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Brief facts about UNCDF1 

The United Nations Capital Development Fund (UNCDF) is a semi-autonomous unit within 
UNDP working to develop new solutions for poverty reduction in least developed countries. It 
was established in 1966 by the UN General Assembly as a special purpose fund within the 
United Nations system in association with and under the administration of the United Nations 
Development Programme (UNDP). UNCDF is governed internally by an Executive Secretary. 
Externally, the UNDPAJNFPA Executive Board serves as its governing body. 

With new project approvals at around $40 million annually, UNCDF is smaller than other 
multilateral financial institutions. Investments are usually in the range of $500,000-
55,000,000, for community-based, capital-investment projects that are below the lending 
threshold of international development banks but beyond the financial means of most NGOs 
and local administrations. This allows UNCDF the flexibility to finance new initiatives, to 
respond and adapt quickly to improve project workability and to experiment with pilot 
programmes that can later be replicated by larger donors on a broader scale. Financing 
through grants rather than loans further encourages innovation by relieving governments of 
repayment burdens that might otherwise discourage ventures that are untested and therefore 
considered risky. 

The Fund gets most of its resources from voluntary government contributions. The Fund can 
also accept contributions from NGOs, multilateral and bilateral agencies, and other funding 
institutions. In addition to general contributions, donors have supported UNCDF projects 
through various co-financing arrangements, such as cost-sharing and trust fund arrangements. 
In 1998, UNCDFs major donors included Belgium, Denmark, France, Japan, the Netherlands, 
Norway, Sweden and Switzerland. The United States of America has also recently started to 
contribute funds. Additional contributions came in from a wide range of countries from 
Austria and Bangladesh to Tunisia and Yemen. 

The Fund is based in New York and draws on UNDP for technical and logistical support. 
UNDP resident representatives serve as UNCDF representatives in the field. UNCDF also 
works closely with UNDP for technical and logistical support, a partnership that keeps 
UNCDFs overhead low and maximises programme impact, particularly in building local 
capacity. 

UNCDFs orientation fits into UNDP's focus on the creation of human capital, and as such is 
very much a part of UNDP's overall Sustainable Human Development paradigm with its 
emphases on equity, the environment, gender equality, and employment. The Funds' "first and 
foremost" assistance goes to LDCs, as directed by the UN General Assembly in 1973. By 
1999, 56 countries had received financial assistance from UNCDF: 32 in Africa, 15 in Asia 
and the Pacific, five the Arab States and three in Latin America and the Caribbean. In an 
effort to increase the impact of its programmes, however, the Fund decided in 1998 to 
concentrate its future programme in 15 "Concentration Countries": Bangladesh, Benin, 
Bhutan, Burkina Faso, Cambodia, Ethiopia, Guinea, Haiti, Malawi, Mali, Mozambique, 
Nepal, Senegal, Tanzania, and Uganda. 

The recognition that development assistance is more effective when focused locally has 
emerged at the same time that a wave of democratisation and decentralisation has swept 
across the globe. UNCDF is at the forefront of this effort; its programmes are now structured 
to encourage partnerships among local governments, community groups and the private 
sector. This helps each party to fill the role for which it is best suited: the community helps to 
set priorities and manage investments; local government serves as administrator, providing 

This description is abstracted from the UNCDF website. For the full text, refer to www.undp.org/uncdf/about.htm 
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planning and financing; and the private sector participates as one of the producers. In this 
way, UNCDF-financed programmes strengthen the capacity of local governments to provide 
public goods and services. They also provide opportunities for local communities and 
individuals to elicit greater responsiveness from their government, particularly in providing 
and managing investments. 

In order to pursue these objectives, UNCDFs approach has evolved dramatically since its 
early days. Initially the fund provided physical equipment in support of project activities, 
which were generally in favour of the rural poor. In the course of decentralisation, however, 
there has been a marked shift of responsibility for the provision of basic infrastructure to local 
authorities. 

UNCDF has consolidated the best features of each of its programmes into a new instrument it 
calls Local Development Programmes (LDPs). LDPs offer a more unified and sustainable 
institutional strategy that links national and local government structures and builds on the 
lessons of interventions that involved Local Development Funds and support to sustainable 
natural resource management. Through UNCDFs LDPs, all local project activities — 
particularly financing channels — are anchored in local institutions and procedures. 

Local Development Funds 
The foundation of the LDP is built upon UNCDFs experience with Local Development Funds 
(LDFs). In the interest of supporting vital and new governance relationships between the 
governed and governing, UNCDF has steadily increased its use of Local Development Funds 
over the past few years. In fact, in 1998, the percentage of funding allocated to LDFs rose to 
84 per cent of the Fund's annual approach (up from 38 per cent in 1996). To date, 17 Local 
Development Fund projects ($93 million) have been launched worldwide and are at various 
stages of implementation. 

