have a key role to play in creating the
right environment for private investment, entrepreneurship and economic growth by
eliminating conflict, reducing corruption, enforcing laws of property and contract and
implementing sound and consistent macro-economic policies. Creating the right
environment also requires improvements in the level and quality of economic

infrastructure — such as electric power, transport and telecommunications.

Over the past year DFID has worked with a range of partners to help develop small and
medium enterprises. These play a vital role in distributing the benefits of economic
growth to the poor in developing countries, through job creation and by acting as a link
between larger businesses and micro-enterprises. In Sichuan Province in China, for
example, DFID is working with the International Finance Corporation to strengthen
the local financial sector through training for bank staff, and to improve the provision
of business support services through business advice centres and consultancy firms.

We have also worked with governments to ensure that support for the local private

sector is reflected in national poverty reduction strategies.
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3.25 Financial services for the poor are important not only to increase incomes but also for
tackling other dimensions of poverty — for example to assist with the financial costs of
sending children to school and of medical care; and to give women greater access to
financial capital. Over the past year, DFID has supported the Consultative Group to
Assist the Poorest, a World Bank affiliated organisation that provides support to
microfinance institutions around the world. In particular, we have participated in a
series of peer reviews to share lessons and improve practice amongst donors funding
microfinance programmes. This is also a focus for our country programmes. In South
Africa we have supported since April 2002 an initiative entitled Making Financial
Markets Work for the Poor. We expect this to substantially increase access to financial

services (savings, transaction accounts, credit, insurance) by poor people in the region.

3.26 Banking crises in developing countries during the 1980s and 1990s are estimated to
have cost US$1 trillion, roughly equal to all the foreign aid provided to developing
countries since 1950. DFID made a significant contribution to strengthening the
banking sector in poor countries by securing the support of six other donors for the
Financial Sector Reform and Strengthening (‘FIRST’) Initiative launched in April
2002. This initiative will support economic growth and poverty reduction and

contribute to a more stable international financial system.

3.27 Investment in infrastructure is key to promoting economic development. DFID has
been influential since 1997 in raising international awareness of the link between
investment in national infrastructure and provision of local services for poor people.
Our approach is set out in Making Connections (52), a paper published in September

2002. An example of our work is in Box 3.h.

Caroline Penn/Panos Pictures

DFID works with the international community to support small businesses in
developing countries, such as this clothing workshop in Soweto, South Africa.
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Box 3.h - Providing essential services to the urban poor

The world is rapidly urbanising. The global urban population is approaching

2.5 billion and in developing countries nearly as many people now live in
conurbations as in rural areas. As urbanisation increases so does urban poverty.
This accelerating rate of growth far outstrips the ability of municipal governments
to provide essential services to people who live in cities.

In October 2002 DFID, the Swedish government and the international NGO,
Homeless International, helped the Cities Alliance to establish the Community Led
Infrastructure Financing Facility. This helps urban slum dwellers in developing
countries to improve their access to public and private finance for housing and
associated infrastructure services (water, sanitation etc). It will help such
communities develop business plans for the funding and cost recovery for locally
initiated housing and associated infrastructure. It will help them take these
business plans to local banks or development finance institutions and provide a
guarantee against repayment from revenues, helping to establish a sustainable
service. The first programme is already underway in Mumbai in India and initial
results are very encouraging.

The Emerging Africa Infrastructure Fund, which is supported by a £62.5 million
commitment from DFID, started operations in August 2002 and is now involved in
negotiations for loans to a number of private sector funded projects in Africa. DFID has
also been influential in the formation of the Private Infrastructure Development
Group, which seeks to bring together donors to support initiatives relating to private

funding of infrastructure. Holland, Sweden, and Switzerland have joined this venture.

DFID has been working in partnership with other like-minded donors to create
innovative approaches to attract private sector investment in infrastructure in
developing countries. For example, we are working with others to develop a Local
Currency Guarantee Facility (to help leverage local currency private sector
investment) and a Project Development Facility (to increase investment

opportunities). Both are planned to become operational over the coming year.

2.4 billion people — half the world’s population — do not have acceptable means of
sanitation. This results in 3.3 million deaths — of which 2.2 million are children under
the age of five — every year due to diarrhoeal disease. This could be reduced by better
hygiene practices, safer water supplies and provision of sanitation. The UK successfully
pressed for the target agreed at the World Summit for Sustainable Development “to
reduce by 50% by 2015 the proportion of people who do not have access to appropriate
sanitation”. Over the next year DFID will focus on support for multilateral efforts to

implement this commitment.
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In January 2003 the National Audit Office published Maximising Impact in the Water
Sector, its review of DFID’s work in the water sector (87). The Public Accounts
Committee discussed this in February 2003. Some of the main conclusions of the

review are highlighted in Box 3.i.

Box 3.i - Maximising our impact in the water sector

In launching the National Audit Office report, Sir John Bourn, the Comptroller

and Auditor General, said:

“The achievement of the targets to improve access to water and sanitation
remains a huge task. It is clearly important that DFID makes an effective
contribution to addressing global water needs. At the international, national and
local levels, DFID can point to success in its work in the water sector and new

initiatives to improve its performance”.

The report concluded, amongst other things, that DFID's projects to improve access
to water and sanitation in developing countries have been largely successful and that
DFID plays a highly influential role within the international development community in
raising the profile of water and sanitation issues. This includes pushing successfully
for the adoption at the World Summit on Sustainable Development of the target to
halve by 2015 the proportion of people without access to basic sanitation.

The report also made recommendations aimed at strengthening DFID's work, for

example on evaluation.

Effective governments

Building the institutions of an effective, democratic, modern state is essential to
sustainable development. Governments work better when citizens have an influence on
the state’s actions. In the last year DFID has supported electoral processes (including
voter education and provision of electoral materials) in Pakistan, Cambodia, Nigeria
and Bolivia. In May 2002 we helped the National Electoral Commission in Sierra
Leone to hold Presidential and Parliamentary elections in collaboration with USAID,
the Commonwealth Secretariat and the EC. A major focus of our work has been to
provide longer-term support for construction of democratic states in countries where

conflicts have been resolved (see Chapter 4 for details).

Over the past year we have supported two Development Research Centres working on
governance issues. One explores the relationship between poor people and the state, civil
society and the market institutions that affect their lives; its work this year included
collaboration with the Municipal Health Council in Sdo Paulo, Brazil, on implementation
of their new Family Health Programme. The other has explored the underlying historical,
political and social reasons why some governments are unable to exercise authority over
much of their territories and populations, and why power is concentrated in relatively few

hands while large populations — the poor, women, and particular regional, ethnic or
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linguistic groups — are politically excluded. DFID also supports related activities in our
country programmes; for example, our work over the past year with local government in
Kenya has led to increased participation by citizens in decisions on council expenditure plans

and more effective use of the 5% of central government revenues that go to local authorities.

In addition to transparent and representative political processes, effective management of
public finances is essential to achieving the Millennium Development Goals. Domestic
taxpayers and external donors need to be confident that resources are being used in an
accountable and transparent fashion. Over the past year DFID has led work on an
initiative within the Development Assistance Committee of the OECD on developing a
framework to measure progress in this area. Further work on this is now being taken up in
collaboration with the EU and the World Bank through the Public Expenditure and
Financial Accountability programme. The objective is to develop a clear set of criteria

by which to assess progress in public financial management on an annual basis.

The poor suffer most from corruption. There is a need for action by developing and
developed countries, particularly on prevention through strengthening management
systems and accountability in developing countries, on money laundering, and on
tracking, seizing and returning corruptly acquired assets. Over the past year, DFID has
been helping to build strong anti-money laundering systems in 14 eastern and southern
African countries and in south-east Asia. In Malawi, Pakistan, Sierra Leone, Uganda and
Zambia, UK financial and technical assistance to anti-corruption bodies has strengthened
their capacity to investigate and prosecute corruption cases. DFID has also been leading

the development of the Extractive Industries Transparency Initiative (Box 3.j).

Box 3.j - Extractive Industries Transparency Initiative

The Prime Minister announced the Extractive Industries Transparency Initiative at

the Johannesburg World Summit on Sustainable Development (see Chapter 2).

The Initiative aims to increase transparency (i.e. accountability) in the oil, gas and
mining industries. These industries are important in over 50 developing countries
that are home to 3.5 billion people. The revenues from them should be an
important engine for economic growth and social development.

However, there is a close correlation between the countries rich in natural resources
and the countries with high levels of poverty. The lack of accountability and
transparency in these revenues can exacerbate poor governance and lead to
corruption, conflict and, ultimately, the failure to use the wealth from resources
extraction to reduce poverty. Increasing transparency and knowledge of revenues

will empower citizens and institutions to hold governments to account and make
mismanagement or diversion of funds away from sustainable development purposes
more difficult. DFID is working with other UK government departments, partner
governments, companies, international organisations and NGOs to raise awareness
of the benefits of transparency and work up a framework for increasing transparency.
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Improving livelihoods

Putting the livelihoods of poor people at the centre of efforts to sustainably reduce
poverty is vital to achieving the Millennium Development Goals. DFID’s approach to
this was set out in a paper Better Livelihoods for Poor People: The Role of Agriculture (45)
published in August 2002 for the World Summit on Sustainable Development (see
Chapter 2). This focused on agriculture’s role in poverty elimination and providing
better livelihoods for poor people and explores what role the international community

and development agencies can play.

DFID also published Eliminating Hunger (44) for the World Food Summit in May 2002.
It set out the causes of food insecurity and hunger and the priorities for addressing these
and has provided a platform for improving the effectiveness of UN agencies such as the
World Food Programme and the Food and Agricultural Organisation. The paper has
broadened international debate and understanding within DFID of hunger and food
insecurity and has increased awareness of this important Millennium Development
Goal. We have used the paper to build a departmental action plan for addressing

the causes.

DFID supports a substantial programme of research aimed at improving income-earning

opportunities for the millions of poor people in developing countries whose livelihoods

critically depend on their natural resources (see Box 3.k).

for the Semi-Arid Tropics, India

International Crops Research Institute

DFID-funded research
on disease resistant
crops has improved the
livelihoods of poor
people. Indian family
prepares chickpeas.
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Box 3.k - DFID support to enhancing productive livelihoods

These are some examples of achievements of DFID's support to poor people’s
livelihoods options:

m Almost one billion people living in developing countries are malnourished,
many of them children. New maize varieties contain nearly twice as much
usable protein as other maize grown in the tropics and include two essential
amino acids needed to prevent malnutrition, not previously available in high
maize diets. The new maize varieties developed with DFID support by scientists
at the Maize and Wheat improvement Center in Mexico are now grown on more
than a million hectares worldwide and yield 10% more grain.

m Water shortage is one of the main causes of income poverty in rural areas.
In Tanzania, DFID has been supporting work on rainwater harvesting
technology in semi-arid areas since 1992. This has been very successful: in one
district alone some 28,000 households are now using such systems for rice
production, domestic use and livestock watering. Provision of this technology is
now a priority in the government'’s poverty reduction strategy.

m As part of our strategy to promote child health and survival by alleviating
vitamin A deficiency, DFID is supporting research by the International Potato
Center to breed sweetpotato varieties with a high beta-carotene content for
use in large areas of Eastern and Southern Africa. Significant progress has
been made in the last year. In Kenya, Uganda and Tanzania at least 35 million
cuttings of sweetpotato varieties rich in vitamin A have been multiplied and
distributed, covering about 10% of the growing area

m In Andhra Pradesh in India, DFID-supported research by the International Crops
Research Institute for the Semi-Arid Tropics has led to wide adoption of disease
resistant varieties of chickpea and the use of natural insecticides in place of
chemicals. A nine-fold increase in chickpea production has added an estimated

£29 million to farm incomes;

m Inresponse to an approach from NGOs in Mozambique, DFID is supporting
work leading to the adoption of improved varieties of cassava. This is helping
1.6 million farmers turn wastelands into fertile farms and helping to provide

these people with the means and skills to feed themselves.

Illegal logging denies a livelihood to many poor people and robs governments of
billions of dollars. It is a consequence of corruption and poor governance at national
and international levels. Details of DFID’s influential work on this issue over the past

year is set out in Box 3.1
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Box 3.1 - DFID support to combat illegal logging

A UK expert group on forest law enforcement and governance made
recommendations on countering illegal logging to the G8 Summit in Canada
in June 2002. Other achievements over the past year include:

m In April 2002 the UK and Indonesia signed an agreement - the first of its kind -
to combat illegal logging and associated trade between the two countries.
Government departments, the private sector and NGOs in both countries
helped shape the agreement and the plan to implement it. Indonesia has since
signed a similar agreement with China and is negotiating agreements with
other major trading partners.

m We have worked with the European Commission on its action plan on forest
governance and trade. This will cover systems to guarantee legal origin,
government procurement policy, corporate social responsibility and
development cooperation.

m In 2002 the UK Timber Trade Federation, to which DFID has seconded a
member of staff, adopted a Code of Conduct that commits members to source
their timber and timber products from legal and well-managed forests. The
Code was the first of its kind internationally and has already influenced trade

federations in other countries.

Ensuring environmental sustainability

Action to address global environmental issues is central to the fight against poverty,

as the poor suffer most from environmental degradation. But reversing environmental
decline is expensive. The Global Environment Facility helps developing countries to
meet the additional costs to their economies of addressing global environmental issues
such as climate change, biodiversity, ozone depletion and desertification and land
degradation. In line with the Government’s 2000 White Paper (2) commitment, DFID
secured in August 2002 a 50% increase in resources — an extra £3 billion — for the third
replenishment of the Facility from 2002 to 2006. The UK’s core contribution will be
£103 million over the next four years. We will provide an additional £15 million as a
signal of our commitment to addressing global environmental problems. The UK is

now the fourth largest donor to the Facility.

Protection of the environment has often been seen as an end in itself. Over the past
year, DFID has worked to change the terms of the global debate on the links between
poverty, the environment and sustainable development, with the aim of increasing
understanding of the benefits that better environmental management can offer to poor
people. Following four months of consultation involving 1000 people in 84 countries,
DFID launched a paper (59) jointly with the European Commission, UNDP and the
World Bank on “Linking Poverty Reduction and Environment Management” at the

World Summit on Sustainable Development (see Chapter 2). All four agencies are
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now focusing on taking forward the paper’s recommendations through the Poverty
Environment Partnership — an informal group of over 15 bilateral and multilateral
development agencies working on poverty-environment issues. Following this
successful venture, DFID in conjunction with 9 other agencies is preparing a

publication exploring the link between climate change and poverty.

Box 3.m - Poverty and the environment: China

In China, many poor people depend on environmental resources. Access to, and
use of water and land, are central to their livelihoods. DFID is supporting national
and provincial governments to reduce rural poverty through improved and
sustainable management of those natural resources. In the poor western province
of Yunnan we are supporting the provincial government to better integrate
environment and poverty programmes and involve local people in the
development and implementation of those programmes. We are helping the
Ministry of Water Resources to develop better approaches to water resource
management and improved access by poor people to rural water supply and
sanitation. DFID also funded provision of advice to support the Government in
revision of China's National Water Law, introducing new emphasis on conservation

measures, water use associations and river basin organisations.

Human rights based approach to development

DFID seeks to incorporate the empowerment of poor people — and most of them are
women and children — into our approach to tackling poverty. This means ensuring their
participation in decision-making processes, promoting equal access to services and
resources and strengthening government institutions and policies so that the rights of

poor people are recognised and protected.

Over the past year, DFID has developed participatory methods for assessing poor
people’s views and local approaches for incorporating them into public policy. For
example, DFID Bangladesh has provided support for organisations that advocate for
people’s rights and empowerment. In Peru, we are supporting initiatives that enable
poor people to realise their human rights, supported by civil society, government and
the international community. In Pakistan, the DFID-supported family protection

project seeks to address issues of violence against women.

Gender equality is essential to poverty elimination since 70% of the poor are women
and people in their households. There is a growing and compelling body of evidence
that women not only bear the brunt of poverty but that women’s empowerment is a
central precondition for its elimination. Research has shown that investing in

education for girls is one of the most effective ways of reducing poverty.
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The September 2002 joint DFID-World Bank review of poverty reduction strategies
(Box 2.1) concluded that the majority of strategies address girls’ education only in terms
of primary education. Even when they do feature, gender goals are generally not
budgeted for and are set out in broad terms rather than as specific outcomes that can be
assessed or measured. Over the past year, DFID has worked to develop gender-sensitive
budgeting initiatives that help to analyse public spending according to how benefits
will be shared between men and women and the impact of budgets on gender equality.

Gender budgets have now been introduced in India and Tanzania.

Another example of DFID’s efforts to strengthen gender analysis in all development
programmes is our recent work to support the government and the Women’s
Parliamentary Forum in Rwanda to integrate gender perspectives within the
constitutional process. Internally, we have reviewed staff training and produced in April

2002 a Gender Manual (48) to enhance our capacity to strengthen gender perspectives.

DFID has continued its commitment to stronger collaboration with multilateral
institutions to achieve human rights and gender equality goals. We have increased our
core annual support to UNIFEM (the UN’s Development Fund for Women) from
£150,000 in the mid—1990s to £3 million in 2002 to strengthen its work on promoting
gender issues and its contribution to achieving the Millennium Development Goals.
This partnership was reviewed in December 2002, concluding that UNIFEM has by

and large achieved its strategic and management objectives.

