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G l o s s ar y  o f  s e l e c t e d  t e r m s
Activities: The individual components of aid, such as projects, multi-donor sectoral support, 

contributions to multilateral organisations and technical advisers. 

Aid predictability: The extent to which disbursements promised and disbursements received 

differ during a defined period. 

Aid transparency: The extent to which full, comparable and timely information about aid, 

including activity size and aims, type of aid, future aid spending and results is available. 

Alignment of aid: Efforts by donors to base their support on their partner countries’ national 

development strategies, systems and procedures.

Civil society: The nexus between the state, the private sector and the family or household, where 

society debates and negotiates matters of common concern and organizes to regulate public 

affairs. Civil society organisations include religious organisations, trades unions, community 

associations, non-government organisations, and social movements and networks.

Fragmentation: The negative impact caused by the proliferation of many donors and/or many 

aid activities in a partner country, each with a small share of aid, and often spanning multiple 

sectors. 

Harmonisation of aid: Efforts by donors to work together to coordinate aid and share 

information to ensure that actions are transparent and collectively effective. 

Managing for results: Managing and implementing aid in a way that focuses on the desired 

results (as opposed to focusing solely on outputs) and uses information from evaluations and 

reviews to improve decision making.

Program-based approaches: Ways of delivering aid based on the principles of coordinated 

support for a partner county’s own program of development, such as a national development 

strategy, a sector-wide program or a thematic program. 

Social protection: Public and private initiatives that provide income or consumption transfers to 

the poor, protect the vulnerable against livelihood risks, and enhance the social status and rights 

of the marginalized.

Technical assistance: The provision of knowledge, services and skills and technology to the 

partner country in the form of personnel, training and research as well as funding for associated 

costs. 

Country (local) systems: Partner countries’ systems for public financial management, 

procurement, audit, monitoring and evaluation, and social and environmental assessments.
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E x e c u t i v e  s u m m ar y
This is the second annual review of the development effectiveness of the Australian aid 

program. It draws largely on Australian aid program performance data from 2007-08. These 

annual reviews provide the Australian public with a balanced but frank assessment of the 

results of their aid program and identify areas where effectiveness could be strengthened. 

There are few comparable reports of this nature – either domestically or internationally. Only 

one other bilateral aid donor, the Netherlands, regularly produces such a review. These reviews 

also aim to promote better understanding of the challenges of reducing poverty and promoting 

sustainable development in the countries where Australia’s aid program operates. 

This annual review of development effectiveness was written against the background of 

two major developments that underline the importance of continued efforts to strengthen 

the effectiveness of aid. The global recession will increase the significance of aid for many 

developing countries, which face lower growth, reduced access to finance, and risks to poverty 

reduction efforts. At the same time, Australia is planning to scale up its aid program in line 

with government commitments. To maximise Australia’s contribution to better development 

outcomes, ongoing efforts to strengthen the quality of aid must be maintained.

Operating environment

During the past twenty-five years there has been an unprecedented reduction in poverty, with 

progress during the period 2002-05 greater than in any other period in history. Currently the 

Millennium Development Goal to reduce the proportion of people living in poverty is on track 

to be met by 2015. Nevertheless, this progress has not been broad-based and 1.4 billion people 

are still living in extreme poverty. Much of the improvement is accounted for by China. Globally 

the number of people living just above the poverty line has increased to 1.2 billion—900 million 

of whom are in the Asia-Pacific region. The impact of the global recession on poverty numbers 

is not yet known, and while projections show that poverty rates will still fall in 2009, this is 

expected to be at a much slower pace.  This may mean that some countries do not reach their 

poverty reduction target. Progress towards other Millennium Development Goals to improve 

health, education and the environment has been mixed.  

The global recession is adversely affecting developing countries, and its impacts will vary across 

countries. For many developing countries, sources of external finance will contract, and slower 

economic growth will reduce government revenues, giving greater impetus to the case for more 

and better aid. 

In 2008, international donor commitments to increase aid flows were reiterated at two major 

events—the United Nations High-Level Event on Millennium Development Goals and the 

International Conference on Financing for Development in Doha. Efforts to improve the 

quality of aid have had mixed success. At the 3rd High Level Forum on Aid Effectiveness held 
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in Accra in September 2008, donors, including Australia, and developing countries reinforced 

their commitment to the principles of the Paris Declaration on Aid Effectiveness and agreed to 

accelerate action to address major challenges facing the delivery of aid.

Australian aid in 2007-08

The Australian aid program was $3.173 billion or 0.3o per cent of gross national income in 

2007-08. Around 30 per cent of this went to Papua New Guinea and the Pacific, with slightly 

more going to Indonesia and East Asia. The significance of Australian assistance in terms of its 

size relative to partner countries’ economies and other donors’ contributions varies; in general 

Australian aid is much more prominent in Papua New Guinea and the Pacific island countries. 

The government’s commitment in early 2008 to Pacific Partnerships for Development reflects 

an enhanced appreciation of the role of Australian aid in these countries.

The aid program is set to be scaled up in line with the Australian Government’s commitment 

to increase official development assistance to 0.50 per cent of gross national income by 2015-16. 