LDFs arc pilot projects that assist least developed countries in three critical areas: capital 
investment funds for rural infrastructure and other service-related investments, strengthening 
the governance institutions necessary to sustain such investments, and capacity building to 
produce the skills, procedures and resources required to sustain the institutions. LDFs arc 
demand-driven capital funding mechanisms that are given to and managed by local 
governments to be used in conjunction with local contributions. The systems and procedures 
used are designed to evolve, with adaptation, into national systems for channelling resources 
to sub-national levels of government. 

The Environment & Natural Resource Management 
UNCDFs LDPs also address development constraints faced by populations in ecologically 
fragile and over-populated areas. This approach involves a participatory development process 
that attempts to restore ecological balance by reversing damage to natural resources as well as 
improving food security and meeting basic needs. The programme has two primary goals: to 
provide direct support to community-based programmes for poverty reduction in resource-
fragile areas; and to pilot cost-effective approaches to these problems that can be replicated on 
a wider scale. 

Blueprint Infrastructure 
As a capital funding agency UNCDF has longstanding experience with projects that develop 
physical infrastructure. Traditionally, until the early 1990s, UNCDF infrastructure projects 
were designed with a very clear determination of project outputs, such as roads, water 
systems, irrigation schemes, storage facilities, and housing schemes. These were "blueprint" 
projects with pre-planned objectives, outputs, and corresponding predefined Une item budgets. 
The capacity building components of these projects were minimal and almost exclusively 
related to implementing the physical infrastructure itself. 
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Since the mid-1990s, however, there has been a gradual shift in UNCDF programming away 
from technically pre-defined "blueprint" infrastructure investments, and towards entrusting a 
much greater degree of planning and management authority for infrastructure development to 
designated local institutions, particularly to local elected governments. 

Micro-finance 
UNCDF, through its micro-finance programme, supports institutions that provide financial 
services to the poor. UNCDFs initiatives in this sector include both credit to micro-
entrepreneurs and savings instruments. Approximately 70 per cent of UNCDF micro-finance 
interventions are in sub-Saharan African, 20 per cent are in Asia and 10 per cent are in Latin 
America. 

UNCDF carried out a peer review exercise with the Consultative Group to Assist the Poorest 
in 1998, which led to a major re-orientation of its micro-finance policy. Whereas UNCDF had 
previously focused on setting up refinancing and guarantee funds, the Fund is now re-
focusing its support to help strengthen the institutional capacity of carefully selected micro-
finance institutions (MFIs), helping them to become financially self sufficient. 

To facilitate coordination between different microcredit initiatives at the UN, a joint unit 
between UNDP and UNCDF was established in 1997. The new unit, called the Special Unit 
for Micro-finance (SUM), brings together the growing work of UNDP in the area of micro-
finance with the established credit and micro-finance portfolio of UNCDF. The central 
purpose of SUM is to provide quality technical support and backstopping to the UNDP 
MicroStart programme and UNCDF, in line with established microfinance best practices. 
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Preface 

This report presents the findings of the evaluation of the United Nations Capital 
Development Fund (UNCDF). The evaluation aimed to assess UNCDF's performance 
in implementing the goals and directions of the organisation's new Policy Document 
entitled "Poverty Reduction, Participation and Local Governance: The Role for 
UNCDF' (1995) and to review the adequacy of actions taken with respect to the 
findings and the recommendations of the 1996 document "Capacity Assessment of 
UNCDF'. 

The evaluation was commissioned and co-funded by UNCDF's major donors 
(Belgium, Denmark, France, Japan, Norway, Sweden, Switzerland and The 
Netherlands). In order to guide and oversee the evaluation process a steering group 
consisting of the donors' evaluation departments was established. The group in which 
the evaluation departments of UNCDF and UNDP participated, in a largely technical 
capacity, was chaired by the Policy and Operations Evaluation Department of the 
Netherlands Ministry of Foreign Affairs. 

As is commonly the case with multi-donor evaluations, the study's scope of work was 
comprehensive and it was decided to develop the terms of reference on the basis of a 
pre-study conducted by an independent consultant, Mr Bernt Bernander of the 
Stockholm Group for Development Studies, Sweden. His contribution to the 
evaluation is acknowledged. 

The actual evaluation work was carried out by a team of independent experts from 
consultancy firms in the United Kingdom: Information, Training and Agricultural 
Development (ITAD) and Oxford Policy Management (OPM). The evaluation report 
is the result of their effort and commitment to the objectives set for this evaluation. 
Their work, as well as the constructive cooperation and openness with which UNCDF 
management and staff have participated and contributed to the evaluation, is very 
much appreciated. 