Tackling child poverty is a key part of our commitment to halve the proportion of
people living in absolute poverty by the year 2015. To measure progress against the

target we need to have accurate and comprehensive data about how children born

Trygve Bolstad/Panos Pictures

The drive for equality of opportunity, and a fair share for women of the benefits of
development, lies at the heart of DFID's international development strategy.
Women brickworkers' hands, Bangladesh.
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into poverty are affected by global and local forces, and domestic policies throughout

their lives. Box 3n gives details of one way DFID is addressing this.

Box 3.n - Supporting children's rights: the Young Lives project

Since 2001, DFID has been funding a research programme called Young Lives,
which will examine the lives of thousands of children born into poverty in the new
millennium. This focuses on children in four developing countries - Ethiopia, Peru,
Vietnam and India - following their lives from infancy to adulthood. The programme
has been designed to produce good quality long-term information about the
changing nature of the lives of poor children. We will use the data we gather to
examine how children and their families are affected by major policies.

The first surveys started in Spring 2002, and analysis of preliminary data has now
started. The process is being well documented through photography and film so
Young Lives can also serve to build research capacity in the future. Events over
the past year have included an awards ceremony in Peru for the best piece of
journalism on childhood poverty in the national media, a radio discussion panel in
Ethiopia on childhood poverty and the implications of the local poverty reduction
strategy, the public screening of the Young Lives video in Vietnam, the publication
of a series of thematic briefs for the general reader in India, and the development
of a radio documentary in the UK. Further information on this work can be found
at www.younglives.org.uk.

3.49 The UK is committed to securing core labour standards — freedom of association and the
effective recognition of the rights to collective bargaining, and the elimination of child
labour, forced labour, and discrimination in respect of employment or occupation. DFID
has continued our £15 million four-year partnership agreement with the International
Labour Organisation to support the realisation of these standards. And in February 2003
we issued, for consultation, a paper on Labour Standards and Poverty Reduction (50)
that aims to show how the realisation of workers’ rights — particularly core labour
standards — can contribute to global poverty reduction. The paper (Box 3.0) suggests
ways in which the global development community can help increase respect for core

labour standards without undermining the livelihood opportunities of poor workers.

Want to Know More...

About DFID’s support to combat child labour?

See DFID paper Liberating children — combating hidden and
harmful child labour (49)

Annex 6 has details of how to obtain this and other DFID publications
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Box 3.0 - Labour standards and poverty reduction - an agenda
for change

This consultation paper (50) argues that a positive agenda for promoting workers’

rights and labour standards can be built on the following elements:

Policy dialogue. New and powerful instruments of development cooperation,
such as budget support and poverty reduction strategy processes, offer
mechanisms to promote core labour standards.

Technical assistance and capacity building. Supporting developing countries
to set and monitor labour standards, and improving access to the justice
system will strengthen poor workers ability to claim their rights.

Alliances between workers in the formal sector and those not traditionally
protected by labour institutions. The labour movement needs to promote and
protect the rights of the most vulnerable workers - those in the informal
economy, home-workers, migrants.

Stronger international political and legal mechanisms to address states
that persistently abuse human rights. Instead of pursuing trade sanctions
through the WTO, the global community needs to support efforts in the UN
(including the International Labour Organisation) to strengthen the

international legal frameworks for addressing human rights violations.

A broader global coalition for poverty reduction. This will require the
international development community to give greater emphasis to workers'
rights, and the international labour movement to engage more actively with
the challenges of global poverty elimination.

Global migration and asylum-seeking

The movement of people to escape poverty, human rights abuse and conflict, and to

better their lives has hit the headlines in many contexts during the past year, but it is

not a recent phenomenon. Historically, migration has been a way for populations to

escape poverty or persecution, and many millions of people around the world rely on

remittances from abroad. DFID is strengthening its engagement with this important

issue in order to address its impact and consequences for the elimination of poverty.

In December 2002, DFID established a Development Research Centre to explore the

impact of migration on poverty, led by the University of Sussex and including four

institutes in developing countries. Over the next five years its research will inform

policy recommendations.
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Developing knowledge and using research

3.51 DFID tries to ensure that we are continually learning. We use research and knowledge-
generation to inform our work. In addition to our partnerships with developing
countries and other development agencies in the international system, we commission
research worth an estimated £100 million annually (see Box 3.k for examples).
To improve the coherence and impact of our work, we have undertaken over the past

year a major review of our research policy (Box 3.p).

Box 3.p - DFID's research policy: how can we use this more
effectively to contribute to poverty reduction?

In December 2002, an independent review of DFID's research recommended ways
in which research funded by DFID could be made more relevant to the needs of
the poor and have a greater impact on the ground. Recommendations included:

m Giving the intended users of the research a greater say in its planning;

m Doing more to strengthen the capacity of developing countries to acquire, use
and generate knowledge;

m Continuing to increase the uptake of our research results by the poor;

m Obtaining the most effective research expertise, whether it be from the UK or
elsewhere and ensuring that DFID-funded research forms part of the collective
international effort to remove constraints and create opportunities to reduce

poverty; and

m Ensuring that DFID-funded research is fully integrated into the work of the
Department.

The report also recommended that DFID should produce a single research
strategy designed to help achieve these aims and a single central research group
to implement the strategy. This is now being taken forward as part of an overall

reorganisation of DFID’s Policy Division (see Chapter 6).
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Moving towards the Millennium
Development Goals

We confront a world divided between rich and poor as never before in human history. Around one

sixth of humanity has achieved levels of well-being that were impossible to contemplate even a

few decades back. At the same time, another one sixth of humanity struggles for daily survival, in

a life-and-death battle against disease, hunger and environmental catastrophe. In between are

around four billion people in developing countries who no longer live right on the cliff-edge of

disaster, but who remain very far from the security, capabilities and material well-being enjoyed

by the peoples of the developed world.

UN Secretary-General's Report on the Implementation of the United Nations Millennium Declaration, October 2002
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4.1

The United Nations Secretary-General has overall responsibility for monitoring and
reporting global progress against the Millennium Development Goals. He presented the
first annual progress report to the UN General Assembly in September 2002 (available

at www.un.org/millenniumgoals). Key conclusions of the report are set out in Box 4.a.

Box 4.a - Progress against the Millennium Development Goals
(MDGs). Key conclusions from the UN Secretary-General's first
annual global progress report, September 2002

Prospects for meeting the MDGs are mixed. For the developing world as a whole,
progress in reducing extreme poverty indicates that the target of halving the
poverty rate by 2015 is likely to be met. This is largely due to significant progress
in Asia and in particular in China. All other regions are currently falling short of the
target and in sub-Saharan Africa the poverty rate hardly changed in the 1990s.

Almost all regions have made some progress towards achieving universal primary
education but the rates of improvement are too slow in many countries to meet
this goal. In addition, gender inequalities at all levels of education continue to

hinder development.



Chapter 4 - Moving towards the Millennium Development Goals

Progress towards the target of reducing under-five mortality rates by two-thirds
between 1990 and 2015 has been extremely slow. While many countries have
made some progress, the current trend is only for a reduction of a quarter -
rather than the three-quarters set in the target. In Africa the change has been
barely perceptible and death rates remain extremely high, reflecting the
resurgence of malaria and the HIV/AIDS and tuberculosis pandemics. A similar
picture emerges for maternal mortality, with the two regions with the highest
rates, sub-Saharan Africa and South Central Asia, making insufficient progress to
meet the target.

With 12 years to go to the target date, virtually all parts of the world still have the
chance to meet the Goals. But these will only be reached if the right national and
international conditions are achieved. The international community needs to

redouble its efforts to ensure that progress is made across the world.

ACHIEVEMENTS IN 2002/03
Sub-Saharan Africa

Progress towards the Millennium Development Goals is slowest in sub-Saharan Africa
(see Box 4.b). The proportion of people living on less than $1 a day in the region has
remained at about 50% of its total population over the last decade, so the absolute
number is growing. Growth of at least 7% per year is needed to meet the income
poverty target, but average growth (3%) has barely kept pace with population increases.
Conflict, HIV/AIDS, weak governance, poor economic policies and insufficient

investment in health and education all hamper progress.
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Half the population of sub-Saharan Africa lives in extreme poverty. The region is
therefore a priority for DFID. Women preparing fields for the coming rain, Senegal.

I



Departmental Report 2003

Box 4.b - Progress towards some of the Millennium Development
Goals in sub-Saharan Africa

Proportion of people living on Under-5 mortality
less than $1 a day (%) (Rate per 1,000 live births)
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4.3 Nevertheless, significant progress is being made in a number of countries, for example
Mozambique, Tanzania, Uganda, Ghana and Rwanda. Several others are emerging from
conflict with the prospect of major development gains. Building on these successes
requires a coherent and coordinated approach from the international community to
provide sustained support for African efforts. The Group of Eight industrialised nations
(the “G8”) agreed in June 2002 a joint approach to supporting the New Partnership for
Africa’s Development (NEPAD) — a commitment by African leaders to take action

together to tackle development challenges (see Box 4.c).
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Box 4.c - NEPAD - the G8 response

The main result of the June 2002 Group of Eight industrialised nations (G8)
Summit in Canada was the Africa Action Plan, the Group's response to NEPAD. The
Plan includes commitments on: promoting peace and security in Africa; spending
half the additional aid promised at Monterrey on Africa; providing up to $1 billion
extra funding for debt relief; supporting countries with credible plans to achieve
universal primary education; undertaking further work on access to affordable
medicines and providing the resources to eliminate polio by 2005. Further details
of the Action Plan can be found in a DFID Background Briefing (22) - See Annex 6.

In his statement to the Commons after the Summit, the Prime Minister undertook
that the UK would contribute its share of the additional resources required to
implement the Plan and said, “we expect UK bilateral spending on Africa to rise
from around £650 million a year now to £1 billion by 2006".

For the better performing countries, DFID’s assistance has been — and will continue to
be — in support of nationally-owned poverty reduction strategies (see Box 4.d), with an
increasing proportion of assistance provided directly through national budgets (see
Chapter 5). Where conditions allow, DFID has provided predictable budget support

jointly with other donors (see Box 2.j for an example of this in Mozambique).

Poorer performers, and those in conflict, have not been neglected but the scale and
nature of the engagement has been different. In these countries we have placed a
greater emphasis on humanitarian assistance, dialogue and capacity building to create

an environment where financial resources can be used more effectively in the future.

Box 4.d - DFID support to poverty reduction strategies in Africa

Support for poverty reduction strategies (PRS) has been the keystone of our
activities in sub-Saharan Africa over the past year - and will continue to quide our
work. Chapter 2 gives further details of how we have been influential in securing

international commitment to this approach.

DFID and World Bank Africa staff met in January 2003 and agreed to collaborate
more closely on a range of issues including the development of our respective
country assistance plans to support PRS. A programme of action has been drawn

up against which progress will be reviewed.

At the country level DFID has focused on those areas that are critical for the
successful operation of the PRS framework, including:

Development of PRS review cycles that serve the needs of government,

citizens and donors;

Development of reliable PRS monitoring systems that serve to build national

accountability of government to citizens;
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Support to national efforts to undertake Poverty and Social Impact Analysis
(see Chapter 2);

Adoption of systems of simple indicators for monitoring progress in donor
alignment behind the national PRS;

Strengthening the Medium Term Expenditure Framework process in-country
and developing fiscal frameworks to assess financing requirements that are
based on the PRS; and

Strengthening citizen engagement in national policy processes associated with
the PRS, with special focus on the budget process.

At the regional level, we will continue to share good practice on PRS and to
encourage other donors to align behind them. We will build support for PRS in the
international system, for example in the DAC Working Party on Aid Effectiveness,
and the Strategic Partnership with Africa.

We have continued to work through regional and international fora, in particular the
Strategic Partnership with Africa (SPA), to encourage donors to align their support
more directly behind country-led poverty reduction strategies and to make themselves
more accountable to partners. With EC and African counterparts, DFID led SPA
missions to Ethiopia, Rwanda and Senegal in 2002/03 to help identify concrete steps
to improve donor practice. DFID has been successful in focusing the future work
programme of the SPA on practical issues of how to align donor support behind
national poverty reduction strategies and on monitoring the quality and volume of aid

flows to Africa.

Under the 2002 Spending Review in July (see Chapter 5), the UK committed to
provide £1 billion of development assistance to Africa by 2005/06. This puts us in a
strong position to support poverty reduction through our programmes in the region.
However, whilst significant resource transfers are essential to supporting poverty

reduction in Africa, as great a challenge is to increase the region’s share in global trade

(see Box 4.e).



Box 4.e - DFID support to trade in Africa

Africa accounts for only 2% of world trade. It is still heavily dependent on the
production of primary commodities and faces declining terms of trade: average
export prices declined 23% between 1995 and 2000. At the same time,
agricultural subsidies in the developed world totalled $300 billion (£192 billion)
in 2001, almost equal to sub-Saharan Africa's GDP.

DFID's work on trade over the past year has focused on three areas:
Influencing Policy

Ensuring the G8 Africa Action Plan (see Box 4.c) referred explicitly to Africa’s
increased engagement in and benefits from trade.

Establishing a cross government group (the ‘cross-Whitehall Group on African
Trade’) to take forward G8 Action Plan commitments.

Trade-related capacity building

Supporting technical assistance programmes in Kenya, Uganda, Tanzania and
Malawi to build government, private sector and civil society capacity to engage
in international trade negotiations.

Reviews of trade programmes in Malawi and Ghana to share best practice.
Increasing understanding of how trade links to poverty

Production and dissemination of a review of the linkages between trade
liberalisation, poverty and livelihoods in Africa.

Increased engagement of DFID country staff with partner governments on
trade and poverty linkages.

Conflict affects more than one in five Africans, and reduces economic growth across
the continent by at least 2% per year. We need to reduce conflict to make a sustained
impact on poverty reduction. There has been progress: Sierra Leone and Angola are
now at peace, and Sudan and the Democratic Republic of Congo have ceasefires.

But a new civil war has erupted in Ivory Coast and there are simmering conflicts in
the Central African Republic and Burundi — demonstrating the challenges that need

to be overcome.

In addition to our work to strengthen the international community’s response to
conflicts around the world (see Chapter 2), DFID works jointly with the Foreign
Office and the Ministry of Defence to increase the UK’s ability to play a effective role
in conflict prevention and resolution in Africa. This joined-up approach by the UK
ensured conflict received a high priority in the G8’s new Africa Action Plan (Box 4.c),
for which the UK drafted the peace and security components. UK bilateral

coordination with G8, European and African partners has also improved, creating
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focused international support for specific initiatives such as the Kofi Annan Peace
Support Training Centre — a West African regional peacekeeping training centre

of excellence.

Support for democratic elections in Sierra Leone in May 2002 helped to consolidate
peace. The UK military presence was scaled back in July and disarmament and
demobilisation has been completed. DFID-supported reintegration of ex-combatants
into civil society is due to be completed by the end of 2003. In the short term we will
support the key processes of decentralisation, reform of the armed forces and
strengthening of the police, access to justice and capacity building for service delivery.
Our longer-term assistance will be governed by the recently concluded Memorandum
of Understanding (see Box 2.n) and through the development of a full poverty
reduction strategy. This will be an important indication of Sierra Leone’s transition
from post conflict reconstruction to long-term commitment to growth and poverty

reduction in what is currently the poorest country in the world.

In November 2002, a limited but important cessation of hostilities between the
Government of Sudan and the Sudan People’s Liberation Movement was agreed.
There is now a realistic possibility of a comprehensive peace agreement in 2003.

A joint DFID-Foreign Office team works as part of a group of international observers
to keep the parties on track for peace. DFID has committed over £10 million to
humanitarian and peace building work in Sudan in 2002/03. We are now planning,
with others in the international community, for the hard work of rehabilitation and

reconstruction when there is peace.



UK support for a World Bank Multi-Donor Trust Fund in 2002/03 helped to secure
peace in the Great Lakes region, where the former Secretary of State played a leading
personal role. This included, at the Lancaster House summit in London in November
2002, reducing tensions between Rwanda and Uganda by mediating between them and

urging progress on confidence-building measures.

In Rwanda, where the 1994 genocide prompted the collapse of the state and the
economy, DFID is working to help rebuild state institutions and support economic and
social development. DFID successfully mediated negotiations on a new IMF loan in
2002/03. Non-agreement would have resulted in significant cuts in public spending on
health and education, and risked macro-economic instability and social disruption.
We have provided support to the Government to establish a Medium Term
Expenditure Framework, which will increase the effectiveness of the Government’s
budgetary process. We also agreed to help manage an additional £2.3 million of

budgetary support for education offered by the Government of Sweden.

DFID was active with others throughout 2002/03 in pushing for a settlement to the
long-running conflict in the Democratic Republic of Congo. International efforts
helped achieve significant progress. The Pretoria Agreement between the DR Congo
and Rwandan governments in July 2002 led to the withdrawal of Rwandan forces from
the country. This was followed, in December, by agreement on an inclusive DR Congo
transitional government. DFID has committed itself to establishing a significant
development programme in the DR Congo to support the transitional Government in

the major task of national reconstruction and reconciliation.