The planned increases in Australian aid provide the opportunity for Australia to scale up its 

impact on poverty reduction in the region and elsewhere, but this needs to be underpinned by 

continued attention to effectiveness if the full potential is to be realised.

The performance of Australian aid in 2007-08

Overall, the aid program performed well in 2007-08, with 86 per cent of aid activities on 

track to meet their objectives—well above the 75 per cent program target. These activities are 

achieving a wide range of results. Quality tends to be better in technical sectors—for example, 

economic governance and infrastructure—than in the more demanding service delivery areas 

such as health. But across the program there is scope for improvement, particularly in terms of 

the sustainability of the results achieved.

Translating activity-level results into sustainable outcomes at country and sector levels is 

proving to be more difficult; in part because the information systems that are able to detect such 

changes are still being developed. This is also the experience of other donors. The importance 

of a positive policy and institutional environment in partner countries to the effectiveness of 

Australian aid is well understood. But the evidence available to this year’s review points to 

three other factors that can increase the likelihood of Australian aid contributing even more 

effectively to lasting development outcomes in partner countries.

Strong ownership of the reform agenda by local stakeholders is essential; aid activities that do >>

not establish the necessary base of support in partner countries have little chance for success.

Clarity about the role and contribution of Australian aid is important; both the role and >>

contribution must be realistic and based on a sound understanding of the operating 

environment and the priorities for support.

The type of aid provided and how it is provided also matter; both need to be well matched to >>

partner country needs and conditions and be capable of adapting as opportunities arise.
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Aid management and delivery

Australia is changing the way it manages and delivers aid to improve its effectiveness and to 

reflect international as well as Australia’s own experience. This involves a move from a heavy 

dependence on stand-alone projects to approaches that are more closely owned by partner 

countries, aligned with their systems and harmonised with other donors. There are many 

examples of where the aid program is successfully adopting these new ways of working and 

the recent peer review of the Australian aid program by the OECD Development Assistance 

Committee commented positively on progress in this regard.

Nevertheless, there is a need to maintain the pace of these reforms. Particular areas for 

attention include:

strengthening the aid program’s approach to policy dialogue with partners>>

moving more consistently towards program-based approaches to delivering aid>>

developing approaches to risk management that are more suited to the newer ways of >>

working, particularly delivering assistance through partner country systems and processes.

The aid program also needs to provide more predictable and focused support as well as strike 

a balance between large, multi-year programs and small, responsive activities that provide an 

opportunity to experiment and develop partnerships. Nevertheless scaling up should be based 

primarily on larger activities rather than a larger number of activities.

Scaling up effectively in a changing global environment

To meet the challenges of an expanding aid program as well as the demands emerging from the 

deteriorating environment for development, action is required on three fronts.

1. Ensure the aid program protects gains in poverty reduction

Australia can play a leadership role in helping partner countries in the Asia-Pacific region to 

identify the implications of, and respond to, the global recession, particularly to prevent the 

poor and near poor slipping into deeper poverty. The responses are likely to include:

short-term measures to protect the poor and vulnerable, such as social protection programs >>

and finance for essential public services.

investing to establish the longer term conditions for broad-based economic growth and >>

employment of the poor.

Such responses may require the aid program to readjust plans and provide assistance in some 

areas where it has had limited experience. It would be timely to strengthen the evidence base 

on the effectiveness of aid designed to protect the vulnerable and promote pro-poor economic 

growth and employment.
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2. Update the aid program’s operational framework

The Australian aid program would benefit from a more systematic approach to the way aid is 

delivered that embeds effectiveness principles and draws on Australia’s own experiences. This 

would require the aid program’s operational framework to be updated to:

set clear directions and criteria for determining the way aid should be delivered and when >>

and how to work more closely with partner countries, including delivering more aid through 

partners’ systems as circumstances permit

provide guidance on risk management to support the new ways of working>>

allow for more predictable funding levels to partner countries>>

apply a more rigorous approach to selecting programs and consolidating program portfolios, >>

and to reduce the number of small-to-medium-sized activities.

This is a challenging agenda, with implications for capacity and skills in areas such as policy 

analysis, public financial management and risk management.

3. Redefine engagement with civil society

Communities and civil society organisations can be important in delivering basic services, 

increasing government accountability, broadening ownership of the development process and 

making government systems work better for the poor. The aid program needs to gain a better 

understanding of ways to engage effectively with communities and civil society organisations to 

inform program strategies.

These three fronts suggest further work for AusAID as well as the Office of Development 

Effectiveness. In addition to completing a major review of service delivery, the Office of 

Development Effectiveness will commence analyses on vulnerability, pro-poor growth and 

employment, and engaging with civil society organisations. A system to monitor progress in 

implementing changes in aid delivery, with the aim of tracking progress against the principles 

of the Paris Declaration on Aid Effectiveness, will be pursued. For AusAID to sustain its 

commitment to changes in the way aid operates will require a better evidence base on what is 

working as implementation proceeds. The Office of Development Effectiveness will provide 

ongoing support in this area.
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C h a p t e r  1 :  I n t r o d u c t i o n
This is the second annual review of the development effectiveness of the Australian aid program 

produced by the Office of Development Effectiveness (ODE), a team within AusAID that is 

separate from program management.1 These annual reviews provide the Australian public 

with a balanced but frank assessment of the results of their aid program and identify areas 

where effectiveness could be strengthened. There are few comparable reports of this nature 

– either domestically or internationally. Only one other bilateral aid donor, the Netherlands, 

regularly produces such a review. These reviews also aim to promote better understanding of the 

challenges of reducing poverty and promoting sustainable development in the countries where 

Australia’s aid program operates, many of which are fragile states. 