It must be borne in mind that the time that has elapsed since the Fund's policy switch, 
and which the study could cover, is too short to assess the impact of the new policy. 
Therefore, in assessing the measures taken by UNCDF to implement the new policy 
approach, the evaluation had a mainly process-oriented and formative character rather 
than being a summative or product-oriented study. Nevertheless, I believe that the 
report will serve as a valuable input to UNCDF's donors, the Executive Board of the 
UNDP, UNDP and last but not least to UNCDF. 

Ted Kliest 
Chair of the Steering Group for the Evaluation of UNCDF 
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Executive Summary 

Introduction 

1. The United Nations Capital Development Fund (UNCDF) is a semi-
autonomous unit within UNDP, established in 1966 by the UN General Assembly. 
Persistent questioning of the Fund's impact, its institutional place and raison d'etre 
led the Fund to undertake a radical change in interpreting its mandate to combat rural 
poverty. Building in part on its experience, and in part on the renewed interest in 
decentralised aid policies, the Fund has made local empowerment a central objective 
of its work. Its new approach was set out in a policy document issued in 1995 entitled 
"Poverty Reduction, Participation and Local Governance: The Role for UNCDF". As 
a condition of continued support, donors agreed to make a comprehensive evaluation 
of the new approach in 1999 and report to the Executive Board of the UNDP in 
September 1999 so that a decision can be taken on the Fund's future. This report is the 
synthesis of that evaluation study. 

2. The Terms of Reference for the evaluation are set out in full at Annex 1. The 
objective of the evaluation is: 

"...to assess UNCDF's performance in implementing the goals and policy 
directions of the 1995 Policy Document...and review the adequacy of 
actions taken with respect to the findings and recommendations of the 
1996 document 'Capacity Assessment of UNCDF1'9. (ToRPara.15) 

3. The report integrates the results of the two earlier parts of the Donor 
Evaluation of UNCDF: a Desk Study at UNCDF Headquarters in New York in 
September-October 1998 (ITAD, December 1998) and visits to UNCDF projects in 
eight countries during January to March 1999 (ITAD, June 1999). This report sets out 
the findings in three main chapters, following an introduction and review of 
methodology2. 

Evolution of UNCDF Policy 

4. Chapter 3 addresses the broad questions underlying the development of the 
Fund's distinct identity and role. The 1995 policy document confirmed the overall 
policy goal of UNCDF to be poverty reduction, building on the established mandate 
of UNCDF and consequent focus on the Least Developed Countries (LDCs). It 
stressed that this was to be guided by the 'paradigm of Sustainable Human 
Development (SHD)* and that it would imply a focus on the rural areas within LDCs. 

5. Support to decentralisation and local governance was established as the 
immediate policy objective. The rationale for this emerged from the unique role of 
government in the delivery of basic infrastructure and services to the poor and the 
consequent need to improve effectiveness and efficiency through decentralisation. It 

2 Copies of the Desk Study Report, Field Visit Report and this Synthesis Report can be obtained from UNCDF. 
This report can also be found on the UNCDF website at www.undp.org/uncdf 
3 Definitions of key evaluation terms such as effectiveness and efficiency are in Annex 3. 
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was further justified by the recognition of the significance of civil society as the 
counterpoint to government in promoting accountability and responsiveness to needs. 

6. Specifically, UNCDF's niche was seen to derive from its accessibility as a 
partner for local authorities and community groups and its ability to pilot test new 
procedures and operational models for replication by national governments and larger 
donors. As a donor that could work at the interface between local governments and 
civil society, whilst also remaining engaged through UNDP in the upstream policy 
questions surrounding decentralisation, UNCDF could occupy a territory not well 
covered by other development agencies. 

7. The 1995 policy document was a considerable achievement that laid out a new 
strategic direction. But it was formulated in haste and UNCDF management 
recognises that there was less consultation than was desirable, though this was 
probably unavoidable in the circumstances owing to pressures on UNCDF 
management to act quickly. The overall policy goals have been well internalised 
within UNCDF and reasonably well understood by partner donors. But shortcomings 
in the internal coherence left UNCDF with a lack of clarity over the means-ends 
relationships implicit in its goal and objectives. This, in turn, clouded the definition of 
the niche and left an inadequate strategic framework against which to judge the 
relative importance of the four UNCDF instruments in meeting policy objectives and 
goals. The evaluation team considers that this has influenced the whole process of 
policy refinement and evolution, and has also slowed down the process of strategic 
change and competence development within the organisation as a whole. 

8. The confusion over means-ends relationships noted by the CAT remained 
present until late 1998, illustrated at headquarters level by the diversity of different 
interpretations of means to achieve the policy goal and the lack of a single 'corporate 
view' on this important question. UNCDF planned and managed a process of external 
reviews and independent evaluations, which resulted in the emergence of local-level 
institution building as the dominant focus in new projects. 