Uganda has achieved significant success in reducing poverty. The proportion of its
population living in poverty fell from 56% in 1992 to 35% in 2000, primary school
enrolment doubled between 1996 and 1998 and the incidence of HIV/AIDS fell from
14% in 1995 to 7% in 2000. Donor support has helped the country to make further
progress over the past year. In the health sector, for example, there has been an increase
in the flow of funds to districts. This has improved drug supply and led to an expansion
in outpatient attendance (up 40% between July 2001 and June 2002) and
immunisation coverage (from 48% to 63% by June 2002). Nevertheless, there remain
significant challenges, not least those posed by continued internal conflict. DFID
remains committed to providing budget support (see Chapter 5) and to focusing on
successful implementation of the Government’s Poverty Eradication Action Plan.
Areas for focus include health, public sector reform, private sector development,

decentralisation and conflict prevention.
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After the successful election in Kenya in December 2002, the new Government has
committed itself to tackling corruption, reviving the economy and improving public
services including immediate free and compulsory universal primary education. DFID
will enhance its partnership with Kenya and work to support the new government to
implement its commitment to reform. In doing so we will build on our existing support
in key areas including local government reform, a strengthened and more transparent
financial management system, support to tackle HIV/AIDS and malaria, primary school

book provision and private sector development.

The current humanitarian situation in Ethiopia is a matter of deep concern, and
prospects for the coming year are potentially very serious. In December 2002, a joint
Government-UN appeal identified 11.3 million people as needing more than 1.4
million metric tonnes of food assistance and placed a further 3 million under close
monitoring. Such massive need has resulted from the impact of widespread drought

on a highly vulnerable population with little capacity to cope with shocks.

DFID has provided £32.3 million bilaterally for humanitarian assistance to Ethiopia in
2002/03 and has also funded nearly 20% of EC support. In October 2002, the European
Commission made available £15 million for 97,000 tonnes of food aid. The European
Commission Humanitarian Aid Office committed £1.7 million of humanitarian
support for the country earlier in the year and has a further £2.8 million programme

of humanitarian support under preparation.

There is a strong case for building a longer-term development partnership with
Ethiopia, based on the scale of poverty and the evidence that a fruitful partnership

can be established. In July 2002, the Government of Ethiopia produced a Sustainable
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Development and Poverty Reduction Programme. To support this, DFID agreed a
10-year Memorandum of Understanding with the Government in January 2003

(see Chapter 2) and published a Country Assistance Plan in March 2003 (8), following
identification with the Government of three focal areas: food security (including rural

transportation); education; and HIV/AIDS.

Tanzania remains one of the poorest nations in the world with one third of its

37 million population living in abject poverty. Because of the large number of poor
people and the government’s commitment to poverty reduction, DFID’s programme
of support to Tanzania is set to become our largest in the region (increasing from
£65 million in 2001/02 to a planned £80 million in 2003/04). We agreed a

£135 million three year programme of budget support with the Government of
Tanzania in September 2002, linked to satisfactory implementation of the
Government’s poverty reduction strategy, and we are currently negotiating a six year

Memorandum of Understanding (see Chapter 2) to consolidate this support.

DFID has provided technical and financial support to the development of Tanzania’s
innovative poverty monitoring system over the past year. We have provided practical
support for the government’s policy to remove primary school fees — net primary school
enrolment rose from 65% in 2001 to 99% in 2002. And we have supported the national
strategy to combat malaria, which is on track to increase the proportion of under-5s
sleeping under a bed net from 23% in 1999 to 80% by 2007. Insecticide treatment of

nets is targeted to increase from less than 10% to 70% over the same period.

Drought, combined with bad government and conflict, has created desperate food
shortages affecting 14 million people in Malawi, Zambia, Zimbabwe, Mozambique,
Swaziland, Lesotho, and Angola. The AIDS pandemic makes the situation uniquely
threatening: in a region where up to one in three adults are affected by the virus,
people’s ability to deal with food shortage is very weak and the risk of large scale loss

of life is great. DFID’s response is set out in Box 4.f.

Box 4.f - Response to the food shortages in Southern Africa

In October 2002, DFID set up a Southern African Humanitarian Crisis Unit in
Johannesburg to work more effectively with the regional offices of the UN,
Red Cross, NGOs and donors in South Africa.

In Mozambique, DFID has continued to support institutional reform of the Ministry
of Agriculture and Rural Development. As a result, the Ministry moved early to
mitigate the effects of the regional drought, distributing drought resistant seeds
and planting materials to over 50,000 families in partnership with NGOs.
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In Zambia, DFID was the first to pledge support to World Food Programme operations,
and is supporting NGO and government relief and recovery initiatives. The Zambian
Government's rejection of genetically modified food relief complicated these efforts.

In Malawi, we have helped establish the National Task Force on Food Security,
which brings together government, donors, civil society and private sector to deal
with the crisis. In addition, support through the National Safety Nets Strategy

bolstered both winter and summer crop production for up to 2 million farmers.

The regional Vulnerability Assessment Committee estimates that at its peak, half
the population in Zimbabwe needed humanitarian assistance (6.7 million people).
This is largely caused by gross mismanagement. Vulnerability is heightened by the
high rates of HIV infection (35% of adults in 2000) and limited ability of public
systems to cope. DFID committed £33.3 million in 2002/03 to Zimbabwe, of which
£7 million was provided to the World Food Programme and £19 million directly
through NGOs to feed 1.5 million people, mostly children. DFID also helped
strengthen the World Health Organization'’s ability to respond to disease
outbreaks such as cholera. We are also looking beyond relief to development with
a £5 million programme to support agricultural recovery in communal areas.

See DFID’s Background Briefing (22) for further details of our support to the food
crisis in Southern Africa.

The countries of Southern Africa have achieved significant success in expanding
delivery of basic services such as education and water. DFID’s strategy for the region,
published in October 2002 (12), outlines a new approach both to our work on regional
issues in Southern Africa and to our programmes in Botswana, Lesotho, Namibia,
South Africa and Swaziland. We will over time reduce our support for expanding access
to basic services and work increasingly on continental and regional issues affecting
poverty in Southern Africa (such as conflict and trade), on promoting growth and

employment, and on combating HIV/AIDS.

Over the past year, we have provided support to the New Partnership for Africa’s
Development (NEPAD (16)) Secretariat based in South Africa, and have joined with
other donors in offering support for the restructuring of the Southern African
Development Community. In Lesotho, the only low income country in the South
Affrica sub-region, we have continued to work closely with others in supporting the
development of the poverty reduction strategy. We plan to provide significant financial

support for this strategy in due course.

The food crisis has been a dominant issue in Zambia, overshadowing modest progress
elsewhere. DFID has provided support through the World Food Programme. However,
Zambia is the only country in Southern Africa that has refused to accept grain
containing genetically modified material. This has made it considerably more difficult

for the World Food Programme to meet emergency needs in the country.
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4.26 The Government of Zambia published its poverty reduction strategy in May 2002,
following successful lobbying by DFID to encourage civil society participation. Since
then, DFID has provided support to develop joint donor monitoring systems and to
improve donor coordination around implementation. Other focus areas over the past
year have been supporting the government’s anti-corruption programme, mitigating the
effects of the copper-crisis and stepping up support for health (including a £20 million
HIV/AIDS programme) and education.

4.27 Mozambique is one of the poorest and most aid-dependent countries in the world.
In 1999, 7 out of 10 Mozambiquans were living on less than $1 a day. HIV/AIDS and
growing crime and corruption compound the development challenge. Yet there are
reasons to be optimistic, including a decade of peace, a developing democratic system,
8% average annual economic growth over the past ten years and early qualification for
debt relief. DFID has increased its support to Mozambique from £21 million in 1999/00
to a planned £35 million in 2003/04 focusing on the national poverty reduction
strategy. We have played a lead role in a joint donor programme of budget support
(see Box 2.j) and continue to support major health, transport and livelihoods

programmes as part of the reconstruction of the country following the floods of 2000.

4.28 Poverty in Malawi is amongst the worst in Africa. The country suffers from poor policy
management and weak service delivery; and the government has been slow to respond
to the needs of its citizens. DFID’s support has been based around implementation of
Malawi’s poverty reduction strategy, which was agreed in April 2002. We have
supported the development of the Government’s Medium Term Expenditure
Framework, which will improve the productivity of public expenditure. Other support
has focused on trade, governance and livelihoods, including programmes to support
land reform and helping government to maximise benefits from commercial forestry

plantations.

Future Harvest

DFID supports the international community’s efforts to increase food security in Africa.
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The economic and political situation in Zimbabwe has continued to deteriorate. GDP
has fallen by around 25% over the last three years, and the government shows little
sign of reversing its gross misgovernment and destructive economic policies. DFID has
provided, and will continue to provide, significant levels of humanitarian support

(see Box 4.f above). We have maintained our ongoing HIV/AIDS programme, which
has ensured that vulnerable people have continued access to contraception and to

programmes of care and impact mitigation.

Progress to tackle poverty in Nigeria is essential if Africa is to meet the Millennium
Development Goals. However, 70% of the 130 million people in this oil rich country
are desperately poor. Progress has been disappointing since the return to democracy and
there has been minimal commitment to poverty reduction. Progress following elections
in April 2003 will be critical. DFID has supported the political process, working both
with the independent electoral commission and civil society. Other areas of focus have
included justice, water and sanitation, privatisation and health, where DFID and
USALID are co-financing one of the largest HIV and reproductive health initiatives in
Africa (collectively at least £93 million over 7 years). The programme is supplying over

80% of the condoms and contraceptives used in the country.

Ghana has experienced one of the fastest rates of poverty reduction in Africa. Income
poverty declined from over 50% in 1991/92 to just under 40% in 1998/99 and in the
same period the proportion living in extreme poverty fell from over a third to just over
a quarter. To build on this success DFID will centre its support on implementation of
the Ghana Poverty Reduction Strategy, agreed in April 2002. We expect to move an
increasing proportion of our resources into multi-donor budget support. Over the past
year we have worked to help the Government translate its Strategy into budget plans
and to develop monitoring systems. Other focus areas have been private sector
development, access to justice, livelihoods, health and education. DFID opened a

country office in Ghana in July 2002.



Chapter 4 - Moving towards the Millennium Development Goals

Asia

4.32  Two-thirds of the world’s poor live in Asia. Although great strides have been made
(see boxes 4.g and 4.h), continued progress to reduce poverty across the region is
needed if the Millennium Development Goals are to be met. Regional as well as
national solutions are necessary. Working bilaterally and through multilateral channels,
DFID uses a range of aid instruments and approaches in support of nationally-owned

poverty reduction strategies where these exist, or their equivalents at sub-national level.

Box 4.9 - Progress towards some of the Millennium Development
Goals in South Asia
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Box 4.h - Progress towards some of the Millennium Development
Goals in East Asia
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4.33 Non-income barriers to poverty reduction, such as exclusion based on caste, gender and
ethnic minority status, seriously impede development in Asia, as do governments that
are not committed to reducing poverty. Conflict and HIV/AIDS compound the
problem. To increase success in Asia we must identify, understand and support people
and processes that can bring about change, tackle social exclusion, and link high-level

policies to improving the livelihoods of the poor.

4.34  Our success in contributing to poverty reduction in Asia will depend on the impact
we have on the policies and activities of partner governments and other bilateral and
multilateral agencies. In 2002/03, for example, we have worked to help the Asian

Development Bank deliver poverty reduction (Box 4.i).
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Box 4.i - Asian Development Bank Poverty Reduction Fund

The Poverty Reduction Co-operation Fund was established in mid-2002 to support
the Asian Development Bank (AsDB) in its stated objective of poverty reduction in
Asia. DFID has financed it to a value of £40 million over three years. The Fund
offers Bank staff the chance to innovate and develop new ways of working that
directly affect existing or planned loans and technical assistance to make them
more poverty-focused. Approved projects include initiatives to strengthen the
AsDB's country offices through the employment of poverty reduction experts, to
strengthen ways of working and methodologies (such as through developing a
Social Development Index) and to improve access of the poor to the benefits of
AsDB interventions such as road construction and power sector infrastructure.
Some small pilot projects have also been agreed, such as an HIV/AIDS education
and prevention project to accompany a major road construction project in
southern China.

Since September 11 2001, we have contributed over £110 million to support the
reconstruction of Afghanistan. This was initially provided through multilateral
agencies (such as UN agencies, the Red Cross and NGOs) to address immediate
humanitarian needs and refugee assistance, especially for the most vulnerable groups
such as the elderly, women and children. We also provided £4.8 million specifically for
de-mining activities. Since June 2002, we have provided funds direct to the new
Transitional Administration through the Afghanistan Reconstruction Trust Fund, and
£12 million to help to clear Afghanistan’s historical arrears to the International
Development Banks, releasing up to $1billion (£628 million) in highly concessional

loans to support development over the next two and a half years.

Significant progress was made in Afghanistan in 2002/03. Three million children
returned to school and a further one and a half million are expected to start the new
school year in 2003. Nine million children have been vaccinated against measles,
preventing an estimated 30,000 deaths. Polio has almost been eradicated. At the same
time, the Transitional Administration has made progress in rebuilding the central
financial functions of government, collecting $80 million (£50 million) in customs
revenues, introducing a new currency and starting to establish a formal payments
system and payroll. It has also set out a broad National Development Framework for

Afghanistan to help to co-ordinate donor efforts.

85



Departmental Report 2003

86

4.37

4.38

4.39

DFID supports the reconstruction of Afghanistan. Refugees return and earn money
by making stoves.

Lack of security remains a major obstacle to Afghanistan’s development. DFID has
worked closely with the UK military, the Ministry of Defence and the Foreign Office
to support comprehensive reform of the security sector (including £18 million of
financial support). DFID support included the secondment of an adviser to the UN
and the Afghan Defence Ministry to support the disarmament, demobilisation and
reintegration of ex-combatants. DFID also intends to second an adviser to any UK-led
joint civil-military Provincial Reconstruction Teams which aim to extend the

international security presence in Afghanistan beyond Kabul.

In the past year, the security situation in Nepal has deteriorated, exacerbating poverty
and social unrest. With other UK government departments, DFID has encouraged
international support for an integrated conflict resolution strategy for Nepal, covering
reform and development, political action, and a security campaign conducted with
strict attention to human rights. The development aspects of this strategy have
achieved some progress, with immediate actions prioritising development expenditures,
transferring the management of schools and health posts to communities, and putting
in place measures to combat corruption. Next year, this work will be expanded to

include specific actions to address issues of social, economic and political exclusion.

The impact of conflict continues to ravage the country, however. DFID will continue
to adapt its programme to the conflict situation, working strategically with other
government departments and development partners and seeking opportunities to bring

rapid benefits to affected communities and to address the underlying causes.
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Talks between the government and the Liberation Tigers of Tamil Eelam (the armed
Tamil separatist movement) have made real progress towards peace in Sri Lanka.
As part of the international community’s support for peace and development in Sri
Lanka, DFID has increased its development assistance (subject to continual
engagement in formal peace talks by both sides) in order to help poor people in

conflict-affected areas to rebuild their lives and to re-establish essential services.

DFID’s largest country programme (around £180 million) is in India, where 4 in 10 of
the country’s population of over 1 billion are classified as poor. Despite high levels of
poverty, continued economic growth and a stronger pro-poor policy environment are
expected to result in the income-poverty Millennium Development Goal being met.
However, progress towards the achievement of the other Goals, notably maternal and

child mortality, is less certain.

DFID has continued to develop partnerships at both the national level and with four
states. At the national level, we are supporting the expansion of interventions to
prevent HIV/AIDS, as well as reproductive and child health programmes. At state-level,
DFID has provided technical assistance in all partner states to help develop health
sector strategies to strengthen service provision. We are also increasing civil society’s

ability to tackle key poverty constraints in some of the poorest districts in India.

Poor Indians depend upon state governments to provide basic services and access to
local markets. DFID is developing partnerships in states where the high levels of

poverty and pro-poor policies provide the best opportunities for effective assistance.

In Andhra Pradesh, we have been supporting the modernising Government with a
programme to improve access to financial services for poor people, and also working

with the International Labour Organisation to eradicate the problem of child labour.

In Orissa, where reformers are striving to break free of fiscal and governance
constraints, we have been supporting the state government’s wide-ranging efforts

to raise standards in those areas.

We are supporting the Government of Madhya Pradesh’s radical, decentralised
governance reforms with assistance for rural livelihoods, a state-wide district health

programme, and power and public enterprise reform.

And in West Bengal, where decentralisation has a long history, we are supporting
public enterprise reform, and have begun a programme to help strengthen the ability
of a range of Government departments to take into account the social and economic

needs of scheduled castes and tribal groups when setting their policies.
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Pakistan continues to face huge challenges in tackling poverty and inequality. DFID
has supported the Government of Pakistan in developing the monitoring framework for
its poverty reduction strategy. This is essential to show how the benefits of adjustment
and reform policies result in poverty reduction, especially through improvements in
health and education indicators. One important achievement over the past year has
been DFID support for a government evaluation of the work of 70,000 ‘Lady Health
Workers’, who provide healthcare and advice (including on family planning) at the
doorstep in rural and poor urban areas. This has led to improved healthcare resources

for poor women and their families.

Bangladesh has made steady progress in reducing poverty over the last 15 years.
Income poverty has fallen by about 1% per annum and most human development
indicators such as life expectancy, maternal and child mortality and school enrolment
have significantly improved. The country should achieve many of the Millennium

Development Goal targets by 2015.

Nevertheless, Bangladesh continues to be a difficult environment for effective
development partnerships. Our approach is set out in Box 4.j. Efforts to reach the
poorest communities have been strengthened over the past year by the start of a major
programme with Bangladesh’s biggest NGO, BRAC, helping to establish income-
generating activities and to enhance the skills of very poor people, especially women.
We have also supported the innovative design of a major new programme to work in
the Chors, the unstable sand islands in the rivers that are home to some of the most

vulnerable families.

DFID support in Bangladesh helps establish income generating activities for the
poorest. Woman breeding tilapia.