This annual review draws largely on Australian aid program performance data from 2007-08 

and was written against the background of two major developments that underline the continued 

importance of efforts to enhance development effectiveness. The first of these is the global 

recession. While the implications for individual developing countries vary, the overall prospects 

of slower or negative economic growth and increasing poverty make an even stronger case for 

aid that can deliver greater value. The second development is the scaling up of the Australian aid 

program in line with the Australian Government’s commitment to increase official development 

assistance (ODA) to 0.50 per cent of gross national income by 2015-16.  

The 2007 review found that half of Australia’s country and regional spending on aid went to 

fragile states in the Asia-Pacific region - a function of Australia’s geography and national interest. 

International evidence shows that results are more difficult to achieve in these environments. 

The 2007 review found that overall, individual activities were well managed and achieving a wide 

range of results, but it was difficult to determine whether these activities were leading to broader 

change; in large part because systems to identify such changes were still being developed. The 

review identified areas where efforts to improve the effectiveness of the Australian aid program 

could be focused. Progress in these areas is highlighted in Box 1.

1	 The first annual review was tabled by the Australian Government in March 2008 and covered the 2006-07 financial 
year see Office of Development Effectiveness, Annual review of development effectiveness 2007, Australian Agency for 
International Development, Canberra, 2007, <www.ode.ausaid.gov.au/news/news01.html>.
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The 2008 review builds on the previous one, drawing on a wider range of evidence generated 

by the aid program’s new performance assessment systems and on analyses and evaluations of 

the program conducted by ODE and others. Although it will take time for the new assessment 

systems to become fully operational across the entire program, they are providing initial 

evidence about the factors that are likely to increase the effectiveness of Australian assistance. In 

preparing the review an outline and a draft version were commented on by an external group of 

international experts2 and the Development Effectiveness Steering Committee.3

Box 1: Progress on issues identified in the 2007 annual review of development effectiveness

The five areas requiring improvements in aid effectiveness that were identified in the 

2007 review of development effectiveness need sustained attention in the long term and, 

to varying degrees, are discussed further in this review. Action taken in these areas will 

continue to be assessed by ODE. Actions taken during 2008 are discussed below.

Broadening engagement with fragile states

Engagement with Papua New Guinea and small Pacific island countries was broadened 

through the new Pacific Partnerships for Development. This included collaboration 

between AusAID and Pacific countries to produce Tracking development and governance in 

the Pacific,4 compiled to inform partnerships and allow for joint monitoring. Joint work 

with the Government of East Timor on East Timor’s experience with international aid to 

inform the 3rd High Level Forum on Aid Effectiveness held in Accra in September 2008 

led to East Timor becoming a pilot country for monitoring international good practice in 

engaging with fragile states. ODE commenced major evaluations of service delivery in fragile 

environments, focusing on health, education, and water supply and sanitation. 

Supporting reform in the larger economies of Asia

ODE completed an assessment of future support to Indonesia and the Philippines, looking 

at where Australian aid influenced policy change and drawing broad conclusions about 

the focus of future, expanded Australian aid to these countries, as well as areas for further 

analysis.5

2	 The external group was Howard White, Executive Director of the International Initiative on Impact Evaluation 3ie, 
Richard Manning, former chair of the OECD Development Assistance Committee, and Michael Flint, aid effectiveness 
expert and co-author of the 2002 effectiveness review of the United Kingdom’s Department for International 
Development. 

3	 The Development Effectiveness Steering Committee is chaired by the Director General of AusAID and is comprised of 
Deputy Secretaries from the departments of the Prime Minister and Cabinet, Finance and Deregulation, Foreign Affairs 
and Trade, and the Treasury.

4 	 AusAID, Tracking development and governance in the Pacific, Australian Agency for International Development, Canberra, 
August 2008, viewed January 2009, <http://www.ausaid.gov.au/publications/pdf/track_devgov.pdf>.	

5 	 Office of Development Effectiveness, Assessment of future support to Indonesia and the Philippines, Australian Agency for 
International Development, Canberra, 2009, forthcoming.	
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Performance orientation

A new performance assessment and evaluation policy was implemented. Under the policy, 

annual performance reporting was rolled out across the aid program, and quality-at-entry 

reporting for aid activities was introduced. ODE conducted a number of analyses of these 

processes, including quality assessments of annual program performance reports and 

independent completion reports and a spot check of quality-at-implementation ratings. 

Performance orientation is discussed more fully in Appendix A.