9. UNCDF has published an updated policy in 1999. With this revision, our 
judgement is that UNCDF has now resolved this issue of means-ends relationships. Its 
policy is to undertake innovative institutional development projects within private 
micro-finance companies or public local organisations, with a view to influencing 
national policies and/or having their approaches to institutional development 
replicated. In this way, it seeks to achieve its overall goal of poverty reduction. 

10. Our main reservation is that the process of reviewing and revising the policy 
has been long drawn-out and has resulted in a prolonged process of change that even 
now is not completed. In effect, UNCDF staff have been immersed in a continual 
policy dialogue since 1996. Whilst there has been structure and reason to the process, 
a lack of clarity in the distinction between policy objective and implementation 
modality has prolonged the debate. 

11. Underlying the process of policy refinement and development has been an 
understanding that UNCDF could only prosper as a niche agency, able to undertake 
risks with pilot projects which other agencies were poorly placed to initiate but which 
could later be replicated to good effect by partner governments and other donors. The 
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meaning and role of innovation needs to be clarified to avoid confusion among 
partners. The evaluation team understands that UNCDF intends to pilot-test 
institutional development and other initiatives and is prepared to take risks to 
encourage partner governments to learn from new approaches. Innovation is not an 
end in itself and is firmly based within UNCDF's expertise in decentralisation and 
local governance. 

12. A gap has arisen between the awareness of the need to pilot and replicate and 
the means of doing so. Whilst policy impact and replication might be desirable for 
other donors, they are essential for UNCDF because of the small scale of UNCDF 
operations. The means of influencing policy and promoting replication need to be 
dealt with in project documents. 

Implementation of the Policy Objectives 

13. Implementation of the new policy orientation has involved changes to project 
cycle procedures, the design and implementation of projects, and performance of 
UNCDF staff. Chapter 4 deals with changes that have directly affected the portfolio of 
projects. 

14. The changes can readily be seen in the shift in the portfolio. UNCDF has 
maintained the overall level of new approvals but changed the mix of projects such 
that new approvals are dominated by Local Development Fund projects and are 
overwhelmingly in concentration countries. The evaluation field visits went mainly to 
countries with examples of new formulations. From this sample of eight countries, the 
evidence that has emerged is broadly good. Unsurprisingly, the projects appear to be 
piloting and risk-taking. Support to local government appears to be well founded; 
support to civil society has good potential, and although there are some concerns 
about the efficiency of existing approaches to participation the Fund appears to be 
tackling this. 

15. Project formulation is the critical step in translating good policy into 
successful projects. The Team found a number of problems with project preparation: 
the absence of appropriate formats; lack of definition of the project puipose and 
outputs; a problem of multiple objectives for LDFs; and the absence of economic, 
institutional and other analyses. Because of its small size, UNCDF lacks the means to 
separate formulation from approval. There is no official project appraisal stage, and 
the evidence is that too many technically and conceptually weak formulations have 
been approved. 

16. Progress has been too slow in a number of key areas that would help improve 
the quality of the portfolio. First, although annual summaries of project evaluations 
are published, these appear to make little impact on policy development or the quality 
of project formulation and implementation. Second, the conceptualisation of key 
performance indicators (KPIs) for assessing project performance has been over-
ambitious and has produced little result. Third, the design brief for the much-needed 
project database has been similarly over-ambitious, again with no outcome. 
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17. Good progress has been made in other areas. The Desk Study found a 
significant effort underway to institutionalise participatory practices and the country 
visits confirmed this finding, with many good examples of participatory formulation 
and/or implementation. 

18. UNCDF needs to achieve policy impact. Two issues have emerged about this. 
First, it cannot be assumed that 'upstream policy development' will automatically 
occur through UNDP. It will in some countries, but this must remain a factor for 
assessment during formulation. Second, the objective of influencing government 
policy makes the creation of effective project monitoring and internal evaluation 
systems, that enable objective lesson-learning, particularly important. Governments 
are more likely to be influenced by development practices that are well supported by 
evidence, but feedback from project evaluations has not been a strong area of success 
for UNCDF. 

19. The goal of UNCDF is poverty reduction. The orientation of the Fund's capital 
expenditure - social and economic infrastructure - is shared by many donors and there 
is little doubt that a causal link can be identified between empowerment, access to 
social infrastructure and poverty. But it is important for UNCDF's donor countries to 
recognise that poverty reduction will only take place in the long term, and requires 
complementary support for the operation of social infrastructure. 