DFID Bangladesh



Box 4.j - Working in difficult policy environments: Bangladesh

In June 2002, DFID completed a major new study entitled “Supporting the Drivers of
Pro Poor Change” (79). It has been influential in helping us and other donors think
through ways of providing more effective development assistance. The report
emphasised the importance of good governance and long-term commitments for
development partners and the need for new ways of supporting ‘agents for change’
in Bangladesh, be they government, civil society or private sector.

The report also stressed that only citizens of Bangladesh themselves can ensure
positive development, including substantial poverty reduction, economic growth and
improved conditions for all its citizens. Donors can provide assistance to that process
through support to drivers for changes within most sectors and spheres of society.

In the past year, we have agreed a £10 million programme for HIV/AIDS prevention

in Burma, to be provided over 3 years from 2002/03. This is in recognition of the grave threat
that HIV/AIDS poses to development in that country. Not only will the programme prevent
many new HIV infections amongst high risk groups, it will ensure a more coherent donor
response, by establishing a common framework for support. DFID does not work directly with

the Government of Burma because of its lack of accountability and transparency.

Since reform began in 1978, China has made impressive progress in reducing poverty.

In 1978, 80% of the population lived on less than $1 a day, while in 1999 the figure stood at
17%. The illiteracy rate has fallen from 33% of the population to 17% over the same period.
Despite this progress, over 200 million people still live on less than $1 a day. The regressive
system of fiscal transfers between localities has redistributed funds in favour of richer areas

and exacerbated regional disparities, leading to increased inequality and vulnerability.

DFID has agreed a multi-year programme of activities with the World Bank and the Ministry
of Finance as part of our effort to deepen our partnership for poverty reduction with the
Government of China. This should increase our impact in China and achieve greater value
for money, as grant funds from DFID are mixed with World Bank loans encouraging a
sharper focus on poverty reduction. In the last year we have approved a tuberculosis control
programme and have continued to develop basic education and integrated rural poverty
interventions. Aside from the partnership, support to mitigate the social impact of the
economic reform programme through the restructuring of state-owned enterprises will

continue to be a focus, together with further action to combat the spread of HIV/AIDS.

China has recognised that it could have 1 million HIV infections and that more needs
to be done, urgently, to strengthen its response to HIV/AIDS. Working with the
Government and multilateral partners, we will focus over the next year on increasing
the capacity of national, provincial and local authorities to design and implement good
quality and accessible interventions to support this. Following the SARS outbreak

DFID has been in contact with the Chinese government to help tackle the crisis.
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Cambodia enjoyed a third year of relative peace and stability — the longest such period
since the 1960s. After so many years of conflict and instability, weak government capacity
continues to constrain pro-poor development. Finding solutions is a long-term process.
DFID worked with other donors to support the inaugural commune council elections in
2002. Many of Cambodia’s rural communes can now begin to meet needs that central
government has neglected for decades. DFID is also working with others to support
implementation of a broad health sector strategy. At the same time, a joint DFID/USAID
programme to reduce HIV transmission, particularly in the commercial sex industry, has
helped HIV-prevalence fall to 2.6% in 2002, compared with 3.5% 4 years ago.

Vietnam has an impressive track record of economic growth and poverty reduction.
Between 1990 and 1997 GDP grew at an average of 8% per annum before falling to
around 4.5% during the Asia economic crisis. It has since rebounded to 6% in 2001.
Poverty fell from 58% of the population in 1993 to around 37% in 1998. Nevertheless,
about 25 million people remain poor and the vulnerability of the ‘near poor’ and growing
inequality are significant issues. In May 2002, the Vietnamese Prime Minister approved
the Comprehensive Poverty Reduction and Growth Strategy — effectively the first
national poverty reduction strategy in Asia. DFID’s focus over the past year has been on
supporting development of this strategy and joining up donor work to reduce the
transaction costs of aid delivery. We supported preparation of Vietnam-specific versions
of the Millennium Development Goals for incorporation in the Strategy. Work on a new

DFID Country Assistance Plan for Vietnam in line with the strategy is also underway.

In 2002/03, DFID helped the Pacific Forum Secretariat, the key regional political body
in the Pacific, take account of social and gender issues in its policy advice to Pacific
Island countries and other regional organisations. This has helped to increase the

participation and inclusion of civil society in discussions at ministerial and official

DFID is working with other donors to ensure peace leads to development in
Cambodia. Rice farmers irrigating fields by hand.

H. Davies/Exile Images
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levels on a range of issues affecting the region including HIV/AIDS, disability and

education. In 2002, Forum leaders discussed social policy issues for the first time.

Eastern Europe and Central Asia

4.54  Opverall progress towards the Millennium Development Goals is being made in this
region (Box 4.k), but the percentage of the population living on less than $1 per day
actually increased during the 1990s — to 5% in 1999. At the same time, the number of
people living on $2 per day also increased to 20% in 1999. Poverty levels are diverse,
ranging from Slovenia (with no absolute poverty) to Tajikistan, where about 70% of
people live in poverty. There is also significant inequality: Armenia is one of the most
unequal countries in the world. To compound this, Eastern Europe is experiencing the
fastest growing HIV/AIDS epidemic in the world, increased by high levels of sexually

transmitted infections and injecting drug use among young people.

Box 4.k - Progress towards some of the Millennium Development
Goals in Eastern Europe and Central Asia.
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DFID has focused on working closely with the World Bank, the European Bank for
Reconstruction and Development and the European Commission in Eastern Europe
and Central Asia. Our aim has been to complement and strengthen the impact of these
agencies’ programmes, for example by pushing for an increase in the proportion of EU

TACIS programme resources spent in low income countries (only 53% in 2001).

Over the past year, DFID has supported the preparation of national poverty reduction
strategies in Armenia, Georgia, Kyrgyz Republic and Moldova (see Box 4.1 for lessons
we have learned from supporting these strategies in the region). We have worked with
others to support the adoption by national governments of pro-poor policies and have

also supported active civil society participation in the policy process.

In Russia, DFID signed a memorandum of understanding in March 2002 with the World
Bank as the basis of our co-operation to support the Federal Government’s reform plans.
The memorandum sets out the scope of our collaboration and establishes a mechanism
for DFID to finance World Bank initiatives. Through our co-operation we have
successfully promoted a co-ordinated response by international donors to the
Government’s Civil Service Reform programme. Our key challenges are to help maintain
the momentum for reform in Russia and generate this in Ukraine, where we have been
supporting a number of pro-poor policy initiatives, including economic regeneration and
mitigation of the social impacts of this in the Donbass region. We will devolve our Russia

and Ukraine programmes from London to country offices later in 2003.

Box 4.1 - Supporting poverty reduction strategies: some lessons
from Central Asia.

In Georgia, the development of the poverty reduction strategy (PRS) was
improved by early and consistent donor coordination. In cooperation with a ‘donor
framework group’, DFID provided technical assistance to support the process of
consultation with civil society groups. The final Economic Development and
Poverty Reduction Strategy for Georgia is a major improvement on the first draft.

In Kyrgyzstan, the contribution of civil society is more questionable because of
poorer donor coordination and DFID's much later contribution to development of
the PRS. The differences between the processes in Georgia and Kyrgyzstan are
partly due to differences in donor collaboration and partly due to differences in
the socio-political context. Where Georgia enjoys a lively and politicised civil
society, the politicisation of civil society in Kyrgyzstan is to some extent hampered

by more firmly clan-based interest groups.
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What lessons have we learned?

m Well-coordinated, timely and appropriate donor interventions are critical.
One of the principal areas for technical assistance may be to enable recipient

governments to co-ordinate donor activity to ensure this.

m It is important to help governments, especially in low income countries to build
capacity for policy making that is evidence-based, costed and prioritised,
including the ability to consult widely and effectively.

m Early investments in the technical capacity of Ministries to define where donor
inputs can best be used are critical.

4.58 In the Balkans, 2002/03 has seen further economic and social progress with a generally
more stable security situation and democratic elections. But major challenges remain:
to reduce employment, to promote the private sector, to build effective governments
and institutions and to tackle organised crime and corruption. Over the past year, DFID
has supported poverty reduction strategy processes in Bosnia, the Federal Republic of

Yugoslavia, Macedonia and Albania.

Andrew Testa/Panos Pictures

DFID is supporting governments' own plans to reduce poverty in the Balkans.
Immunisation clinic, Kosovo.
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Middle East and North Africa

Box 4.m - Progress towards some of the Millennium Development
Goals in Middle East and North Africa

50+

404

30 1

20

10 4

0

Proportion of people living on
less than $1 a day (%)

L —m—

1990 2000 2015

100 -
90 +

70
60 -
50
40 4

Target

Primary school completion rate
(%)

801/

1990 2000 2015

= Progress to date

Target

Source: World Bank

180

150

120 4

90

60 +

30

0

Under-5 mortality
(Rate per 1,000 live births)

1990 2000 2015

100+

Target

Births attended by skilled
health personnel (%)

2015 Target

1990-95 1996-01

- Rate of progress needed to meet targets

4.59 There has been continued progress against the Millennium Development Goals in

the mostly middle income countries of this region over the past year (Box 4.m).

The proportion of the population living on less than $1 a day in the Middle East and

North Africa remained at 2% during the 1990s and the health and education indicators

have improved.



However, the political situation in the Middle East has deteriorated further over the past
year, which threatens this progress. We work with the international community to ensure
effective support during the deepening crisis. In Palestine we have worked closely with
international and Palestinian partners, notably in the area of civil service reform. The
economic and humanitarian impacts of the ongoing conflict have led us to refocus our
programme in order to respond to immediate humanitarian needs. Supporting the
Palestinian Authority’s institutional development continues to be a priority, as does our

support to Palestinian refugees through UN Relief and Works Agency.

Until conflict started in Iraq, we were working mainly with NGOs in both northern
and central/southern Iraq to find ways of enhancing our support for the humanitarian
objectives of the UN Qil For Food Programme. Following the outbreak of war in Iraq,
we rapidly scaled up our humanitarian efforts. Total DFID funds earmarked for
humanitarian work as at 31 March 2003 were £210 million. Of this, DFID has
committed £115 million to support immediate work by humanitarian agencies,

principally the UN and Red Cross/ Crescent movement.

The UN Security Council voted unanimously on 28 March 2003 for a Resolution to
give greater responsibility for the Oil For Food Programme to the UN for an initial
period of 45 days. The rapid reinstatement of Qil For Food will be crucial for the

16 million Iragis who are dependent on it. The UK is actively involved in planning for
the reconstruction of Iraq, drawing on lessons from Afghanistan, Kosovo, Sierra Leone
and other post-conflict situations. We envisage the UN authorising and playing a
central role in this process, supporting the Iraqgi people to form representative

government structures and create their own vision of development and reform.

DFID’s efforts in Egypt and Jordan continue to focus on increasing the effectiveness of
the large European Commission ‘MEDA’ programme. The Commission is programming
approximately £400 — 450 million a year through MEDA over the next four years, of
which DFID’s attributed share will be approximately £80 million a year. In 2002/03 we
reorganised to engage more effectively with the EC in this region. In Yemen, the sole
low income country in the region and one of the poorest in the world, DFID has
developed closer co-operation with the IMF in support of strengthening economic and
financial management. We supported the Government’s efforts to prepare a poverty
reduction strategy, which was agreed in August 2002, and have plans for an enlarged

programme in the future.
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Latin America and the Caribbean

The percentage of the population in extreme poverty in Latin America and the
Caribbean has remained fairly constant over the last decade at around 10-15%.
Improvements were made in both regions on most indicators. HIV/AIDS remains a
major threat — the Caribbean is, after sub-Saharan Africa, the region most affected

by the disease, with prevalence among adults at 2.2%.

Box 4.n - Progress towards some of the Millennium Development
Goals in Latin America and the Caribbean
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In this region, DFID seeks to improve the poverty focus of other agencies’ development
efforts. A central aim of our programme is to support national poverty reduction
strategies in both Highly Indebted Poor Countries (HIPC) and non-HIPC middle
income countries. This year the Inter-American Development Bank — the most
important multilateral development bank in the region — made a public commitment to
the Millennium Development Goals and we have been contributing to a major review
of the Bank’s strategy. Our support to the Caribbean Development Bank is set out in

Box 4.0. We expect to see an explicit alignment of these two regional development
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banks’ country strategies with national poverty reduction plans, where they exist, and

we will work for greater poverty focus to lending in middle income countries.

4.66 Latin America has the most unequal income distribution in the world, with levels of
inequality significantly greater than countries in other continents with similar income
per capita. There is growing recognition within the region that inequality impedes

economic growth, development and the reduction of poverty.

4.67 DEFID focuses on working with governments and key development organizations to enable
them to be more responsive to the needs of the poor. In Brazil, we have been supporting a
number of municipal and state governments to introduce broader consultation in resource
allocation decisions. In Peru, we have been working with the Inter-American Development
Bank to increase community involvement in the allocation of social fund programmes.

We are also strengthening the ability of civil society to express the needs of the poor.

For example, we are providing funds to civil society organisations in the poorest states to help
them better articulate the needs of the poor in allocating resources and delivering services.
Our support for the process of developing poverty reduction strategies in Honduras,
Nicaragua and Bolivia brings together these two approaches — increasing the ability of

government to consult and the ability of the poor to express their needs.

4.68 In the Caribbean, our key objective is to eliminate poverty and in particular to help
Caribbean countries meet the challenges of globalisation, for example by building
capacity to trade (Box 4.p). DFID’s efforts are focused on enhancing the effectiveness
of multilateral work to eliminate poverty and reduce vulnerability and exclusion across
the region. We have provided technical support to both the EC and the Caribbean
Development Bank (see Box 4.0) to strengthen their capacity to analyse and address

poverty and exclusion issues.

Jeremy Horner/Panos Pictures

DFID works to help reduce inequality and marginalisation of the poorest in Latin
America. Textile worker in Peru.
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Box 4.0 - Improving the poverty focus of the Caribbean
Development Bank

In the Caribbean DFID works increasingly with and through a number of regional
organisations. One is the Caribbean Development Bank (CDB). We contribute
funds for CDB's concessionary lending and sit on the Board; provide support to
enhance its poverty focus; and work with CDB staff on joint programmes. In
2002/03, our support has helped CDB:

Ensure that its soft loan resources are allocated effectively and efficiently

within the region;
Integrate poverty analysis more fully into its strategies and lending;

Carry out its organisation plans so it can more effectively implement its mandate;

and

Begin broadening its borrowing base to include poorer Caribbean countries

such as Haiti.

During 2002/03, Jamaica was identified as one of the pilot countries for a World Bank-
led donor harmonisation initiative and DFID worked closely with the Government,
World Bank and other partners to better harmonise external support for public sector
modernisation and to improve delivery of public services. DFID has worked closely with
other government departments to coordinate support to the Jamaican Government to
tackle drug-related violent crime in Kingston. We are also planning to develop with the

Jamaican Government a Country Assistance Strategy jointly with the World Bank.

In Guyana, in 2002/03 DFID was involved in a range of areas — namely in water,
education and land reform — central to poverty reduction. These are core elements of
the national Poverty Reduction Strategy. We also supported external and domestic
efforts to help Guyana break the current political impasse and address security

problems, which continue to hinder efforts to tackle poverty.

Box 4.p - Trade negotiations in the Caribbean

DFID has been supporting regional efforts In the Caribbean to participate in global
trade negotiations, which are critical for the future of the small Caribbean
economies. DFID has provided key staff and technical experts, alongside other
donor support, to the Caribbean’s Regional Negotiating Machinery (RNM).

It negotiates with the World Trade Organisation, the European Union and the

Free Trade Area of the Americas. DFID support has helped the RNM to:

Develop negotiating quidelines that were adopted by the ACP Council of
Ministers in preparation for the formal launch of ACP-EU Economic Partnership

Agreements negotiations in September 2002;



Determine the Caribbean position on the challenge mounted by Brazil and
Australia to the ACP/EU sugar protocol. An initial position has been set out and

will feed into the overall ACP response;

Streamline and prioritise its plans by preparing a Strategic Plan that donors are

now supporting; and

Establish representation in Geneva which strengthens Caribbean negotiating
effectiveness in the WTO. This is of particular importance to the Organisation
of Eastern Caribbean States, which has no other representation in Geneva.

DFID support for the RNM has increased understanding of trade issues across the
region and there is much greater debate and discussion about what is in the
Caribbean interest.

The Government is committed to providing for the reasonable needs of the British
Overseas Territories. DFID is responsible for the development aspects of this obligation,
entailing a present commitment of over £25 million annually. The Territories that still
need our assistance are Anguilla, Montserrat, Pitcairn, St Helena, Tristan da Cunha,
and the Turks and Caicos Islands.

Montserrat has made substantial progress towards reconstruction following the
devastating volcanic crisis of the mid—1990s. While still confronting the challenge
of continuing volcanic activity, which has left over half of the island inaccessible,
the emphasis is now firmly on promoting the private sector, particularly tourism,
strengthening public finances, and supporting a new five-year education plan.

A similar plan for the health sector is under consideration.

In St Helena, our commitments include maintaining physical access to and from this
most isolated of island communities in the South Atlantic. Anguilla and the Turks
and Caicos Islands continue to receive technical assistance, especially to help

maintain standards of governance, and to improve the delivery of basic social services.

We are also working in conjunction with the Foreign and Commonwealth Office on a
number of important issues that affect the Overseas Territories more generally. These
include international obligations on human rights and child protection; accounting

reform in the public sector; and the prevention of HIV/AIDS.
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Investing to tackle poverty

Aid provided to support poor countries’ own strategies for tackling poverty, and integrated with

their country budgets has a more sustainable effect [on poverty reduction] than supporting

stand alone projects.