Getting the most from technical assistance

Work on making technical assistance more effective is ongoing, with work in 2008 focused 

on improving AusAID’s understanding of and approaches to capacity development, a 

key objective of most technical assistance interventions. This included capacity-building 

showcases held in Port Moresby and Canberra to consider recent AusAID-funded and 

commissioned research on capacity development and technical assistance. The Making a 

Difference Program, a 6-day workshop for advisors and counterparts, continued in Papua 

New Guinea and Solomon Islands and was extended to Vanuatu. 

Meeting gender equality commitments

ODE completed a major evaluation of violence against women in Melanesia and East Timor 

in November 20086 and an advisor on violence against women was recruited to AusAID’s 

Gender Unit to coordinate implementation of the evaluation’s recommendations. Tailored 

gender training was developed for staff based in Canberra and overseas, and a gender 

capacity coordinator was recruited to manage the rollout of this training. New reporting 

and accountability processes are being introduced, allowing program areas to monitor 

performance on meeting gender equality principles. The 2008 OECD DAC Peer Review 

found that gender was well integrated into the program, backed by strong leadership from 

senior management and appropriate resources.

6	 Office of Development Effectiveness, Violence against women in Melanesia and East Timor: Building on Global and Regional 

Promising Approaches, Australian Agency for International Development, Canberra, 2008 <http://www.ode.ausaid.gov.au/
publications/pdf/vaw_cs_full_report.pdf>.	
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c h a p t e r  2 :  T h e  o p e ra t i n g 
e n v i r o n m e n t  o f  t h e  A u s t ra  l i a n  
a i d  p r o g ra  m
This chapter presents the broader context in which the aid program operates. It starts by 

reviewing international progress in reducing poverty and considers recent challenges to 

continued progress. It then reflects on the latest developments in international aid and efforts to 

increase its effectiveness. Finally, the implications of the operating environment for Australian 

aid are discussed.

Progress in reducing poverty 

In 2000 the international community signed up to the Millennium Development Goals 

(MDGs). The first of these, MDG 1, is to halve by 2015 the proportion of people living in 

extreme poverty—defined as those living on less than US$1 a day. At the halfway mark the 

world was on track to meet the 2015 target, with the incidence of extreme poverty in the 

developing world expected to fall from 41.7 per cent in 1990 to 16.9 per cent by 2015.7 New 

research indicates that previous estimates of global poverty undercounted the absolute number 

of people living in poverty by some 400 million, implying that 1.4 billion people were living 

in extreme poverty in 2005.8 Nevertheless, the same research concluded that the progress in 

reducing poverty has been greater between 2002 and 2005 than in any other period.9

But the gains are fragile. Firstly, progress has not been even. Reductions in global poverty have 

been concentrated in East Asia—due mostly to China’s success (Figure 1). Moreover, progress 

towards other MDGs for health, education, gender, and water supply and sanitation has been 

mixed. Overall both Sub‑Saharan Africa and the Pacific are off track to meet many of the MDGs, 

although within those regions some countries are fairing better than others.10 

Secondly, despite the progress in reducing the proportion of people living in extreme poverty, 

the world has been less successful in addressing poverty more broadly. The number of people 

living just above extreme poverty—on more than $US1 but less than $2 a day—has increased to 

1.2 billion (Figure 2). In East and South Asia, about 900 million people fall into this category.11

7	 S Chen & M Ravallion, The developing world is poorer than we thought, but no less successful in the fight against poverty, Policy 
Research Working Paper 4703, World Bank, Washington DC, August 2008, p. 19. 

8	 Chen & Ravallion, p. 19.
9	 Chen & Ravallion, p. 20.
10	 For a discussion of progress towards the MDGs in the Asia-Pacific region, see Appendix B.
11	 Chen & Ravallion, p. 22.
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Finally, the deterioration in the global economic environment resulting from the global 

recession and recent food and fuel price volatility threatens to undermine progress of the past 

decade. Evidence suggests that human development outcomes deteriorate more quickly during 

growth decelerations than they improve during growth accelerations. Experience from the Asian 

financial crisis highlights just how vulnerable poverty reduction in many developing economies 

is to such shocks (Box 2). The World Bank estimates that up to 90 million more people will fall 

below the extreme poverty line in 2009 alone, primarily due to reduced employment, incomes 

and remittances.12 The World Bank also forecasts that an extra 200,000 to 400,000 infants will 

die every year in developing countries if the current recession persists.13 This comes on top of 

the effects of high food and fuel prices in 2008.

Figure 1: Regional distribution of people living on less than US$1 a day

Source: S Chen & M Ravallion, The developing world is poorer than we thought, but no less successful in the fight against poverty, 
Policy Research Working Paper 4703, World Bank, Washington DC, August 2008, p. 33.

12	 World Bank Global Monitoring Report 2009 World Bank, Washington DC, 2009  
http://siteresources.worldbank.org/INTGLOMONREP2009/Resources/5924349-1239742507025/GMR09_overview.pdf     

13	 World Bank Crisis Hitting Poor Hard in Developing World, Bank Says Press Release No:2009/220/EXC viewed April 2009 
<http://go.worldbank.org/PGNOX87VO0>. 
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Figure 2: Population living on between US$1.25 and US$2 a day

Source: S Chen & M Ravallion, The developing world is poorer than we thought, but no less successful in the fight against poverty, 
Policy Research Working Paper 4703, World Bank, Washington DC, August 2008, pp. 35-6.