20. The evidence of the eight country visits is that UNCDF's 1995 policy 
reformulation is leading to an interesting and innovative set of projects. The principal 
change the new policy has brought to UNCDF is that UNCDF is now increasing the 
'knowledge-content' of its aid, notably through institutional development with local 
government and communities. After a relatively short period, UNCDF is increasingly 
known for its focus on decentralised rural development, and other in-country donor 
offices are beginning to show interest in the UNCDF concept. The role that is 
emerging for UNCDF is, in effect, to be a centre of excellence in the planning and 
implementation of local governance, micro-finance and participatory rural 
development projects. 

Structure, staff and competence development 
• 

21. After adoption of the 1995 policy, UNCDF was reviewed by a donor-led 
capacity assessment mission. Their report gave rise to further donor finance to support 
staff development and institutional change. Chapter 5 reviews the ways in which 
UNCDF is organised and has been managed at headquarters and in the field, and the 
actions undertaken in response to the Capacity Assessment Team's report. 

22. The main emphasis of the change programme over the past four years has been 
to improve co-ordination amongst units and re-organise staff resources in line with the 
new policy and concentration country policies. The management team approach has 
helped improve co-operation, for example in planning staff visits to countries. 
Overall, staff have been satisfied with the leadership and management of UNCDF. 

23. The weakness of the changes to date is that they have not achieved the product 
quality that the new policies demand. UNCDF is better led and the management style 
is more participatory, but this is disconnected from the priority task of increasing 
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project quality. The organisational structure continues to be dated, with units based on 
job specialisation (technical specialists, programme managers, programme support 
and policy/evaluators) rather than on product specialisation (LDFs, micro-finance, 
Eco-development and infrastructure). A new proposal by UNCDF management 
reflects the changes that this report foresees and is generally endorsed by the 
evaluation team. 

24. Following the CAT recommendation, two programme managers were 
outposted to countries in Africa. The UNCDF staff view is that outposting programme 
managers has not been a success and the Team concurs with that view. The Team 
concludes that empowering and developing country programme officers and 
strengthening relationships with resident representatives appears to be a more 
practicable and beneficial strategy than out-posting administrative staff from New 
York. 

25. The new UNCDF policy approach is essentially one of increasing the 
knowledge and ideas content of projects. The increased knowledge content of projects 
makes the identification and planning of technical assistance (TA) inputs more 
important than previously. More TA in total, and more specialised TA (such as for 
local government and public finance), will be required in view of UNCDF's more 
subtle and ambitious institutional development objectives. The experience of 
outposting a TA has been positive. There is some scope for competence development 
within UNCDF's existing staff, but the Fund will need to recruit professionals who 
already have the required technical expertise and needs the flexibility to do so from 
outside the UN system. 

26. Three specific aspects of competence development stand out positively. First, 
there has been enhancement of the role of programme officers in the concentration 
countries. The support they have received and continue to receive has helped 
strengthen UNCDF's presence and has demonstrated the potential for a greater shift 
of responsibility to the field. Second, the debate since the Field Visit report indicates 
the emergence of a genuine awareness that institutional development projects directed 
towards local governance are skills intensive; they require an organisation to match. 
The third area is the relationship with UNDP. UNDP is found to be supportive of 
UNCDF, principally because UNCDF brings the possibility of project capital finance 
to an increasingly cash-strapped organisation. However, the country visits found 
considerable variation in the level of understanding and internalisation of UNCDF's 
new policies at country level. UNDP provides the entry point and leverage that makes 
UNCDF's interventions feasible. Management now recognises that the relationship 
with UNDP needs to be actively managed to overcome reliance on fortuitous personal 
relations. 

Conclusion and Recommendations 

27. The evaluation concludes that UNCDF has enhanced its distinctive identity by 
developing competence in the fields of decentralisation and local governance, together 
with micro-finance. The capacity of the institution has been improved and the 
preliminary judgement is that the new approaches have had a positive effect on field 
operations. UNCDF's experience has the potential to be used as a model for change 
by other UN agencies. 
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28. The 1995 policy has reoriented UNCDF. The Fund now needs to stabilise 
policies and draw a line under the continual revision that has characterised recent 
years. The challenge is to find ways of ensuring good quality projects, to deal with the 
remaining gap in addressing policy impact and replication, to consolidate the local 
governance piloting niche and to put in place quality assurance measures to achieve 
excellence. 

29. The competence of the Fund's staff has been enhanced. The new policies 
bring knowledge-intensive projects. As these increase to dominate the portfolio more 
skilled staff will be needed. The relationship with UNDP requires more active 
management at both headquarters and field levels. 

30. Evidence about the effect of new approaches and processes is mixed. The 
quality of project preparation still needs to be improved. On the ground there are some 
very good, even excellent, projects. But there is much variation. The challenge is to 
build on the best and expand the proportion of good operations in the portfolio. 
UNCDF needs to adopt clear goals of excellence in both project design and project 
results, and report performance to its donors. 