Public Accounts Committee report on DFID Performance Management (82), p5

5.1

5.2

5.3

5.4

102

DFID seeks to deploy human and financial resources to maximise its contribution to
poverty reduction both directly and through our influence on the international system.
The Department uses its resources to meet the diverse challenges of the Millennium
Development Goals — including advocacy, generation and dissemination of research,

capacity building, and the provision of expertise and financial resources.

Every two years, the Government holds a Spending Review and allocates resources to
each Department for three financial years. The 2002 Spending Review, concluded in
July 2002, allocated resources for the financial years 2003/04, 2004/05 and 2005/06,

and resulted in substantial increased resources for DFID (Box 5.a).

Under the 2002 Spending Review, DFID’s budget increased by £1.5 billion to reach
nearly £4.6 billion a year by 2005/06, including a £1 billion annual bilateral programme
for Africa for the first time. Since 1997, the UK development budget will have risen by

93% in real terms.

The UK’s level of Official Development Assistance (ODA) will reach 0.40% of gross
national income (GNI) by 2005/06. This is the highest UK ODA/GNI level for over
twenty years and reflects the Government’s commitment to make progress towards
meeting the UN target of an ODA/GNI ratio of 0.7%. The increase means the UK’s
aid ratio will be well ahead of the current DAC average (0.22%). The UK will also
have fulfilled the average EU ODA/GNI target (0.39%) pledged by EU member-states

in the run up to Monterrey.
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Box 5.a - DFID's development budget 2000/01 to 2005/06
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In January 2003, the Treasury and DFID launched a proposal to create a new International

Financing Facility (Box 5.b). The proposal aims to double global aid flows to around $100

billion (£63 billion) per annum in the years leading up to 2015, which is the estimate
made by the World Bank and former Mexican President Zedillo of the development

assistance needed to enable the world to meet the Millennium Development Goals.

Box 5.b - The International Financing Facility

The International Financing Facility is designed to generate the extra financial resources
needed to meet the internationally agreed Millennium Development Goals (MDGSs).

It provides an important opportunity for donor countries to improve the predictability
and stability of aid to the poorest countries. The specific aim of the Facility is to double
levels of aid for the world's poorest countries to $100 billion each year up to 2015.

To achieve the MDGs by 2015, extra resources are most needed over the next few
years. The Facility would be built on long-term donor commitments to make
‘'streams’ of annual payments to the Facility. On the basis of these long-term donor
commitments, the Facility would raise immediate resources for aid by issuing bonds
in the international capital markets. This will allow countries to invest in medium-
term programmes such as the development of education and health systems.

DFID allocates resources within the organisation on an annual basis, setting planning

figures for the financial years up to the Spending Review period. Box 5.c summarises

DFID’s expenditure and spending plans between 2000/01 and 2005/06. Responding to

changes in circumstance and performance by our partners is an integral part of our
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work. The figures for future years are plans and are subject to change. See Annex 1 for
full details of DFID’s expenditure and plans from 2000/01 to 2005/06.

5.7 In 2002/03 DFID undertook a Strategic Review of Resource Allocation (80). This aimed
to improve DFID’s contribution to our Public Service Agreement targets (Annex 3) and
the Millennium Development Goals (Annex 4), and to make resource allocation
judgements more structured and better informed. The study considered how DFID
programme funds might be better allocated between countries and regions, how choices
might be made between allocations to developing country governments and other
intermediaries (multilaterals or other partners), and how to make choices between investing
in international public goods and funds available for other programmes. This study has

informed resource allocations for 2003/04 to 2005/06, and the main conclusions were

shared with other OECD-DAC donors in March 2003.

Box 5.c - Summary of DFID expenditure and cash plans £ million
\ 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 |
i outturn outturn estimated plans plans plans |
outturn
Total DFID Resources 2,952 3,271 3,573 3,809 3,806 4,549
Less:
Overseas Superannuation and
Gibraltar Social Insurance Fund 135 131 126 68 65 62
Total Development Budget 2,817 3,140 3,447 3,741 3,741 4,487
Other Adjustments -46 -76 453 -134 17 -106
Available for Allocation 2,77 3,064 3,394 3,607 3,624 4,381
Expenditure by area of activity:
Africa 584 497 655 683 851 1,041
Asia 291 397 443 545 " 841
Europe, Middle East and Americas 221 247 237 201 194 196
International 1,309 1,393 1,555 1,820 1,425 1,815
of which: European Community 708 767 928 1,070 831 836
World Bank and Regional Banks 310 323 351 290 290 655
United Nations 136 144 131 139 168 180
Other 155 160 145 321 136 143
Policy 217 219 289 252 266 300
Information and Civil Society 69 74 82 82 87 104
Private Sector Initiatives and 9 33 27 26 42 46
Commonwealth Development
Corporation
Other 13 12 12 1 2 2
Sub-total 2,712 2,873 3,301 3,610 3,584 4,345
Contingency Reserve = = = 25) 100 100

In this table, the figures up to and including 2002/03 are on a cash basis, while from 2003/04 onwards allocations are set in resource
budgeting terms. They are not directly comparable, therefore.
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Focusing on low-income countries

DFID is committed to increasing the proportion of its bilateral country programme
assistance (excluding humanitarian assistance) that goes to low income countries.
In 2001/02, 78% of this assistance went to these countries (Box 5.d). We are

committed in our 2003-06 Public Service Agreement (Annex 3) to increase this to

90% — in other words, by 31 March 2006 90p in every pound DFID spends on country

programmes will go to low income countries.

Box 5.d - Progress against DFID's 2001-04 Public Service
Agreement: Value for money

Target

Increase the proportion of bilateral country programme resources allocated
to low income countries from 71% (1998/99) to 80% by 2002/03

Achievement

ON COURSE

m In 2001/02, 78% of DFID’s bilateral country-specific programme went to low

income countries.

Target

Year on year increase in the proportion of bilateral projects likely to fully or

partially meet their objectives

Achievement

ON COURSE

m Progress against the baseline set in April 2002 (24%, 56% & 81% for high,
medium and low risk projects respectively) has been steady with
improvement in performance on high and low risk projects, though a slight

decrease has occurred on medium risk activities.

m The Value for Money indicator calculated on commitment value gives an
index of: 33% for high risk projects; 52% for medium risk projects; and

84% for low risk projects.

Full details of progress against our 2001-04 Public Service Agreement can be found at Annex 2.

DFID is focusing its support for middle income countries mainly on providing technical

assistance to help governments work with the international community to tackle
poverty (see Chapter 2). We are being selective in supporting bilateral programmes,

and phasing out bilateral support for the better off.
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DFID aims to spend 90% of its bilateral programme assistance to help poor people
in low income countries by 2006. Woman making joss-sticks, Vietnam.

Nearly half of DFID’s resources are spent through multilateral agencies. The largest
parts of this are the UK’s share of European Community development expenditure, and

contributions to the World Bank, Regional Development Banks and the UN agencies.

The UK’s share of the European Community 2002/03 development programme is
expected to be some £920 million. This is about 27% of DFID’s budget. Box 5.e
provides a breakdown of the European Community expected spending on development.
The share of EC official development assistance that goes to low income countries rose
from 38% in 2000 to 44% in 2001. This can be explained by a reduction in spending

in the Balkans.

Box 5.e - EC development expenditure
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Chapter 5 - Investing to tackle poverty

Budget support

DFID remains committed to moving its development assistance away from individual
projects to providing assistance directly to partner government budgets in support

of the implementation of a credible poverty reduction strategy and better financial
management. Over the past three financial years, budget support and other forms of
programme aid have accounted for about 15% of DFID’s bilateral aid programme
(approximately £250 million per year on average). We have worked with Parliament,
the National Audit Office and other donors over the last year to improve
understanding of the case for budget support and guidance on how to determine

when it is appropriate and how to monitor its effectiveness.

The Public Accounts Committee and the International Development Select
Committee both recognised in reports during 2002/03 that the integration of
development assistance with a partner country’s own systems is more likely to achieve

sustainable poverty reduction than individual projects as long as three criteria are met:
m The country has high poverty levels;
m The government demonstrates a genuine commitment to poverty reduction; and

m DFID is satisfied that the risks are acceptable given expected benefits.

DFID has been working with the National Audit Office to identify ways in which
guidance to DFID programme managers should be improved to ensure that risks have
been adequately assessed before a decision to provide budget support. This improved
guidance will be completed during 2003/04. We have also played a leading role in
ensuring that the OECD Development Assistance Committee’s Good Practice Papers
(88) reflect key guiding principles in the provision of budget support. Together with the
European Commission we led the work of the Strategic Partnership with Africa on
developing more detailed guidance on how to align budget support with a partner

country’s poverty reduction strategy and its budget cycle (see Chapter 4).

A primary motivation for the provision of budget support is that it will help to transform a
partner government’s public financial management and accountability. A DFID-funded

evaluation study (89) in December 2002 identified indicators with which to measure such
success and applied these to our experience in Uganda, Mozambique and Andhra Pradesh
(Box 5.f). The study highlighted the importance of setting clear operating rules for donors’

assessment of partner government performance and the link to donors’ disbursement.
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Box 5.f - General budget support - a DFID evaluation

The evaluation study (89) explored whether General Budget Support (GBS) builds
a government that is capable of managing resources for the reduction of poverty.
It treated GBS as including funds, policy dialogue and technical assistance.

It linked these inputs to perceived outputs and outcomes. In the short term these
were considered to be mainly institutional, related to both government systems
(e.g. improved public financial management) as well as improved donor relations

(e.g. greater efficiency in the management and use of aid resources).
The study concluded that GBS can:

m Empower government, particularly in relation to donors and the use of external

resources;

m Reduce transaction costs in the management and delivery of aid, and increases

the predictability and efficient use of donor resources;

m Increase the effectiveness of the state, particularly its ability to manage and

plan for the delivery of social services; and
m Lead to greater democratic accountability.

For better results, donors need to recognize that GBS is not based on traditional
conditionality (i.e. one of buying policy reform), nor is it pure “partnership”. Instead
it should be seen as a “multi-stakeholder club”, based on interdependency of
"loyalty", “voice" and “exit". In supporting the budget, donors are lending their
loyalty to the government's entire policy programme. In exchange for loyalty, donors
are granted a formal “voice" in policy dialogue, debate and influence. But ease of
“exit" from the club would need to be restricted by government to achieve more
predictable donor flows. Donors would need to more carefully assess the risk
involved in entering the club and lending their loyalty to the government'’s political
agenda. Before choosing to select a country for GBS, donors needed a more
thorough assessment of the political economy, of the systems of governance, of
donor co-ordination and of the ability to influence government policy.

Most budget support is provided as general support to a government’s budget, provided that
donors consider this budget to be consistent with a credible poverty reduction strategy. It is
not earmarked to a particular sector. However, to reflect the fact that this assistance will, at
the margin, make a difference to particular sectors, DFID introduced a system in October
2002 to nominally allocate general budget support by sector. Figures for 2003/04 onwards

will be published annually in DFID’s Statistics on International Development.
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Chapter 5 - Investing to tackle poverty

Changes to expenditure plans

As in past years, DFID has sought to respond flexibly to new opportunities and
challenges in its funding allocations, so spending patterns have differed from published
planning figures. In 2002/03, DFID increased support for Central and Southern Africa
in response to the humanitarian crisis created by drought and poor governance.
Countries in the Horn of Africa have also suffered food shortages, and DFID has
provided extra assistance to Ethiopia. Increased funding has been provided for Angola,
the Democratic Republic of Congo and Sudan to respond to new opportunities. And
DFID has responded to the continuing crises in Afghanistan, the West Bank, Gaza and

Iraq with increased support.

As part of the 2002 Spending Review, we produced a new Departmental Investment

Strategy, covering the period 2003/04 to 2005/06. Our asset base consists of:

m Shareholdings in international financial institutions, valued at £1.7 billion at

31 March 2002;

m Ownership of CDC Capital Partners (investment and loans valued at £0.25 billion

and £0.9 billion respectively); and

m Tangible and intangible fixed assets, mostly accommodation and IT systems

(net book value £67 million).

During the next 3 years we expect to make new investments of about £140 million.
This will include a further £60 million in the international financial institutions, in
particular to help build up the capital of the European Bank for Reconstruction and
Development; some £11 million to complete the upgrading of our offices in East
Kilbride; and around £60 million in our information, communication and management

systems. No new public investment in CDC is planned over the period.

A new definition of administration costs was agreed with the Treasury in 2002/03, and
we will use it from 2003/04 onwards. The new regime is much broader than before, and
will include costs hitherto charged to the programme for staff, consultancy and other
recurrent items, particularly in DFID’s overseas offices. This will allow DFID to manage
its administration costs more efficiently and give a more comprehensive picture of the
costs of our operations. The tables in Annex 1 reflect the change in definition. Figures

for 2003/04 onwards are not directly comparable with those for earlier years.

DFID has introduced a system of resource accounting and we are in the process of
moving to resource budgeting internally. Our accounts were produced two and a half
months earlier than last year, and we were among the first government departments to
complete the process. Our accounts were unqualified and spending was within the

limits voted by Parliament.
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5.22 The presentation of both DFID’s Parliamentary Estimates and our Resource Accounts
is being changed to reflect the 2003—-06 Public Service Agreement (Annex 3). They
will show planned and actual resource and capital expenditure against each individual
Public Service Agreement objective. The new structure will be introduced in the Main
Estimates for 2003/04, and in the Resource Accounts from 2001/02. The new format is

used in the tables in Annex 1 of this report.
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Annex 1:
Analysis of departmental expenditure

1 The tables in this annex are intended to bring out the way the Department is budgeted to support its activities and
functions. A number of changes have been made to the tables for the 2003 Departmental Report to show how the
Department’s expenditure relates to its new Public Service Agreement (PSA) objectives. As last year, the Main
Estimates for 2003/04 relating to DFID will be presented to Parliament by the Treasury and are not included in
this report.

2. Along with other Government Departments, DFID will move to fully resource-based budgeting and accounting from
2003/04. This means that our non-cash costs such as depreciation charges, the cost of capital and provisions for future
expenditure will be included within our Departmental Expenditure Limit. The expenditure information in this Report
has been converted to a resource basis wherever possible. The move to resource based accounting will allow DFID to
measure more accurately the costs of its activities and will improve transparency in how money is spent.

3. All of the tables, with the exception of Tables 4 and 5, cover the period from 1998/99, the first year for which
resource accounting and budgeting data is available, to 2005/06, the last year covered by the 2002 Spending Review.
As in previous years, Tables are included showing key information on administration costs and staff numbers.
Table 1 DFID public spending

4, Table 1 provides a summary of all Government spending in the area of the Department’s responsibility. The
spending figures are divided between resource consumption and capital expenditure — resource consumption is in
turn divided between Overseas Superannuation, which is the subject of a separate Parliamentary Vote, Conflict
Prevention, which is voted to DFID from the inter-departmental Conflict Prevention Pools established in 2001/02,
and International Development expenditure.

Table 1: Total public spending for the Department for International Development £ million

1998/99  1999/00  2000/01  2001/02  2002/03  2003/04 2004/05 2005/06
Outturn Outturn Outturn Outturn Estimated Plans Plans Plans
Outturn
Consumption of resources:
Eliminating Poverty in Poorer Countries 2,445 2,743 3,000 3152 3,545 3,594 3,692 4,442
Conflict Prevention 22 47 45 60 60
Overseas Superannuation 132 58 81 58 56 60 57 54
Total Resource Budget 2,577 2,801 3,081 3,233 3,648 3,699 3,809 4,556
of which:
Resource (DEL)"? 2,445 2743 3,000 3174 3,592 3,639 3752 4,502
Capital spending
Eliminating Poverty in Poorer Countries 22 25) -16 24 13 1 18 14
Total Capital Budget 22 25 16 24 3 1 18 14
of which:
Capital (DEL)” 22 25 16 24 3 1 18 14
Total Public Spending® 2,551 2,821 3,060 3,247 3,644 3,689 3,806 4,549

1 Departmental Expenditure Limits, set as part of the 2002 Spending Review
2 of which, resource “near-cash” DEL 2,012 2,528 2,732 3,168 3,390 3,630 3,712 4,481
3 Total public spending calculated as the total of the resource budget plus the capital budget, less depreciation
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Tables 2 and 3 - DFID resource budget and capital budget

5. Tables 2 and 3 provide details of the resource consumption and capital expenditure figures in Table 1. In a change
from last year’s table, most of our resource consumption is split between headings that reflect the five main
objectives of the new PSA. Additionally, administration costs are now included under each heading in the resource
budget, rather than featuring as a separate line as in previous years. Capital Expenditure is divided between the
same headings — some of the figures are negative as they include loan repayments and other non-operating receipts

as well as expenditure.