Box 2: The impact of the Asian financial crisis on poverty in Indonesia

The rapid shift of people from just above extreme poverty into extreme poverty was most 

evident in Indonesia during the Asian financial crisis in the late 1990s. Recent evidence 

indicates that extreme poverty more than trebled in the year of the crisis (1997), particularly 

as a consequence of the spike in food prices relative to the prices of other goods.14 While 

Indonesia subsequently achieved a sharp rebound in living standards, the effects of the 

downturn were not short-lived; five years after the crisis the number of people living in 

extreme poverty was still more than double the pre-crisis level.

14	 M Ravallion & M Lokshin, ‘Lasting impacts of Indonesia’s financial crisis’ Economic Development and Cultural Change  
56 pp. 27-56, University of Chicago, Illinois, 2007.	
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The global economic environment

The global economy is experiencing unprecedented challenges due to the global recession. 

World Bank forecasts released in June 2009 indicate that world economic growth will contract 

by 2.9 per cent in 2009, compared to 1.9 per cent positive growth in 2008. Excluding China 

and India, growth in the rest of the developing world is expected to contract by 1.6 per cent in 

2009, with a forecast drop in per capita income of 0.6 per cent. While there are some tentative 

signs of recovery, the global recession is proving deeper than previously expected, and there 

remain significant risks to poverty reduction efforts. 

There has already been a sharp reduction in international financial flows to developing 

countries. Private financial flows to developing and emerging market economies halved in 2008 

compared to 2007 and are expected to fall to US$165 billion in 2009, compared to 2007 levels 

of US$928 billion.15 The fall in overall flows may mean severe balance of payments problems 

for some developing countries in the near future, necessitating structural adjustment and a 

sharp reduction in government expenditure. Lower foreign direct investment (a key source 

of technological transfer and growth) and international lending are also reducing overall 

investment levels in developing countries which will constrain future growth potential. Funding 

for infrastructure in particular – both for new building and maintenance of the existing stock 

– is coming under pressure and this will exacerbate infrastructure bottlenecks in developing 

countries.16 

World trade is expected to contract in 2009 in the face of falling global demand and restricted 

access to short-term credit for trade finance.17 Developing countries’ volume of trade financing 

dropped 18 per cent in the last quarter of 2008.18 For many developing countries, these 

problems are exacerbated by the longstanding lack of progress in gaining access to developed 

country markets for their agricultural exports—the failure of the Doha Round of trade 

negotiations in 2008 being the latest demonstration of this.19 Declining commodity prices will 

affect developing countries that rely heavily on exports of primary products. In Papua New 

Guinea, recent price falls could reduce both agricultural and mining and oil export income by 

15	 World Bank Global Development Finance: Charting a Global Recovery, World Bank, Washington, 2009, viewed June 2009 
<http://siteresources.worldbank.org/INTGDF2009/Resources/gdf_combined_web.pdf>

16	 These impacts were displayed in the 1997 crisis when the East Asian “tiger” economies significantly reduced 
infrastructure investment. This contributed to sustained decline in economic growth over the following years; severe 
infrastructure backlogs emerged which slowed the recovery and reversed some of the gains made in poverty reduction.

17	 DW te Velde, Effects of the global financial crisis on developing countries and emerging markets: policy responses to the crisis, 
conference note, INWENT/DIE/BMZ conference, Berlin, 11 December 2008, Overseas Development Institute, London, 
December 2008.

18	 International Monetary Fund The Implications of the Global Financial Crisis for Low-Income Countries IMF, Washington DC, 
2009 viewed March 2009 <http://imf.org/external/pubs/ft/books/2009/globalfin/globalfin.pdf>. 

19	 The Doha Development Round of trade negotiations is the current round of the World Trade Organization, which 
commenced in November 2001. Its objective is to lower trade barriers around the world. The most recent negotiations, in 
July 2008, broke down after failing to reach a compromise on agricultural import rules.
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25 per cent in 2009.20 Economies in the Pacific that depend on revenues from tourism and 

remittances are also likely to suffer as a result of the slowdown in rich economies. At the global 

level, the IMF is forecasting remittances to contract in 2009 as incomes and employment 

prospects for migrant workers increasingly come under pressure with the onset of recessions in 

host countries. For some of these countries, remittances are one of the most important sources 

of finance, particularly so for the poorest segments of society. Governments in countries that 

rely on offshore investments for revenue – Kiribati and Tuvalu, for example – are also facing 

fiscal problems as a result of falls in the value of these assets.21

These problems add further pressure on many developing economies already weakened 

by recent high fuel and food prices. Crude oil prices reached an all-time high of US$147 a 

barrel in July 2008,22 which translated into record fuel prices, while world food prices rose by 

approximately 50 per cent from September 2006 to September 2008.23 Globally, the higher 

food and fuel prices have cost consumers about US$680 billion, and resulted in significant 

macroeconomic instability for many countries.24 Poverty has increased as a result of these price 

rises. Poor households tend to spend 50 per cent or more of their income on food and the World 