31. A total of fourteen recommendations are made, addressed specifically to 
UNCDF's donors, to UNDP and to UNCDF itself Principal among them is that the 
donors should continue to fund UNCDF's operations under this new policy 
framework. 

UNCDF 
32. Policy development That UNCDF move rapidly to finalise a short, clear, 
policy statement of goals. The statement should resolve outstanding issues about 
policy impact, replication and innovation and have clear objectives for quality of 
projects, efficiency and effectiveness. 

33. Replication and policy impact That UNCDF develops a strategy specifying the 
means by which it will achieve impact on national government policy and encourage 
replication by other multi-lateral and bilateral donors. 

34. Portfolio clean-up That UNCDF review all projects in its portfolio with a view 
to closing all old, delayed, over-budget or non-performing projects by an agreed date. 

35. Organisational structure That UNCDF adopt an organisation structure to bring 
the skills and authority required for project identification, formulation and supervision 
together. 

36. UNDP relationship That UNCDF continues to seek the closest possible 
relationship with UNDP at HQ and country level, and notably with the regional 
bureaux responsible for UNCDF concentration countries. 

37. Devolution and staff strengthening That UNCDF continues to increase the 
devolution of financial and implementation responsibility to country offices. 
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38. Management Information System That UNCDF takes immediate action to 
create a database of its entire portfolio of open projects. 

39. Financial and cost-effectiveness reporting That UNCDF monitors and 
publishes annually an analysis of direct project expenditures and of the fixed and 
variable costs of project formulation, project support, supervision, evaluation etc., 
including missions financed under project budgets. 

40. Project formulation That UNCDF introduce procedures to ensure that all 
formulations meet best practice international standards for quality of analysis and 
conciseness. Consideration should be given to the establishment of an external Project 
Appraisal Panel of experienced country and development specialists, and 
commissioning views from selected individuals on the Panel on new formulations, 
prior to UNCDF approval. 

41. Project evaluation That mid-term and final evaluations continue to be led by 
independent external specialists. 

UNDP 
42. UNCDF Executive Secretary and Deputy That in appointing the new UNCDF 
ES and Deputy ES, UNDP seeks to appoint one who has strong practical field 
experience of institutional development project planning and management, and one 
who has strong insider knowledge of UNDP. 

43. UNCDF relationship That UNDP headquarters units routinely invite UNCDF 
to attend significant meetings and activities relevant to UNCDF's policy priorities, 
projects and concentration countries. 

44. The role of the UNDP Resident Representative That within UNCDF 
concentration countries, the relationship between the UNDP Resident Representative 
and UNCDF should be set out by means of a 'direct line' from the UNDP 
Administrator. 

Donors of UNCDF 
45. UNCDF future funding In view of the conclusion that UNCDF has enhanced 
its distinctive identity and developed competence in line with the 1995 Policy, donors 
should continue to support UNCDF. Future funding should be linked to performance 
targets geared to project design quality, and results performance including replication, 
with arrangements for objective verification and annual performance reporting. The 
impact of UNCDF's new-policy projects should be the subject of an evaluation study 
within five years. 
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1 Introduction and Acknowledgements 

1.1 The United Nations Capital Development Fund (UNCDF) is a semi-
autonomous unit within UNDP, working to develop new solutions for poverty 
reduction in least developed countries. It was established in 1966 by the UN General 
Assembly as a special purpose fund within the United Nations system in association 
with and under the administration of the United Nations Development Programme 
(UNDP). A description of the Fund, adapted from UNCDF's own website, is given at 
the start of this report (page v). 

1.2 The focus on the least developed countries led to rapid successive increases in 
the annual voluntary contributions to the Fund by a core group of some 10 donors. By 
1980 annual pledging had reached $29.5 million. The Fund was seen to fill a resource 
gap, by engaging in relatively small projects that were unlikely to claim the attention 
of established national and international financial institutions. 

1.3 Contributions to the Fund continued to grow and in 1991 peaked at $42.8 
million, enabling the Fund to make programme commitments at the $300 million level 
and to work in over 40 of the world's poorest countries. By 1996 the Fund's 
programme numbered 537 completed and ongoing projects with cumulative 
expenditures standing at $664 million, and with agriculture, water supply, small 
industry, transport and health infrastructure as the leading sectors. Some 10 per cent 
of all programme resources have been in the form of trust fund and cost-sharing 
contributions. 

1.4 Since 1991 donor funding has fallen substantially, reaching a low of S31.3 
million in 1994, a drop of 25 per cent. In contrast to the 1980*s, this reduction 
reflected not only a general decrease in donor allocations for development but was 
accompanied by persistent questioning of the Fund's impact, its institutional place and 
raison d'etre. 