Table 2: Resource budget for the Department for International Development £ million
1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Outturn Outturn Outturn Outturn Estimated Plans Plans Plans
Consumption of resources by activity: Outturn
Eliminating Poverty in Poorer Countries 2,445 2,743 3,000 3,152 3,545 3,594 3,692 4,442
of which:
Reducing Poverty in sub-Saharan Africa 382 375 527 537 621 664 792 1,044
Reducing Poverty in Asia 290 282 285 507 467 551 665 745
Reducing Poverty in the Rest of the World 168 241 226 201 215 195 210 215
Improving the Effectiveness of Multilateral Aid 730 867 869 721 791 770 819 1193
Innovative Approaches to Development 238 306 385 333 456 228 259 280
Programmes Contributing to Multiple
Objectives 65 72 il 92 73 139 173 183
Central Departments 42 58 53 82 110 73 75 7
EC Development Programmes 518 517 573 670 804 865 589 595
Retrospective Terms Adjustment - RTA 2 4 2 2 2 2 2
Gibraltar Social Insurance Fund Contributions 8 21 8 7 8 8 8 8
Unallocated Reserve 100 100 100
Conflict Prevention 22 47 45 60 60
of which:
Unallocated Provision - - - - - 7 60 60
Sub-Saharan Africa - - - 14 25 22
Global - - - 8 21 16
Overseas Superannuation 132 58 81 59 56 60 57 54
Total resource budget 2,577 2,801 3,081 3,233 3,648 3,699 3,809 4,556
Table 3: Capital budget for the Department for International Development £ million
1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Outturn Outturn Outturn Outturn Estimated Plans Plans Plans
Consumption of resources by activity: Outturn
Eliminating Poverty in Poorer Countries -22 25 -16 24 13 1 18 14
of which:
Reducing Poverty in sub-Saharan Africa =/ 2 3 = -6 -4 5 86
Reducing Poverty in Asia = 2 2 -7 -6 E5) -6 -6
Reducing Poverty in the Rest of the World -14 45 -7 -14 12 -10 -12 -13
Improving the Effectiveness of Multilateral Aid 2 29 -17 -1 14 4 4 2
Innovative Approaches to Development = = = = = = = =
Programmes Contributing to Multiple
Objectives = = = = = = = =
Central Departments 4 5 14 52 24 25 36 36
Crown Agents Loan Repayment
Total capital budget -22 25 -16 24 13 1 18 14

Figures are rounded to the nearest unit, therefore they may not add exactly to the rounded totals.
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Table 4 - DFID allocation by programme
6. DFID’s available resources are allocated to specific programmes in an annual Resource Allocation Round. This
establishes an Aid Framework, approved by the Secretary of State, which provides Divisions within DFID with

planning figures for the current Spending Review period.

7. This year the Aid Framework has been substantially condensed and restructured, and the proportion of unallocated
resources increased for the outer years. The aim is both to enhance understanding, by making the Table less
complicated, and to allow increased flexibility to reward countries that demonstrate commitment to reform. In this
Table the figures up to and including 2002/03 represent cash spending, while from 2003/04 onwards allocations are

set in resource budgeting terms.

Table 4: DFID allocation by programme £000
2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Outturn Outturn Estimated Plans Plans Plans
Outturn
COUNTRY AND REGIONAL PROGRAMMES
Africa (1, 2)
DR Congo 3,096 5,558 12,900 16,000 16,000 16,000
Ethiopia 15,445 11,390 40,800 19,000 42,000 57,000
Ghana 69,550 51,615 57,000 63,000 63,000 63,000
Kenya 47,359 24,925 31,310 29,000 29,000 29,000
Lesotho 2,139 2,900 3,300 5,000 5,000 5,000
Malawi 56,010 42,058 52,033 47,000 47,000 47,000
Mozambique 29,902 38,567 28,000 35,000 40,000 48,000
Nigeria 15,815 19,725 28,700 35,000 35,000 35,000
Rwanda 32,764 26,891 36,132 37,000 42,000 47,000
Sierra Leone 35,059 34,408 36,000 40,000 40,000 40,000
South and Southern Africa (3) 36,905 29,619 39,700 42,000 42,000 42,000
Sudan 4,587 5,286 16,700 14,000 14,000 14,000
Tanzania 67,042 63,254 75,000 80,000 95,000 110,000
Uganda 83,345 66,665 68,500 65,000 65,000 65,000
Zambia 52,101 39,113 39,000 25,000 26,000 28,000
Zimbabwe 10,578 14,699 29,460 25,000 12,000 12,000
Central & Eastern Africa Other (4) 9,103 7236 8,000 19,000 23,000 26,000
West Africa Other (5) 6,555 5,713 4,300 7,000 13,000 17,000
Humanitarian Assistance (6) 2,255 2,597 33,800 34,400 40,000 40,000
Africa Region Programmes (7) 3940 4,665 14,000 11,000 11,000 11,000
Africa Performance Fund/DG reserve (8) 0 0 0 35,000 151,000 289,000
Africa - ATP (9) 181 24 100 0 0 0
Total 583,731 496,860 654,742 683,400 851,000 1,041,000
South and East Asia and Pacific
Afghanistan (10) 16 216 25,500 50,000 50,000 60,000
Bangladesh 70,791 60,313 70,400 80,000 80,000 80,000
China 18,624 23,247 34,735 38,000 60,000 55,000
India 105,383 180,524 155,000 205,000 250,000 280,000
Nepal 17,185 20,471 24,800 22,000 25,000 32,000
Pakistan 12,810 42,690 39,405 65,000 70,000 74,000
Asia Directorate (11) 7155 5,801 9,761 13,000 15,000 15,000
Asia Other (12) 32,695 38,227 58,310 72,000 102,000 115,000
Asia Performance Fund/DG Reserve (13) 0 0 5,500 0 65,000 130,000
Asia - ATP (9) 26,651 25,953 19,925 0 0 0
Total 291,410 397,442 443,336 545,000 717,000 841,000
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£000

2000/01 2001/02 2002/03 2003/04 2004/05 2005/06

Outturn Outturn Estimated Plans Plans Plans
Outturn

Europe/Central Asia

EU Accession/Pre-Accession Countries (14) 17,393 18,225 18,110 8,100 6,400 5,400
Balkans (15) 19,280 26,146 19,750 21,100 20,300 19,700
Central Asia, South Caucasus, Moldova (16) 10,785 10,397 11,580 13,600 16,800 21,600
Russia 26,072 22,560 25,920 19,700 17,600 12,400
Ukraine 9,241 8,877 9,500 6,500 6,500 6,500
Total 82,771 86,205 84,860 69,000 67,600 65,600

Americas/Overseas Territories

Latin America (17) 22,996 31,741 31,020 21,200 21,100 20,100
Caribbean (18) 19,750 19,475 19,230 15,300 14,600 14,300
Overseas Territories (19) 38,846 40,076 36,600 33,200 30,000 28,100
Latin America - ATP (9) 403 314 229 0 0 0
Total 81,995 91,606 87,079 69,700 65,700 62,500

Middle East/North Africa

Iraq (20) 8,929 7,554 8,688 5900 5900 5,900
Palestinian Authority 8,879 14,445 15,000 15,500 1,500 1,500
UNRWA 18,791 25,426 18,500 14,000 15,000 15,000
Yemen 1,215 2,198 2140 3,900 5900 9,900
Regional Programmes (21) 6,952 6,344 5,865 6,400 6,400 4,900
Total 44,766 55,967 50,193 45,700 44,700 47,200

Other Regional Programmes

EBRD Subscription Costs (Capital) 1,286 13,082 15,082 16,000 16,000 16,000
Research/Consultancy/EMAP Regional 0 141 300 300 300 300
DG Reserve (22) 0 0 0 0 0 4,500
Total 11,286 13,223 15,382 16,300 16,300 20,800
TOTAL - COUNTRY/REGIONAL PROGRAMMES 1,095,959 1,141,303 1,335,592 1,429,100 1,762,300 2,078,100

POLICY PROGRAMMES (23)

Policy: sustainable growth 46,500
Policy: social and political change 25,000
Policy: human development 14,300
Multilateral contributions: environment 37,500 37,800 37,600
Global partnerships: human development 43,000 53,000 55,000
Commonwealth Education Fund 6,500 5,800 5,800
Unallocated: Policy 0 74,700 72,600
Research: economic and social sciences 8,900
Research: human development 24,900
Research: infrastructure and urban development 10,500
Research: rural livelihoods 29900
Unallocated: Research (0] 74,200 79,000
Responsive policy work 5,000 20,000 50,000
TOTAL - POLICY PROGRAMMES 217,244 219,421 289,250 252,000 265,500 300,000

INTERNATIONAL PROGRAMMES

Conflict Prevention and Humanitarian

Humanitarian and Refugee Policy 5,524 6,301 5957 8,900 8,850 8,800
Humanitarian Response (24) 96,288 87,667 68,728 27,000 29,000 29,400
Irag emergency assistance (25) 0 0 0 195,000

Conflict Policy and Projects 2,278 2,650 2,881 4,400 4,350 4,400
International Humanitarian Organisations (26) 47948 52,081 50,641 57,700 63,300 69,200
Global Conflict Prevention Pool (27) 0 6,778 12,100 21,700 25,000 25,000
Total 152,038 155,477 140,307 314,700 130,500 136,800
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£000

2000/01 2001/02 2002/03 2003/04 2004/05 2005/06

Outturn Outturn Estimated Plans Plans Plans
Outturn

European Union

European Development Fund (Resource) 121,376 91,463 133,208 182,000 204,000 210,000
European Development Fund (Capital) (28) 0 0 0 15,000 15,000 15,000
Other EU Programmes 5,014 5,321 5,078 8,100 7,000 6,600
EC Attribution (29) 581,823 670,000 790,000 865,000 605,000 605,000
Total 708,213 766,784 928,286 1,070,100 831,000 836,600

International Financial Institutions

IDA 9-12 (30) 233,310 213,850 220,290 0 0 0
IDA 13 (30) 0 0 0 150,000 150,000 400,000
IMF Funds 0 10,500 10,000 8,000 8,000 8,000
African Development Fund (30) 13,190 29,058 34,200 37,500 42,500

Asian Development Fund (30) 25,851 26,638 26,103 21,200 21,200

Caribbean Devt Bank Special Devt Fund 981 215 5,400 4,400 4,400 4,400
Regional Devt Banks (Capital Subscriptions) 1,257 2,023 2,001 4,000 3,800 2,900
IFI Future Replenishments (31) 0 0 (0] 0 0 184,000
Technical Cooperation for Development Banks 0 1,638 3,500 3,000 4,000 5,000
World Bank Trust Fund (FIRST) 0 0 0 5,000 5,000 5,000
HIPC Trust Fund Contributions 27,518 23,400 17,855 50,000 50,000 45,000
HIPC 100% Bilateral Policy (32) 4,026 8,457 31,000 6,500

Other IFI Programmes (33) 3,982 5,606 1,000 600 600 600
Total 310,115 323,285 351,349 290,200 289,500 654,900

UN and Commonwealth

UN Development Programme 35,000 37,000 37,000 37,000

UNICEF 2,203 17,000 17,000 17,000

UNFPA core grant 40,000 24,000 9,000 18,000 18,000 18,000
WHO core grant 9,860 10,400 12,000 10,000 16,000 16,000
UNESCO (Subscription) 12,008 12,182 12,000 12,200 12,200 12,200
FAO (Subscription) 12,400 12,540 1,723 12,200 12,600 13,000
Other UN Institutions (34) 10916 15,379 1,782 15,100 15,900 16,400
International Fund for Agricultural Development 3,000 2,728 3,000 5,300 7900 12,000
Technical Cooperation for UN 3,647 5,034 6,400 4,400 6,200 7,200
Commonwealth Programmes (35) 6,562 7,293 7,343 7,600 7,600 7,600
Unallocated Multilateral Contributions (36) 0 0 3,600 0 71,600 77,800
Total 135,596 143,556 130,848 138,800 168,000 180,200

International trade

Trade-related Technical Cooperation 2,547 4,087 4,260 6,200 6,000 6,500
Total 2,547 4,087 4,260 6,200 6,000 6,500
TOTAL - INTERNATIONAL PROGRAMMES 1,308,509 1,393,189 1,555,050 1,820,000 1,425,000 1,815,000

OTHER PROGRAMMES

Information

Partnership Programme Agreements 28,245 53,650 57,266 56,200 56,500 56,700
Civil Society Challenge Fund 3,399 5,744 10,580 10,300 10,300 10,300
Development Awareness 5,580 5,41 6,350 5,000 5,000 5,000
Strategic Grants 535 116 326 1,500 3,000 4,300
Joint Funding Scheme 31,335 7,254 4,220 1,300 500 0
Civil Society Performance Fund 0 0 0 0 4,000 19,000
Information and Communications for Development 270 1,872 2,800 6,500 6,500 7,000
Other Programmes (37) 0 0 0 1,700 1,700 1,700
Total 69,364 74,047 81,542 82,500 87,500 104,000

PS1/CDC & Evaluation Departments

Evaluation (38) 709 1,063 1,629 600 800 1,000
Promoting Private Sector Initiative (39) 791 31,963 25,500 25,000 41,000 45,000
Total 8,620 33,026 27129 25,600 41,800 46,000
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£000

2000/01 2001/02 2002/03 2003/04 2004/05 2005/06

Outturn Outturn Estimated Plans Plans Plans
Outturn

Finance and Corporate Performance Division

Knowledge Development Challenge Fund 730 671 650 700 1100 1,100
FCPD Other Programmes (38) 537 1,536 2140 600 600 600
Total 1,267 2,207 2,790 1,300 1,700 1,700

Human Resources Division

HRD Programmes (38) 3966 4,776 4,077 0 0 0
Pensions (38) 7,556 5162 5,402 (0] 0 0
Total 11,522 9,938 9,479 (o} (o} 0
TOTAL - OTHER PROGRAMMES 90,773 119,218 120,940 109,400 131,000 151,700
TOTAL - ALL PROGRAMMES 2,712,485 2,873,131 3,300,832 3,610,500 3,583,800 4,344,800

1. Rising country allocations are made in those cases where we have, or are negotiating, multi annual commitments in support of the country's poverty reduction strategy, underpinned by an
increasing proportion of direct budget and sector support. Other country allocations represent continuation of the current level of support. Where countries can make faster progress to the MDGs
or where we can have increased confidence in the respective government’s commitment to peace and poverty reduction, capacity, and demonstrated progress, additional support will be drawn from
the Africa Performance Fund and the DG's reserve.

2. Africa Division expenditure includes programmes funded from the inter-departmental Africa Conflict Prevention Pool: this amounted to £14.4m in 2001/02, is estimated at £24.1m for 2002/03, and
is planned to be £22.4m in 2003/04, and £30m in 2004/05 and 2005/06.

3. Includes some regional interventions benefiting Southern Africa (South Africa, Lesotho, Botswana, Namibia and Swaziland).

4. Currently includes assistance to Angola, Eritrea, Burundi, and Somalia.

5. Currently includes programmes in Gambia and Cameroon, and regional interventions in West Africa.

6. Covers humanitarian assistance to long running complex emergencies and to meet food shortages.

7. Covers Africa-wide initiatives on capacity development and knowledge transfer, for example through the Africa Capacity Building Foundation.

8. Of these amounts, £63m in 2004/05 and £134m in 2005/06 form part of the Reserve held by the Director-General (Programmes). See notes 1and 2 above.

9. ATP lines record expenditure against earlier agreements to 2002/03. Under resource accounting, only new provisions count against the DEL, hence no expenditure is recorded from 2003/04
onwards.

10. Most expenditure in Afghanistan for 2000/01 and 2001/02, and an estimated £37m for 2002/03, is recorded under Conflict Prevention and Humanitarian programmes.

1. Covers Regional funds and programmes, including the Pacific regional programme.

12.  Currently includes development assistance to Indonesia, Sri Lanka, Vietnam, Cambodia, East Timor and Burma.

13.  The allocations for 2004/05 and 2005/06 form part of the Reserve held by the Director-General (Programmes). Resources will be drawn from this reserve to augment country programmes where
this will enhance progress towards the MDGs.

14. Currently includes programmes in Bulgaria and Romania.

15.  Currently includes programmes in countries of the former Yugoslavia, and Albania.

16. Currently includes programmes in Kyrgyz Republic, Tajikistan, Uzbekistan, Armenia, Georgia and Moldova.

17. Currently includes country programmes in Nicaragua, Honduras, Bolivia, Brazil and Peru, Regional Programmes, and (up to 2002/03) Mexico.

18. Covers the Caribbean Community (CARICOM) countries in the independent Caribbean, including Guyana, Jamaica, Belize and the Windward islands.

19. Currently includes St Helena, Anguilla, Montserrat, Turks and Caicos, and a Caribbean Dependencies regional programme.

20. Funding for emergency assistance to Iraq is included under International Programmes. Figures for 2003/04 onwards are for residual programmes currently under review.

21. Currently includes programmes in Egypt and Jordan.

22. The allocation for 2005/06 forms part of the Reserve held by the Director-General (Programmes). See note 16 above.

23. Policy Division becomes fully operational from April 2003. It is formed from elements of the Advisory Groups, Economics, Business and Statistics Division and Natural Resources Division. The new
budget structure and all allocations are provisional. Figures prior to 2003/04 cannot be provided below Divisional level due to the complexity of the structural changes.

24. Includes expenditure under the Mines Action Initiative.

25. The figure for 2003/04 includes expected transfers from the Treasury Reserve and DFID’s own Contingency Reserve.

26. Covers expenditure on multilateral partnerships, including UN High Commissioner for Refugees, International Committee of the Red Cross and World Food Programme.

27. Actual and anticipated expenditure on programmes funded from the inter-departmental Pool.

28. The share of the UK contribution to the EDF which is expected to be transferred to the European Investment Bank. Not recorded separately before 2003/04.

29. UK share of EC development programme expenditure. Figures from 2001/02 onwards are estimates/forecasts. Forecasts for 2004/05 and 2005/06 exclude expenditure in countries expected to
accede to the EU in 2004.

30. Contributions to IDA and the Regional Development Funds are made by Promissory Notes. The figures show PN encashments to 2002/03 and planned PN deposits from 2003/04, in line with
resource accounting requirements.

31. Funding set aside to cover the UK share of future replenishments of IDA and the Regional Development Funds which have yet to be negotiated.