Bank estimates that rising food prices between 2005 and the beginning of 2008 alone may have 

increased the poverty headcount by between 130 million and 155 million people.25 Higher food 

prices in 2008 may have increased the number of children suffering permanent injury from 

malnutrition by 44 million.26

Although world fuel and food prices have declined significantly in recent months, the effects 

of the high prices continue to be felt on wages and employment as inflation works through 

the developing economies. Moreover, in many developing countries the spike in the cost of 

food and fuel imports reduced the fiscal strength of governments, limiting their capacity to 

implement targeted policy responses to the global recession. Food prices are unlikely to return 

to their pre-spike levels in the long term, and greater price instability for both food and fuel can 

be expected in the future. 

20	 Asian Development Bank, Navigating the global storm: a policy brief on the global financial crisis, Pacific Study Series, Asian 
Development Bank, Manila, 2008, pp. 18-19.

21	 Asian Development Bank, pp. 9-12.
22	 World Bank, Rising food and fuel prices: addressing the risks to future generations, Washington, DC, October 2008, p. 2.
23	 Food and Agriculture Organization of the United Nations, Food price indices, viewed 27 November 2008, <http://www.

fao.org/worldfoodsituation/FoodPricesIndex/en/>.
24	 World Bank, Global economic prospects: commodities at the crossroads 2009, Washington, DC, January 2009, p. 11, viewed 

January 2009, <http://siteresources.worldbank.org/INTGEP2009/Resources/10363_WebPDF-w47.pdf>.
25	 World Bank, Global economic prospects, pp. 11-12. As a result of food price increases, the annual cost of lifting the incomes 

of all of the extreme poor to the international poverty line of US$1 a day increased by US$38 billion, or 0.5 per cent of the 
gross domestic product of developing countries.

26	 World Bank, Global economic prospects, p. 12.
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The severity and the duration of the impacts from these shocks on developing countries are 

uncertain. But two observations can be made at this stage. First, initial suggestions that the 

impact of the global recession might be limited to developed countries have proved to be wrong; 

developing countries are suffering. Second, the effects on individual developing countries 

will differ and are not well understood. This has created an important role for international 

assistance—to help individual developing countries understand the implications of the global 

recession and design appropriate policy responses.

It is also clear that for many developing countries development assistance will assume 

even greater importance as other sources of external financing contract or disappear, giving 

greater impetus to the case for both more and better aid. The next section reviews the latest 

developments in international aid and progress in improving aid quality.

The aid environment

Scaling up in a changing aid architecture 

International aid volumes have steadily increased over the past decade, after stagnation during 

the 1990s. The increase in the period 2002–05 largely reflected debt relief, which is critical to 

enabling highly indebted poor countries to focus on future investments and priority spending. 

However, the upward trend stalled in 2006-07 and donor commitments made at the 2005 

G8 summit in Scotland to increase aid by US$50 billion by 2010 will not be met without a 

substantial increase.27

Positive signs of a continued international commitment to aid were provided at two important 

events during 2008. In September, the United Nations High-Level Event on the Millennium 

Development Goals provided governments, the private sector, non-government organisations 

(NGOs) and civil society the opportunity to reaffirm their commitments to achieving the 

MDGs. Outcomes included US$16 billion in new pledges, including US$1.6 billion for food 

security, US$4.5 billion for education and US$3 billion for malaria-reduction initiatives, and 

the planning of an MDG summit in 2010 to assess progress.28 At the Follow-up International 

Conference on Financing for Development held in Doha in December, UN member states 

acknowledged the profound changes in the international economic context since 2002 and 

the key steps needed to accelerate development outcomes. In particular, they highlighted the 

challenges posed by the global recession and climate change.29 In April 2009, G-20 members, 

27	 An increase of almost US$30 billion would be needed to meet these commitments. (OECD Development Assistance 
Committee, Scaling up: aid fragmentation, aid allocation and aid predictability, Report of 2008 Survey of Aid Allocation 
Policies and Indicative Forward Spending Plans, May 2008, p. iv, viewed 6 December 2008, <www.oecd.org/document/3
0/0,3343,en_2649_33721_40638238_1_1_1_1,00.html>).

28	 United Nations, Commitments for achieving the Millennium Development Goals, viewed 25 November 2008, <http://
www.un.org/millenniumgoals/2008highlevel/commitments.shtml>.

29	 United Nations, Outcome of the Follow-up International Conference on Financing for Development to Review the 
Implementation of the Monterrey Consensus, viewed February 2009, <http://www.un.org/esa/ffd/doha/outcome.htm>.
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including Australia, recognised that the global recession will impact disproportionately on the 

vulnerable in the poorest countries and that there is a collective responsibility to mitigate its 

social impact. 