1.5 Faced with the prospect of further resource attrition, the Fund has attempted 
what amounts to a radical shifting of gears in interpreting its mandate to combat rural 
poverty. Building in part on its experience over the past 25 years and in part on the 
renewed interest in decentralised aid policies, in grass-roots interventions and in the 
way local governance and participatory approaches affect development, the Fund has 
made local empowerment a central objective of its work. Its new approach was set out 
in a policy document issued in 1995 entitled "Poverty Reduction, Participation and 
Local Governance: The Role for UNCDF" (UNCDF, 1995). 

1.6 As a result, working with local government agencies and civil society 
organisations in the recipient countries, the Fund is embarking on new procedures 
with a view to securing the active involvement of beneficiaries at all key stages of 
programme development, implementation and evaluation. By concentrating assistance 
to specific areas and countries enacting or favouring policies of decentralisation, the 
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Fund aims to overcome as far as possible the drawback of dispersing its relatively 
modest resources. 

1.7 The Fund's donors responded positively to these initiatives and agreed to 
provide stable funding over a three-year period, during which the Fund would 
demonstrate that a new departure has been made and that new bearings have been 
firmly set institutionally and operationally. Donors accepted the Fund's proposal that 
they make a comprehensive evaluation of the results in 1999 and report to the 
Executive Board of the UNDP in September 1999 so that a decision can be taken on 
the Fund's future. This report is the synthesis of that evaluation study. 

1.8 The report integrates the results of the two earlier parts of the Donor 
Evaluation of UNCDF: the Desk Study Report (ITAD, December 1998) and the Field 
Visit Report (ITAD, June 1999). This Report is prepared as a 'stand-alone' document, 
offering the reader an overview and synthesis of the findings from the two earlier 
studies. It includes brief comment on developments during early 1999, following 
meetings with UNCDF and donors in New York in May. For reasons of length and 
readability, much of the evidence on which the conclusions and recommendations in 
this report are based is not repeated here, notably the eight country studies. Further 
copies of all three reports (Desk Study Report, Field Visit Report and Synthesis 
Report) can be obtained from UNCDF, or can be found on the UNCDF website 
(www.undp.org/uncdf). 

1.9 The Terms of Reference for the evaluation are set out in full at Annex 1 The 
objective of the Evaluation is: 

"...to assess UNCDF's performance in implementing the goals and policy 
directions of the 1995 Policy Document...and review the adequacy of actions 
taken with respect to the findings and recommendations of the 1996 
document 'Capacity Assessment of UNCDF'". (ToR Para. 15) 

The scope of the evaluation is set out in paragraph 16 of the ToRs as summarised 
here: 

16a): assess whether the reorientation of the Fund's activities has 
enhanced its distinctive identity in relation to other development 
institutions, through its ability to take risks, test new methodological 
approaches and pilot innovations. 

16b): review the adequacy of actions taken with respect to the ... 
capacity assessment report. 

16c): examine the extent to which new approaches and processes are 
gaining acceptance ... make a preliminary judgement ... how they ... 
have affected field operations. 

1.10 The Desk Study was primarily concerned with ToR paragraphs 16a and 16b 
and the country visits with paragraph 16c. Section 2, Methodology, describes the 
methodology adopted during the evaluation. Throughout the study ITAD has sought 
to achieve: 
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a) Systematic assessment: through the use of common formats and rating 
systems for the country visits and the review of project documents. 

b) Triangulation of views: through testing views on each evaluation question 
across a wide range of informants: different groups of UNCDF and UNDP 
staff, country offices, other donors, host governments and project staff. 

c) Participation and independence: through maintaining the commitment to a 
participatory approach made in ITAD's proposal and Inception Report, 
whilst ensuring the necessary independence of judgement. The views and 
recommendations in this Report are entirely those of the Evaluation Team. 

1.11 Chapter 3 describes the evolution of UNCDF policy since 1995 and Chapter 4 
summarises the Team's findings on the implementation of policy in the eight 
countries visited. Chapter 5 examines organisation, staffing and competence 
development and the relationship between UNCDF and UNDP. 