32. The allocation shown for 2003/04 (£6.5m) is the amount which DFID is required to fund from its own resources - any additional amount will be met from the Treasury Reserve. Funding
requirements for 2004/05 onwards have yet to be confirmed.

33. Includes funding for the International Finance Corporation and (to 2001/02) the Multilateral Investment Guarantee Fund.

34. Currently includes funding for UNIDO, UNAIDS, ILO, UNIFEM and UNCHS Habitat.

35. Includes contributions to the Commonwealth Fund for Technical Cooperation and other Commonwealth programmes.

36. The allocations shown for individual institutions represent agreed commitments. The funding in this line is available for new commitments, or to enhance already agreed funding levels where the
institution’s performance and needs warrant this.

37. Includes funding for External Communcations.

38. Reductions from 2003/04 in Evaluation, Finance and Corporate Performance, Human Resources and Pensions programmes are due to definitional changes and the switch to Resource Accounting.

39. Includes a number of Funds and projects designed to promote Private Sector participation in development.
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Table 5: DFID capital employed

8. Table 5 shows capital employed by the Department, analysed by type of asset.

Table 5: DFID Capital employed £000
2000/01 2001/02 o Jo-F[oX] 2003/04 2004/05 2005/06
Outturn Outturn Estimated Plans Plans Plans
Assets on balance sheet at start of year: Outturn
Fixed Assets 2,168,696 2,058,915 2,013,500 2,020,627 2,026,827 2,033,377
of which:
Lands and buildings 3,835 4,193 13,582 15,582 15,482 15,282
Improvements to leasehold buildings 1143 31,426 27150 26,550 25,350 24,100
Vehicles 988 2,779 1954 1,954 2,454 3,454
Office and domestic furniture and equipment 2,761 6,136 5,227 6,227 7,227 8,227
Information technology equipment and systems 13,427 19,508 23,014 27,014 31,014 35,014
Assets in the course of construction 6,430 3,273 3213 4,000 6,000 8,000
Investments 2,140,112 1,991,600 1,939,300 1,939,300 1,939,300 1,939,300
Intangible Assets: 627 1,133 1,233 1,342 1,460 1,589
of which:
Software licences 627 1,133 1,233 1,342 1,460 1,589
Current Assets 1,340,849 1,364,963 1,311,322 1,282,950 1,253,950 1,226,950
of which:
Long term loans (due after more than one year) 1,047,047 1,028,573 964,854 894,854 826,854 761,854
Debtors and prepayments 275,103 327,371 338,096 377,096 416,096 454,096
Cash at Bank and in hand 18,699 9,019 8,372 11,000 11,000 11,000
Current Liabilities -428,104 -435,198 -360,000 -344,000 -369,000 -338,000
of which:
Bank overdraft at Paymaster -62,932 0 0 0 0 0
Creditors (due within 1year) 365,172 -435,198 360,000 -344,000 369,000 -338,000
Net Current Assets 912,745 929,765 951,322 938,950 884,950 888,950
Total Assets less Current Liabilities 3,082,068 2,989,813 2,966,055 2,960,919 2,913,237 2,923,916
Creditors (due after 1 year) -631,230 -512,000 -644,000 -595,000 -521,000 -628,000
Provisions for Liabilities and Charges -227,386 -170,540 -141,790 -116,040 -93,290 73,540
Net Assets 2,223,452 2,307,273 2,180,265 2,249,879 2,298,947 2,222,376
Non-Departmental Public Body net assets - - - - - -
Public corporation net assets S o = = = S
Total capital employed in departmental group 2,223,452 2,307,273 2,180,265 2,249,879 2,298,947 2,222,376

Principal assumptions within table

1 Due to changes of accounting treatments for debt provisioning, and promissory notes, the 2000/01 outturn has been restated based on the audited figures contained within the 2001/02 Resource
Accounts.

2 Fixed assets continue to increase in value due to refurbishments, new software, and general maintenance and enhancement of current operating facilities.

3 Incorporation of exchange rate adjustments has been excluded after those estimated for 2002/03.
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Table 6: DFID administration costs

9. Table 6 provides information on the costs of running the Department, split between the new PSA objectives.
A new definition of administration costs is being introduced from 2003/04 — this largely accounts for the substantial
increase in the figures from this year onwards, as the new definition includes costs for staff, travel, and allowances
that were previously paid from the programme budget. The change in definition will allow DFID to manage its

administrative costs more effectively and increase transparency.

Table 6: Administration costs for Department for International Development £ million
1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Outturn Outturn Outturn Outturn Estimated Plans Plans Plans
Outturn

Gross administration costs:

Other 26 4 35 22 51

Paybill 37 37 42 63 49

Total Gross Administration Costs 63 78 7 85 100 213 226 240
Related Administration Costs Receipts -4 -4 -4 -3 E5) E5) 55) 5
Total Net Administration Costs 60 75 73 82 95 209 222 236
Analysis by Activity:

Reducing Poverty in sub-Saharan Africa 6 6 7 7 8 38 40 42
Reducing Poverty in Asia 4 4 4 4 4 34 37 39
Reducing Poverty in the Rest of the World 5 6 6 6 7 21 23 25
Improving the Effectiveness of Multilateral Aid 3 3 5 4 4 21 14 16
Innovative Approaches to Development 9 9 9 1 12 26 28 30
Programmes Contributing to Multiple Objectives 3 2 4 3 4 10 1 13
Central Departments 31 45 38 47 56 70 70 72
Total Net Administration Costs 60 75 7 82 95 209 222 236
Total Net Administration Costs Limits on Stage 1

Resource Accounting and Budgeting (RAB) 55) 67 67 101 77 186

Plus Additional Non-Cash Items from Move to full

RAB, as part of 2002 Spending Review 4 8 6 -19 19 23

Total Net Limits for Controlled Areas 60 75 73 82 95 209

Table 7: Staff numbers

10.  Table 7 shows the number of full-time equivalent Civil Service staff employed by the Department in the UK and
overseas, with part-time staff counted according to the percentage of time worked. No distinction is made between

permanent and casual staff from 2002/03 onwards, due to changes in contractual arrangements.

Table 7: Staff numbers Staff years
1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Actual Actual Actual Actual Estimated Plans Plans Plans
Department for International  Civil
Development Service
Full Time
Employees 1,095 1,280 1,229 1,390 1,620 1714 1,754 1,754
Overtime 20 20 20 17 20 20 20 20
Casuals 35 25 14 40
TOTAL 1,150 1,325 1,263 1,447 1,640 1,734 1,774 1,774
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Table 8: Liabilities

11. DEFID has a number of liabilities, some of which should accrue at a future date in accordance with agreed schedules

and providing the qualifying criteria is met. Some of the payment schedules relating to such liabilities can be set

out several years ahead, but it is not unusual for the schedules to be altered during the period or for the qualification

criteria to be questioned. Other liabilities are regarded as contingent because they are unlikely to accrue. DFID’s

policy under resource accounting is to record both of these types of liabilities in the notes to the balance sheet.

The tables below identify each type.

Liabilities accruing over several years

£ million

Promissory

notes Others Total
African Development Bank 0.0 55 5.5
African Development Fund 145.5 0.0 145.5
Asian Development Bank 2.4 1.0 34
Asian Development Fund 73.2 63.5 136.7
Caribbean Development Bank 1.5 0.0 15
Caribbean Development Bank Special Development Fund 13.8 0.0 13.8
European Bank for Reconstruction and Development 17.6 587 76.3
Inter-American Development Bank 07 0.0 07
Inter-American Development Bank Fund for Special Operations 0.0 0.0 0.0
International Bank for Reconstruction and Development Global Environment Trust Funds 106.4 0.0 106.4
International Bank for Reconstruction and Development Protocol Multilateral Fund 8.2 0.0 8.2
International Development Association 509.7 0.0 5097
International Fund for Agricultural Development 129 0.0 129
Multilateral Investment Guarantee Agency 0.0 0.0 0.0
United Nations Environment Programme 0.0 5.3 53
Sub Total 891.9 134.0 1025.9

Contingent liabilities

£ million

The UK's share of the callable capital of the International Bank for Reconstruction and Development 5,500.0
The UK's share of the callable international financial institutions and Government guarantees to those institutions in respect of UK

loans made to dependent territories 2,393.8
The UK's share of the guarantees provided collectively by European Union Member States in respect of European Investment Bank

lending and national guarantees on European Investment Bank lending in relation to UK dependencies 283.3
The Sterling Safeguard scheme to protect the value of pensions for overseas civil servants in Hong Kong and the dependent territories 81.6
For certain non-departmental public bodies 50.2
Tax indemnities, under Aid and Trade Provision soft loan financing arrangements which are callable only if the Inland Revenue

remove concessions 21.0

Indemnities to Natural Resources Institute

unqguantifiable

Maintenance value of the capital stock of International Bank for Reconstruction and Development and some of the Regional
Development Banks

unquantifiable

A guarantee issued to a company operating on a capital aid project to meet the costs of certain disputed claims 3.0
A guarantee issued to the Bank of Montserrat in respect of a project to make mortgage loans for the construction of new private

sector housing 0.4
A guarantee to the National Westminster Bank in respect of a loan made to the Day Chocolate Company for the purposes of marketing

a new Fair Trade chocolate bar 0.4
Total 8,333.7
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Annex 2:
Achievements against DFID's 2001-04 Public Service Agreement

1 Every two years, the Government holds a Spending Review during which it allocates resources for the following
three financial years. A Public Service Agreement is agreed for each Government Department setting measurable

targets for the Spending Review period (Box a).

Box a: Periods covered by Spending Reviews and Public Service Agreement

Period of 1998 Comprehensive Spending Review

1999/2000 (First Public Service Agreement)

2000/01

Period of 2000 Comprehensive Spending Review

2001/02 2001/02 (Second Public Service Agreement - Annex 2)

2002/03

2003/04

2. DFIDs first Public Service Agreement was agreed in the 1998 Comprehensive Spending Review and spanned the
period 1999/2000 — 2001/02. Final outturn against this was set out in last year’s Departmental Report.

3. DFID’s second Public Service Agreement was agreed in the 2000 Comprehensive Spending Review and spanned

the period 2001/02 — 2003/04. Full progress against this is set out below. Key achievements are also shown in boxes

in the relevant sections of this report.
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Progress against targets in DFID's Public Service Agreement 2001/02-2003/04'

Objective I. to reduce poverty through the provision of more focused and co-ordinated development assistance by the international community to low and

middle income countries

1. Anincreased focus by DFID on poor countries, particularly those with effective governments pursuing high growth and pro-poor economic and social policies, as

demonstrated by:

(a

-

an increase in the proportion of DFID’s bilateral country
specific development aid (excluding humanitarian
assistance) going to low income countries from 71% in
1998/99 to 80% in 2002/03.

On course.
In 2001/02, 78% of DFID's bilateral country-specific programme went to low income countries.

These increases reflect substantially increased expenditure in Asia and sub-Saharan Africa, and
decreases in middle income countries of Eastern Europe.

(b) anincrease in the proportion of DFID’s bilateral country
specific development aid (excluding humanitarian
assistance) going to low income countries pursuing
sustainable, pro-poor policies from 50% in 1998/99 to 65%
in 2002/03.

Ahead.
In 2001/02, 75% of DFID's bilateral country-specific programme went to low income countries
pursuing sustainable, pro-poor policies.

The list of countries has been updated to reflect the changing policy environment. (Source:
International Financial Statistics IMF February 2002).

(c

Establish better organization of EC programme delivery by
end-2001.

Met.

Significant progress was made in 2001. This included simplifying contracting procedures,
establishing a quality support unit, and improving evaluation and monitoring of programmes.
Responsibility for programme management was given to the first 21 Delegations in the
Commission's deconcentration programme. In addition, the Commission began to roll out its new
Country Strategy framework, which should ensure greater focus, coherence and complementarity
in approach. One of the first tangible signs of improvement was a 20% increase in payments over
2000 levels.

(C]

Gain agreement in the Council of Ministers and the
European Commission by 2003 to redirect allocations and
spend towards programmes which reduce poverty.

Met.

The share of EC spend on the poorest countries increased from 2000 to 2001, but still remains
low. Both the 2002 and 2003 budget commitment forecasts show a small shift towards greater
poverty focus but they will take time to work through. The systematic application of this policy
will be tested in EC country programme mid-term reviews.

(e

an increase in the percentage of EC development assistance
going to poor countries from 50% in 1998 to 70% in 2006.

Below target.
The share of European Community official development assistance to low income countries
increased from 38% in 2000 to 43.5% in 2001. This is still below the 1999 figure of 52%.

Budgetary increases for Asia in 2002 show a gradual growing support for a more poverty
focused EC aid budget, which will be reflected in future years’ data. Nevertheless, improving the
poverty-focus of the EC's aid remains a key challenge.

(f

adoption and implementation of effective Poverty
Reduction Strategies by 2004 in all countries accessing
International Development Association (IDA) high impact or
adjustment lending.

Below target.

So far 26 countries have published full Poverty Reduction Strategy Papers and an additional 20
countries have produced I-PRSPs. There are currently some 80 countries borrowing. Although it
is too early to say whether all the remainder will produce PRSPs within this timeframe, good
progress has been made. PRSPs are on the agenda of around seventy low-income countries
around the world. The PRSP process in some IDA countries may be affected by factors such

as conflict.

Provide support to at least 12 partner countries by 2004 to
develop and implement Poverty Reduction Strategies in co-
ordination with other donors.

@

Ahead.
So far DFID is supporting implementation of full PRSPs in 13 partner-countries and is supporting
the production of PRSPs in a further 16.

DFID provides support to the PRSP process in a number of ways, including direct support for PRS
consultation processes and technical assistance in the policy formulation in PRSs. Two thirds of
DFID offices are actively supporting the participation process (which underpin PRSs) and nearly
all DFID country offices have provided support for national capacity through a variety of means.

Objective II: to promote sustainable development through co-ordinated UK and international action

2. To promote the integration of developing countries into the global economy through co-ordinated UK and international action, including by:

(a) relief of unsustainable debt by 2004 for all Heavily-Indebted
Poor Countries (HIPC) committed to poverty reduction,
building on the internationally agreed target that three-
quarters of eligible HIPCs reach Decision Point by end 2000
(joint target with Treasury).

Below target.

22 countries had reached Decision Point by end-2000. To date, 8 countries have completed the
debt relief process and received final, irrevocable debt relief. The main obstacle to further
progress is conflict or severe governance constraints which mean eligible countries cannot start
the debt relief process.

Although we report progress as being currently below target, we do expect a further 14 eligible
countries to receive full debt relief by 2004.

A full list of HIPCs and their progress in this process can be found at
http://www.imf.org/external/np/exr/facts/hipc.htm and at www.worldbank.org/hipc

(sub-target) DFID and HMT working with the international
community to bring 20 countries to Enhanced Heavily Indebted
Poor Countries (HIPC Il) Decision Points by end 2000 and a
further 5 by end 2001.

Met.
By April 2002, 26 countries had qualified for debt relief (i.e. reached Decision Point) under HIPC.

(b)gaining international agreement on the integration of social,
economic and environmental aspects of sustainable
development into poverty reduction programmes by:

Some of the targets set out in this table appear in DFID's Service Delivery Agreement or the Technical Note to DFID's PSA. These are all available at www.dfid.gov.uk.
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Target Progress

(sub-target): Secure international endorsement of DAC
principles of strategic planning for sustainable development at
the World Summit on Sustainable Development by September
2002.

Met. An important conclusion of this work on NSSD guidelines is that effective Poverty Reduction
Strategies will exhibit these characteristics and thus fulfil the role of national strategies for
sustainable development. This point was emphasised in the preparatory process for the World
Summit for Sustainable Development (September 2002) and was contained in the Plan of
Implementation agreed there.

(sub-target): Successful integration of the principles of
sustainable development into government, multilateral and
DFID policies and programmes in 10 key partner countries by
April 2004, including agreed approaches to water resource
management and capacity-building for environmental
management.

On Course. 7 out of 10 focal countries have developed and are implementing comprehensive
baselines describing the time and resources being spent on supporting government partners and
other donors in appropriate capacity building for the integration of environmental issues into
development frameworks. Activities include supporting better environmental governance in
Uganda and Kenya, systematic analysis and interpretation of poverty-environment and
environment-growth relationships within the Poverty Reduction Strategy Processes of Ghana and
the 10th National Development Plan of Nepal, and developing new, integrated approaches to
water resource management at provincial level in China. Similar environmental work continues in
the remaining three focal countries, but not within a formalised baseline.

(sub-target): Promote increased private sector foreign
investment in poor countries by turning CDC into a public-
private partnership, when business conditions are right, with
majority private capital. CDC:

e isrequired to make 70% of its new investments in poor
developing countries and;

o seeks to make 50% of its new investments in sub-Saharan
African and south Asia.

Ahead.
Investment targets continue to be largely met, although the downturn in the global economy has
made CDC's work in emerging markets considerably harder.

Although the PPP that was originally planned has proved impracticable due to the prevailing
economic conditions, work is going forward on a reorganization of CDC to enable it to mobilise
private capital for its investment programme in poorer countries. It is hoped that this can be
finalised before the end of 2003. The investment policy, including the 70% and 50% targets, to
which CDC has been working, will continue with no fundamental changes.

and Ministry of Defence)

3. Improved effectiveness of the UK contribution to conflict prevention and management (joint target with Foreign and Commonwealth Office

A reduction in the number of people whose lives are affected by
violent conflict and a reduction in potential sources of future
conflict, where the UK can make a significant contribution

On course. The number of conflict-related deaths (according to the International Institute for
Strategic Studies) decreased significantly in DR Congo (from 16,000 to 4,000), Angola (6,000 to
1,000) and Sierra Leone (3000 to less than 50). 2001 saw no significant decrease in refugee
numbers and Internally Displaced Persons as conflict continued in target countries. Numbers may
have declined significantly in 2002 as peace processes are secured in the Great Lakes, Angola
and Sudan. Data for 2002 will be available in Autumn 2003.