The past decade has also seen a marked increase in the number of actors involved in 

development, including specialised agencies (known as ‘vertical’ funds) and the private 

sector (comprised of non-government and philanthropic organisations), and the emergence 

and increased profile of bilateral donors that are not members of the OECD Development 

Assistance Committee (such as China). As a group these ‘non-traditional actors’ are providing 

significant additional resources for development, but are also doing so in different ways. Much 

of the assistance from ‘vertical’ programs and the private sector is delivered outside of official 

structures, while aid from some non-traditional donors operates outside arrangements agreed 

by existing donors.

Efforts to improve the quality of aid

Efforts by both donors and developing countries to improve the quality and effectiveness of 

aid were formalised when the Paris Declaration on Aid Effectiveness was signed in 2005. The 

2008 global monitoring survey of the implementation of the Declaration points to progress in 

improving the fit between the national priorities of developing country governments and the 

programs supported by donors in those countries.30 The proportion of aid that is untied also 

increased from 75 per cent in 2005 to 88 per cent in 2006,31 offering the prospect of better value 

for money through greater competition. 

But challenges remain. The growth in the number of international development actors has 

significantly increased the need for better coordination. Even if only the OECD Development 

Assistance Committee and multilateral donors are considered, a 2008 survey of aid allocation 

found that 38 developing countries each had 25 or more donors in 2005-06; in 24 of these 

countries, 60 per cent or more of the donors collectively accounted for less than 10 per cent of 

total aid.32 Donors providing small amounts of aid through many separate projects can lead to 

fragmentation and high transaction costs. Furthermore, trends indicate that the number of aid 

activities has increased while the average value has declined.33 According to the OECD, more 

than 60 000 aid projects were active in 2005, with 85 per cent of these projects costing less 

than US$1 million each.

30	 OECD, Better aid—2008 survey on monitoring the Paris Declaration: making aid more effective by 2010, Organisation for 
Economic Co‑operation and Development, Paris, 2008, viewed January 2009, <www.oecd.org/dataoecd/58/41/41202121.
pdf>. See also Appendix C.

31	 Australia fully untied all of its ODA in 2006.
32	 OECD Development Assistance Committee, Scaling up: aid fragmentation, aid allocation and aid predictability, Report of 

2008 Survey of Aid Allocation Policies and Indicative Forward Spending Plans, May 2008, p. vi, viewed 6 December 
2008, <www.oecd.org/document/30/0,3343,en_2649_33721_40638238_1_1_1_1,00.html>.

33	 H Kharas, Trends and issues in development aid, Working Paper 1, Wolfenson Center for Development, Brookings 
Institution, Washington, DC, November 2007, p. 17.
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Predictable aid is important in helping developing country governments to plan and implement 

their policies. The costs of unpredictable aid can be significant; shortfalls can force partner 

countries into unplanned deficit and to cut investments in physical and human capital, while 

windfalls can encourage unsustainable consumption expenditure by government. Historically, 

the amount of aid disbursed to developing countries has differed widely from the amount 

promised, particularly for the poorest and most aid-dependent countries. From 1990 to 2005 

annual aid to Sub‑Saharan Africa deviated from actual commitments by an average of 3.4 per 

cent of the partner country’s gross domestic product.34 Recent survey data suggest that donors 

are getting better at fulfilling their aid commitments for a given year. However, the results also 

show scope to improve predictability in the medium and longer term by providing more reliable 

information about future commitments.35

Progress in providing aid in ways that strengthen local systems has been limited. Work is 

still required to reduce the number of parallel implementation units established by donors 

in partner countries and to make greater use of partner countries’ own systems. The 2008 

monitoring survey found that there was generally no relationship between the quality of public 

financial management in partner countries and donors’ willingness to use these systems. 

International commitment to improve aid quality and effectiveness was reinforced in Accra in 

September 2008 at the 3rd High Level Forum on Aid Effectiveness.36 Donors and developing 

countries agreed to accelerate action to address major challenges facing aid delivery by, for 

example, broadening the concepts of ownership beyond central governments, increasing the 

use of local systems for aid delivery to increase ownership and sustainability of development 

processes, reducing aid fragmentation through a more explicit division of labour among donors, 

and providing more transparent and predictable aid.

34	 O Celasun & J Walliser, ‘Predictability of aid: do fickle donors undermine aid effectiveness?’ Economic Policy, vol. 23, 
no. 55, July 2008, p. 557.

35	 World Bank & International Monetary Fund, Global monitoring report 2008—MDGs and the environment: agenda for 

inclusive and sustainable development, World Bank, Washington, DC, 2008, p. 105. Note that Australia has consistently met 
its aid commitments.

36	 See Appendix C.
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Implications for Australian aid

Australia has an important role to play in ensuring that the poorer, smaller and more fragile 

developing countries in the Asia-Pacific region are not neglected in the international response 

to the global recession. As sources of external finance contract, aid will become increasingly 

important to these countries. However, increased aid flows may be directed through the 

international financial institutions to middle-income and emerging markets to address systemic 

problems arising from the global recession, and overlook the poorer and less internationally 

integrated economies.37 

To address this, Australian technical expertise can assist partner countries in the region to 

identify the implications of the global recession and develop appropriate policy responses. In 

particular, there is a strong case for pro-poor measures to protect the development gains of 

the past decade. Having helped to identify appropriate measures, the Australian aid program 

should also be in a position to support them. World Bank research demonstrates that economic 

shocks can create persistent poverty across generations unless short-term assistance is directed 

to the poorest among those whose livelihoods are under threat.38 This may require the program 

to operate in different ways and to provide assistance for activities with which it has limited 

experience, such as social protection programs. As a lead donor in the region, Australia also has 

a role to promote the appropriate implementation of the effectiveness principles agreed in Paris 

and reaffirmed in Accra.

