EXECUTIVE SUMMARY


A growing private sector, which is more inclusive of the poor, and more responsive to the

needs of the poor is critical to meeting the poverty reduction targets enshrined by the

MDG’s; to which AusAID is committed. In working towards this the private sector is

increasingly being seen by development agencies as being a more active and direct partner in the development process. Challenge funds have emerged in recent years as a new aid instrument and modality which can be used in support of working with the private sector in a more direct partnership approach.

The ECF was conceived and designed in this context and represented a fairly new departure for AusAID at the time. The ECF, managed by Coffey International Development, opened its doors for business in July 2007 and is scheduled to run for six years. The ECF is currently operational in the following nine countries: Cambodia, Laos, Eastern Indonesia, Southern Philippines, East Timor, Papua New Guinea (PNG), Solomon Islands, Fiji and Vanuatu.

The ECF shares risk with business in support of pro-poor growth objectives. Through open competition, grants of between AUD100,000 to AUD1.5mn are awarded to business projects. Eligible projects should justify public intervention through demonstrating: significant externalities, innovation, and discernible pro-poor benefits. Projects should be commercially sustainable within three years.

According to the design, through its focus on innovation and overcoming externalities the

ECF aims to contribute to wider systemic change. This means demonstrating new and

successful ways of working with the poor (how to do it), which in turn improves private sector perceptions (and those of other development partners) on the costs and benefits of doing business with the poor (why to do it). As a result of these systemic changes – changed perceptions and practices - the ECF expects to multiply impact of any actual projects it funds.

At the time of this mid-term review, all available investment funds totalling AUD 13,352,846 had been committed to projects. Hence, this review was timely in the sense of considering whether additional funds should be made available for investment. However, as most projects have only started recently, or are yet to start, this review was not timely from the perspective of the ECF having only a very limited track record of investment performance to evaluate.

The primary aims of this mid-term review are to:

Independently assess the efficiency and effectiveness of the current ECF Pilot

Program and advise on how this could be enhanced; and 

Critically assess the merits of a second phase of ECF funding.

In terms of effectiveness the ECF has recruited 24 projects, committing an ECF investment of AUD 13,352,846. Against this it has leveraged a matched funding commitment from bidders of AUD 21,073,257. This leverage ratio of 1.59, whilst slightly lower than comparable challenge funds, is certainly acceptable. In terms of outreach, the portfolio aims to “impact” on the lives of around 767,861 persons, at an average cost per beneficiary of AUD17.39.

However, it is noted that almost 90% of this outreach is attributable to just two projects in

Cambodia.

Given the early status of projects these figures represent a paper promise rather than

tangible achievement. The review finds that this good promise is likely to be seriously

undermined by the lack of sufficient application in practice of established good practice

principles and practices of more successful challenge funds. This notwithstanding, the

review finds that the ECF has managed to attract a small number of genuinely innovative

and potentially scalable and transformational projects which might impact discernibly on

large numbers of target poor.

In terms of efficiency, overall, the Fund Manager has performed creditably. At 27% of total funds, the management costs are comparable with those of other challenge funds. The conversion rate, from concept notes to approved projects increased over the three bidding rounds from 6%, to 33% to 50% respectively. Much of this improvement was down to the improved learning from bidders, the Fund Manager and the approvals Panel.

The absence of a strategic framework and the subsequent confusion amongst key

stakeholders within and outside the ECF team has had a negative impact on efficiency at several levels: from ensuring the appropriate staffing mix, to establishing project evaluation criteria which assess projects in light of the Fund’s strategic objectives, to the format and content required in project application forms. Ultimately this has directly impacted the quality of the projects.

The review found a concerning accountability gap. No person, body or organization has

clear ownership of the vision for ECF, or accepts responsibility for the programme’s success or failure. The ECF Fund Manager has little influence over which projects are approved, and it is unwilling to take on this overall responsibility. Likewise, while grant allocation decisions are made by the assessment panels, the panels have limited influence over the other aspects of the Fund. As a result there is a significant accountability gap with no-one clearly responsible for the quality and performance of ECF, and the projects it supports.

As a final dimension of efficiency, the review was surprised and rather perplexed at the level of contractual tightness imposed on the fund management function. Any accountability framework needs to be counterbalanced by considerations of flexibility and dynamism. This is particularly so in the case of the ECF, being the pilot application of a new instrument. The lack of balance has, in the mind of the review team, supported a more directive “box-ticking” project management approach rather than a more social entrepreneurship approach which is more appropriate for the task at hand.

The limitations of having no clear strategic framework are felt equally, if not more so, in the context of monitoring and evaluation (M&E). The results framework which should outline a hierarchy of objectives and causal impacts is structurally incoherent, and suffers from a lack of conceptual and definitional clarity and consistency. As such the measurement framework within this – what to measure and how to measure it – is equally affected. The final dimension concerns the question: who should undertake the measurement. In this respect there is over reliance on information expected from grantees, too many people doing piecemeal roles, and hence concerns exist on the quality, rigour and efficiency of M&E data.


The ECF clearly has considerable room for improvement. However, overall, it has sufficiently demonstrated the value and potential of a challenge fund instrument as a programming option for AusAID going forward. The ECF has attracted quality propositions, and has levered considerable co-investment commitments from private firms in support of a more pro-poor business focus. For AusAID, the instrument is seen to be flexible, responsive and complimentary for more established aid modalities.

As to the ECF itself, recommending any new investment capital would be dependent on the review team being sufficiently confident about the expected social return to the investments already made. We are not, and hence our primary recommendation is that no new funds should be invested through the ECF at this time.

Going forward the ECF should focus efforts on responding to the lessons from this review with the aim of managing better for results from existing investments. If it improves in this direction it can offer genuine learning to inform the design and operation of any new challenge fund programmes. In this regard, the review recommends that a next such programme might focus (subject to further scoping and feasibility assessments) on supporting the push for improved renewable energy progress in the Pacific region. This review outlines a range of options that the current ECF programme might play in such an endeavour.