In the context of the African and Global Conflict Pools, strategies have been agreed for
geographical and thematic priorities. Implementation of these is underway. Departmental joint
working has produced an improved UK Conflict Prevention Strategy in Africa, contributing to a
more effective approach in securing peace in Sierra Leone, the Great Lakes, Sudan and Angola.
The UK contributed to ensuring that conflict prevention received a high priority within the G8
and the New Partnership for Africa’s Development (NEPAD).

Quantitative assessment of conflict reduction is problematic because of difficulties in isolating
the UK's distinct contribution from that of other international actors.

Objective Ill: improved education outcomes in key countries receiving DFID education support

4. Improved education systems in our top ten recipients® of DFID education support demonstrated by:

(@) an average increase in primary school enrolment from a
baseline established in 2000 of 75% to 81% on the basis of
data available in 2004;

Below target.

The latest primary school enrolment data gives an average for DFID's top ten development
partners of 76%. The apparent lack of progress since both the baseline and the last report
(which gave the latest figure as 86%) can mainly be explained by better data availability and
more accurate reporting.

Several countries, including China and South Africa, have previously had unrealistic enrolment
rates of over 100%; these estimates have now been revised downwards to more realistic figures.
Ghana has a particularly low enrolment rate and is included in the latest data but was not in
previous figures.

A figure based on latest data which is more directly comparable to the baseline can be calculated
by excluding Ghana and assuming no change in the enrolment rates in China and South Africa.
This produces a figure of 82% which suggests that problems with the data could explain the
failure to meet the target, although there are still concerns over the quality of some of the
current data.

(sub-target) Development of basic monitoring and evaluation
mechanisms and their integration into education sector
strategies by 2004 in at least 8 of our top 10 recipients of
bilateral education assistance.

Ahead.

9 out of 10 countries have now developed and implemented basic monitoring and evaluation
(M&E) mechanisms into their education sector strategies. DFID is supporting Bangladesh's
Primary Education Development Programme, through a project which has strengthened M&E
systems. The outcomes of this are now being incorporated into the programme.

(sub-target) By 2004, 75% of DFID bilateral commitments for
education in our top ten recipients of bilateral education
assistance will support multi-donor programmes,
implementing government-agreed sector strategies.

Ahead.
75.5% of our commitments in these countries support these programmes.

Countries that lower the overall figure are China, South Africa and Bangladesh. In China, our
major project supports a government-agreed strategy, but is not multi-donor. In Bangladesh we
expect to be supporting such a programme in 2004. For South Africa our support aims to
harmonise donor activity rather than support the implementation of government-agreed sector
strategies.

(b) improvements in gender equality in education, particularly
primary education. The baseline for gender equality is 86%
for 1996 data.

Ahead.

The latest figure is 91%. On current progress, we are on course to meet the 2015 target (100%)
in target countries. However, this target needs to be seen in the context of primary school
enrolment, e.g. Tanzania has 100% gender equity but only 47% enrolment. It is possible that as
enrolment increases, equity may decrease. DFID continues to work both at a country level and
internationally on translating the international consensus on the need to promote gender
equality into action at the country level, including through the UN Girls Education Initiative.

2 The top ten recipients of DFID Education Support are Bangladesh, China, Ghana, India, Malawi, Pakistan, South Africa, Tanzania, Uganda, Zambia. This target group of countries remained fixed over

the Public Service Agreement period, 2001-2004.
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(sub-target): Successful adoption and implementation of
education sector strategies which include explicit objectives
on equitable access for girls and boys by 2004, in at least 8
of our top 10 recipients of bilateral education assistance.

Progress

Met.
8 countries have adopted policies which include specific objectives on equitable access for girls
and boys. Progress in Uganda is unclear; Pakistan has not implemented such strategies.

Objective IV: improvements in health outcomes in key countries receiving DFID health care assistance

5. Improvements in child, maternal and reproductive health in our top ten recipients’ of DFID health care assistance demonstrated by:

(a) adecrease in the average under-5 mortality rate from 132 in
1997 to 103 on the basis of data available in 2004.

Below target.
Since last year the average under 5 mortality rate in the 10 target countries has remained static
at 128. The reasons for this lack of progress are as follows:

(ibthe HIV/AIDS epidemic; (i) economic decline and persistent poverty and inequity; (iii) poorly
functioning health systems resulting in lack of access to quality services; (iv) under-investment in
health systems and (v) lack of progress in reducing neonatal mortality.

Four of the target countries (Zambia, South Africa, Kenya and Malawi) are amongst those most
severely affected by the AIDS epidemic (all with adult prevalence rates above 15%). This will have
both direct and indirect impact on child mortality in those countries.

(sub-target): Development and implementation of strategies
focused on improving access to safe water and sanitation and
reducing levels of child mortality, in at least 8 of the top 10
recipients of bilateral health assistance by 2004.

Below target.
There are strategies to improve access to safe water in 5 of the 10 countries (Bangladesh, India,
South Africa, Malawi and Uganda).

Although DFID is supporting some activities in Pakistan, there is no overall strategy and the
institutional framework is weak. Without ownership the target is therefore unlikely to be met.

In 2001, the UNDP/World Bank Water & Sanitation Programme carried out an independent study
which found that despite the importance of water supply and sanitation in participatory poverty
assessments the sector received inadequate/limited attention in PRSPs. Thus although strategies
or policy frameworks may exist in @ number of the other countries (including Kenya, Zambia and
Tanzania) there are real concerns over meeting the target in most African countries. Even in
Uganda which has a progressive water programme, sanitation is receiving little attention and it is
through improved sanitation that health benefits are delivered.

(sub-target): Development and implementation of health sector
strategies by 2004 in at least 8 of the top 10 recipients of
bilateral health assistance which: (a) aim to improve child health
outcomes and include actions to strengthen immunisation and
prevention, and the treatment of childhood illnesses, including
malaria where endemic; and (b) include explicit policy and
operational frameworks to strengthen the capacity of health
systems, improve the quality and coverage of maternal health
care, and ensure universal access to reproductive health
services.

On Course.
By 2002, 8 countries were implementing health strategies to improve child and maternal
outcomes: Bangladesh, Kenya, India, South Africa, Malawi, Uganda, Tanzania and Zambia.

In general health strategies need to be better prioritised, better linked to expenditure frameworks
and linked to poverty reduction strategies plans of many countries. Interventions to improve child
and maternal health outcomes are a central part of health strategies in the 8 countries but
implementation on an adequate scale is problematic in low resource settings. Implementation of
poverty reduction strategies provides an important opportunity to prioritise health improvement
and health sector strengthening. There is a new international focus on strengthening health
systems that offers potential to accelerate progress in countries where the policy and practice
environment is right.

(b) anincrease in the proportion of births assisted by skilled
attendants from a baseline established in 2000 of 43% to
50% on the basis of data available in 2004; and

Ahead.

The average proportion of births by skilled attendants in DFID's top 10 partners increased to
52%. Most countries have policies and plans in place to combat maternal mortality, but the
extent to which these are implemented is variable. Reporting on this target remains constrained
by poor data availability.

In Zambia for example, training of midwives within the national reproductive health action plan
will be a priority. In Malawi the Reproductive Health Coordinating Committee is finalising national
policy and strategy for expanding safe motherhood services. At present some 56% of births are
attended by trained health personnel. And in Uganda, maternal health is a priority with the
Health Sector Plan, but the level of deliveries attended by skilled personnel remains low at
around 38%. Bangladesh has developed a comprehensive maternal health strategy that aims to
attain a target of 50% skilled attendance at birth by 2010 and to improve the availability and use
of services for essential obstetric care. The India National Family Welfare Programme also
contains targets for lowering maternal mortality.

Efforts to increase numbers of skilled attendants are hampered by the failure to implement key
civil service reforms. In a number of countries the number of attendants is further reduced by
economic migration, and HIV related mortality.

(c) improved access to reproductive health care (from a
baseline of 32%).

Ahead.

Steady progress (39% contraceptive prevalence) has been made in improving access to
reproductive health care. Contraceptive use is increasing and all countries have policies and
strategies to provide reproductive health services. However, a significant unmet need for
contraception and condoms remains. Furthermore, a broader range of reproductive and sexual
health services, such as effective treatment for sexually transmitted diseases, remains a
significant challenge. It is important that reproductive health continues to receive priority
within national health plans.

3 The top ten recipients of DFID health care assistance are Bangladesh, Ghana, India, Kenya, Malawi, Pakistan, South Africa, Tanzania, Uganda, Zambia. This target group of countries remained fixed

over the Public Service Agreement period, 2001-2004.
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Target Progress

(sub-target): Strengthened multilateral initiatives to combat
HIV/AIDS in Africa (UNAIDS) and Roll Back Malaria (WHO)
demonstrated through national strategies, with jointly agreed
milestones, in at least five of the top 10 recipients of DFID
healthcare assistance

On Course.

International Partnership against Aids in Africa (IPAA) initiatives now underway in 3 countries
(Ethiopia, Rwanda, Burundi). IPAA has strengthened national responses to HIV/AIDS and
encouraged multisectoral action. HIV/AIDS remains a major obstacle to improvements in

child health.

The Roll Back Malaria (RBM) initiative is now underway in 7 countries (Ghana, Kenya, South
Africa, Uganda, Zambia, Tanzania, Malawi) with partial national strategies in 3 countries
(Pakistan, India and Bangladesh.) RBM places action on malaria at the centre of the international
health agenda. DFID stimulated the joint external evaluation of RBM, catalysing reforms that
increase developing country ownership and responsibility for outcomes at the country level.

DFID has influenced the establishment of the Global Fund to fight AIDS, TB and Malaria and
pledged US$ 200 million. The Fund has raised pledges of over USS$ 2 billion in total and is
providing support to more than 80 countries. The Fund will support country led plans. The
bulk of Fund investments are in Africa.

Value for Money

6. Improved value for money and effectiveness of projects in
DFID’s bilateral programme, as demonstrated by a year on
year improvement in the index of their evaluated success.

On course.

Up to the end of February 2003, annual performance scores and current risk assessments have
been entered into DFID's Performance Reporting Information System for Management (PRISM)
for 56% of the 531 bilateral projects included in the value for money baseline. There is the
likelihood that the compliance rate may increase by the end of this financial year as departments
input more scoring data, and as a spending block will be introduced from 1 October 2003 on
eligible projects which have not been scored in the previous 12 months. There is a strong
possibility that this will increase compliance rates significantly over the next 6 months.

Roll out of PRISM to departments which manage approximately 90% of bilateral spend was
achieved in May 2001. The remaining 10% have been given access to PRISM during this year
and will be included in the index from the start of the 2003/04 financial year.

Progress against the baseline set in April 2002 (24%, 56% & 81% for high, medium and low risk
projects respectively) has been steady with improvement in performance on high and low risk
projects, though a slight decrease has occurred on medium risk activities.

The Value for Money indicator calculated on commitment value gives an index of:
o 33% for high risk projects;
e 52% for medium risk projects; and

o 84% for low risk projects
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DFID has a number of other targets in its Public Service Agreement relating to improving our
performance. Progress against these is set out below:

Target Performance

Procurement

o Within one year of Office of Government Commerce
conducting a successful pilot, to adopt e-tendering from its
HQ offices.

o Following the trial use of procurement cards by DFID in the
UK, to develop a strategy for procurement of low value
items by DFID world-wide.

We have been operating a pilot scheme to use the Government Procurement Card to reduce the
administration costs of procurement and will roll out the use of the cards in headquarters
departments over the course of this year. We place all contact advertisements electronically and
participated in an e-tendering pilot scheme organised by the Office of Government Commerce
which has not yet produced an agreed programme for implementation by departments. The share
of our purchasing transactions done electronically is still very small and the target was over-
ambitious. Significant progress will require a practical system for e-tendering and e-invoicing.

e By March 2002, to manage each of DFID's ten most
strategic suppliers by a named procurement specialist.

e By March 2004, close supplier management will be in place
wherever it is appropriate to the achievement of value for
money.

DFID appointed Supplier Liaison officers for our top eight strategic suppliers. We are currently
reviewing the lessons from that initiative and will reconsider the level of contact and determining
factors for supplier selection.

e By March 2002, to define all grade A3 and above posts in
Procurement Department as key designated posts; these
staff should either hold or be studying for MCIPS.
Furthermore, 20% of Procurement Department staff should
hold procurement qualifications to at least Certificate of
Competence level.

All ‘Key Designated' posts within the department either hold or are studying towards MCIPS. The
20% target for staff holding a procurement qualification to at least certificate of competence
level, has been met but will continue to fluctuate due to staff losses. Implemented training
regimes should allow the department to cater for future staff losses and maintain or exceed this
target for the next two to three years.

Consumer focus: Prompt handling of correspondence

e Reply to 100% of all ministerial correspondence relating to
the full range of DFID activity within 15 days of receipt.

In calendar year 2002, DFID responded to 96% of ministerial correspondence within 15 days.
98% of ministerial correspondence had been answered within 15 days in the first quarter
of 2003.

o Provide an initial response, as a minimum, to all queries
received on overseas pensions within 2 weeks

Between April 2002 - February 2003, DFID responded to 27,468 of 27,489 queries within two
weeks - a success rate of 99.92%.

o reply to 95% of all written enquires (letter and email) to the
Public Enquiry Point within 15 working days;

o give full (or, if necessary, interim) replies to telephone
enquiries within 2 days.

Between April 2002 - March 2003, DFID responded to 96% of e-mails and letters within 15
working days.

Between April 2002 - March 2003, DFID responded to 97% of telephone enquiries within 2 working
days.

Managing People: Civil Service Reform

i) Toincrease diversity in the Department by March 2005.
Targets contained in DFID’s Diversity Action Plan are
disaggregated by location and staff grade. A key indicator
will be an improvement in diversity in the Senior Civil
Service (SCS):

a. to have 30% of SCS posts filled by women;

b. to have 8.3% of SCS posts filled by staff with an ethnic
minority background;

c. tohave 3.3% of SCS posts filled by staff with disabilities.

As at 1 April 2003, the position is:
21.4% of SCS posts filled by women;
8.9% of SCS posts filled by staff with an ethnic minority background

1.8% of SCS posts filled by staff with disabilities

ii) To maintain DFID’s high level of interchange in the SCS at
least at current levels (82% with experience outside the
Department and 66% with experience outside Whitehall).

Current data is not immediately available but low rates of turnover in the SCS suggest that there
has been no significant variation in the figure.

iii) To deliver a comprehensive programme of management
development training for all staff with management
responsibilities and preparation for management training
for more junior staff by the end of March 2002.

DFID's Management Development Programme (MDP) continues to be rolled out to staff on a
reqular basis across the organisation; the training now incorporates Diversity Awareness as well
as the Managing Relationships element.

The programme has so far been delivered to around 1900 staff, and the roll-out will continue until
all staff have been given the opportunity to attend. With the addition of the diversity element to
the MDP in August 2001 those staff who attended prior to this date are required to attend stand-
alone diversity training. This continues to be offered regularly in addition to the full MDP.

Band B and C Leadership Training has been available to staff who want to extend their
understanding and skills in preparation for moving to Band B. This programme is voluntary and
follows attendance at a full Band C MDP.

iv) to improve the quality of leadership through internal
benchmarking (quantitative targets to be established by
September 2001 following a first year baseline exercise).

DFID's Management Survey has been run annually since September 2001. The initial response
rates were not high enough to provide baseline targets - but the rate of response has been
improved through the electronic delivery of the Survey. The results of the 2003 Survey have yet
to be considered by DFID's Human Resources Committee.

Sickness absence and ill health retirement

17. DFID will seek to:

i) reduce sickness absence to 6.4 days per staff year (a 23.8%
reduction) by 2003, based on measures advocated in
Managing Attendance;

Sickness absence fell to 6.2 days per staff year in 2000, but, mainly due to improved recording
systems, rose again to 8.3 days per staff year in 2001. We have introduced a revised policy and
procedures on attendance management and will continue to monitor progress. We do not yet
have figures for 2002.

ii) reduce ill-health retirements to 3.72 per 1000 staff by 2005
(from 3.86 in 1999/00).

Ill-health retirements have been less that 1 per 1000 staff in 2002 and 2003 (i.e. less than 0.1%).
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Annex 3:
DFID's 2003-06 Public Service Agreement

1 From 1 April 2003, DFID will only report progress against the targets in our third Public Service Agreement,
which was agreed in the July 2002 Spending Review and which covers the period 2003/04 — 2005/06.

2. The 2003-06 PSA is accompanied by a separate document known as the Service Delivery Agreement, which sets
out what DFID will do to achieve the targets listed in the PSA. A Technical Note to the PSA provides greater
detail on individual targets and sets out how we will measure progress. These two documents are available at

www.dfid.gov.uk

3. We report progress against the PSA and SDA to HM Treasury on a regular basis. Some data to measure progress
is only published annually and so will only be updated once each year. Progress against each target is available at
www.hm-treasury.gov.uk. We publish more detailed progress reports every six months — in an ‘Autumn Performance

Report’ and in our Departmental Report, published every Spring.
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