37	 A Mold et al ‘Fall out from the financial crisis (3): will aid budget fall victim to the credit crisis?’ Policy Insights no.85 
OECD Development Centre, December 2008.

38	 M Ravallion, Bailing out the world’s poorest, Policy Research Working Paper 4763, World Bank, Washington, DC, October 
2008, p. 5.
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c h a p t e r  3 :  T h e  A u s t ra  l i a n  a i d 
p r o g ra  m  i n  2 0 0 7 - 0 8
This chapter describes the Australia’s aid program, including its geographic allocation and 

sectoral allocation and the proportion of Australian aid directed to multilateral organisations 

and non-government organisations. The future directions for Australian aid are also considered.

Aid volume

In 2007-08 Australia’s ODA rose to $3.173 billion from approximately $3 billion in 2006-07, 

equivalent to 0.30 per cent of Australia’s gross national income. AusAID was responsible for 

managing about 86 per cent of the ODA, approximately $2.73 billion.

Preliminary OECD DAC figures for the calendar year 2008 show that the total ODA of DAC 

members was US$119.8 billion, 0.30 per cent of the combined gross national income of DAC 

economies (‘DAC total’ in Figure 3). The comparable figure for Australia’s ODA is slightly above 

this total, but below the ‘DAC average country effort’, which is the average of individual ratios of 

ODA to gross national income for DAC members.

Figure 3: Ratios of official development assistance to gross national income

Note: The 2008 results are preliminary. In calendar year 2008, Australian aid was 0.34 per cent of GNI.
Data source: OECD DAC CRS database, accessed October 2008, <http://stats.oecd.org/WBOS/Index.
aspx?DatasetCode=CRSNEW>.
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Global progress in implementing the Paris commitments

A number of recent reports by the OECD DAC and others that measure global progress in 

implementing the Paris commitments indicate that, unless efforts are greatly increased, 

international commitments and targets for improving the quality of aid will not be met by 2010 

as envisaged in the Paris Declaration. 

The OECD 2008 survey on monitoring the Paris Declaration indicates that several indicators 

are off track to meet their targets (Figure C1). Those most seriously off track include the use of 

country systems and program-based approaches (indicators 5 and 9), the use of joint missions 

and joint analytical work (indicator 10), monitoring of progress (indicator 11) and mutual 

accountability mechanisms (indicator 12). 

Figure C1: Progress of 33 countries towards 2010 targets in the Paris Declaration, as at 2007

Note: Grey = off track; Light blue = feasible to achieve 2010 targets (but much accelerated progress required); Dark blue = on 
track.
Source: OECD, Better aid—2008 survey on monitoring the Paris Declaration: making aid more effective by 2010, 
Organisation for Economic Co‑operation and Development, Paris, 2008, p. 22, viewed January 2009, <www.oecd.org/
dataoecd/58/41/41202121.pdf>.
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Australia’s progress in implementing the Paris commitments

According to the 2008 survey on monitoring the Paris Declaration, Australia was performing 

comparatively well on the harmonisation agenda, including the use of common procedures with 

other donors and shared analysis. Australia is also better positioned on mutual accountability 

than many other donors as a result of the Pacific Partnerships for Development, which includes 

a commitment to mutual respect and responsibility. At the same time, Australia was below the 

global average for aid flows recorded in partner governments’ budgets, technical assistance 

implemented through coordinated and aligned programs, the use of partner country financial 

management and procurement systems, and the proportion of aid disbursed in the year for 

which it was scheduled. 

However, it is important to note that the results of the monitoring survey do not tell the 

whole story. Despite the usefulness of the survey as a monitoring tool, it has a number of 

acknowledged methodological issues affecting the findings, such as its reliance on unchecked 

self-assessments. Also, in Australia’s case, only some of Australia’s partner countries 

participated in the 2006 and 2008 surveys, which compromises conclusions about Australia’s 

performance. 

Finally, Australia provides more aid to fragile states as a proportion of total aid than any other 

DAC donor. The Paris Declaration recognises that aid effectiveness principles need to be 

adapted in such environments.
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A b b r e v i at i o n s
AIDS	 Acquired Immune Deficiency Syndrome

AusAID	 Australian Agency for International Development

DAC	 OECD Development Assistance Committee

HIV	 Human Immunodeficiency Syndrome

MDGs	 Millennium Development Goals

PNG	 Papua New Guinea

ODA	 official development assistance

ODE	 AusAID’s Office of Development Effectiveness

OECD	 Organisation for Economic Co-operation and Development

RAMSI	 Regional Assistance Mission to Solomon Islands

UK	 United Kingdom

UN	 United Nations

US	 United States
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