1.12 The conventional locus of evaluation is at the end of the project cycle, after 
implementation is complete. In this study the Team has had little opportunity to draw 
on the wisdom of hindsight which is available to most evaluators. The Terms of 
Reference require evaluation of the implementation of new policies defined less than 
four years ago and the principal objects of the evaluation - UNCDF's projects based 
on those policies - are all at early-implementation or late-formulation stage. This 
required the Team to use leading indicators of likely future project performance as 
much as hard evidence on performance to date. For the reasons set out in the 
following section, however, the Team is confident about the assessments made, 
notably in respect of UNCDF's principal new project-type: the Local Development 
Fund. 
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2 The Evaluation Methodology 

2.1 This evaluation study was conducted in two parts: a Desk Study at UNCDF 
Headquarters in New York in September-October 1998 and visits to UNCDF projects 
in eight countries during January to March 1999. The Team's Inception Report 
(ITAD, July 1998) was presented to the Donor Steering Group in The Hague on 4 
September 1998. Three key issues were agreed at this meeting. First, the Steering 
Group emphasised the importance of the Team ensuring independence of view during 
the evaluation. Second, it was agreed that the country visits would not constitute a set 
of project evaluations. The objective would be to gather evidence from the visited 
projects as a basis for assessing the global performance of UNCDF in meeting its 
policy objectives, as specified in the ToRs. The focus would thus be on UNCDF 
performance rather than project performance. Third, it was agreed that it would not be 
possible for the country visits to evaluate project impact in view of the relatively short 
period of time since publication of the Policy Paper. Most projects of interest would 
be either at late-formulation or early-implementation stage and it was agreed that the 
Evaluation Team would use the extant evidence - including project documents, views 
of project teams, UNDP, UNCDF and other donors, government and beneficiaries - as 
leading indicators for assessing outcomes and/or likely future outcomes. 

The Terms of Reference 

2.2 The ToRs for the evaluation (see Annex 1) are lengthy and complex and 
include coverage of the recommendations of the 1996 Capacity Assessment Team 
(CAT) Report and references to UNCDF's 1995 Policy Paper. In preparation for the 
Desk and Field Studies, the Team analysed and cross-referenced the ToRs, the CAT 
Report and the Policy Paper into a set of Evaluation Questions (see Annex 4). The 
Evaluation Questions were then divided into issues for the Desk Study, the Field 
Study or both. 

The Desk Study at UNCDF Headquarters 

2.3 The Desk Study sought to bring together information from five sources: 
individual and group meetings with UNCDF staff; meetings with UNDP and World 
Bank staff; an analysis of the recent UNCDF project portfolio (summarised at Annex 
5); a systematic analysis of a sample of UNCDF project documents against 20 criteria 
(summarised at Annex 7); and a literature study of other UNCDF documents. The 
Inception Report committed ITAD to a participatory approach. During the Desk 
Study, the Team sought to achieve this by basing itself in the UNCDF office 
throughout, which offered plenty of time for informal discussion as well as formal 
meetings. One afternoon per week was devoted to an open meeting on topics 
including the structure of policy objectives, the UNCDF-UNDP relationship, and the 
selection of countries to be visited. The Draft Report was presented to the Donor 
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Steering Group in November 1998 in The Hague, and the final Desk Study Report 
was submitted in December. 

Country Visits: of Countries and Projects 

2.4 During the Desk Study, the Team consulted UNCDF on the selection of 
countries to be visited. The final selection sought to balance the regional 
concentration of UNCDF's portfolio (70 per cent to Africa), the location of 'new-
policy' projects, especially Local Development Funds already under implementation, 
and travel time and cost. The final selection was eight countries (rather than the six 
anticipated in the ToRs). Each country visit focused on a primary project 
incorporating aspects of the new policy orientation. The countries and projects visited 
are listed in Table 2.1 below. Primary projects (the main focus of the visit) and 
secondary projects (relevant other projects not examined in depth) are noted by the 
letters P and S. 

Table 2.1 Countries & Projects Visited 

Country 

Cambodia 

Mali 

Malawi 

Mozambique 

Senegal 

Tanzania 

Uganda 

Viet Nam 

Project 

P- CMB/97/C01 Local Development Fund in 
Battambang & Banteay Meanchey (Main 
Phase) 
P- CMB/95/COl Local Development Fund in 
Battambang & Banteay Meanchey (Pilot 
Phase) 
S- MLI/93/COl to C03 Amenagement et 
Gestion des Terroirs; Hydraulique 
Villageoise & Amenagement et 
Désenclavement du Sourou. 
P- MLl/98/COl Appui Com. Rur. Cercle 
Tombouctou 
P- MLW/93/COl District Development Fund 
(DDF) 
P- MLW/97/C01 Local Governance and 
Development Management Programme 
(LGDMP) DDF U 
S- MLW/97/C02 Microfinance 
S- MOZ/93/COl Grassroots Initiatives in 
Nampula Province 
P- MOZ/98/COl District Support, Nampula 
S- SEN/96/C01 LDF - Kédougou 

P- SEN/98/COl PADMIR - Projet d'appui å 
la decentralisation en milieu rural 
P-URT/93/COl District & Feeder Roads 
S- URT/97/025 Local Development Fund 
P- UGA/95/COl - District Development 
Project 
P- UGA/96/COl - Kotido DDP 
P- VE/95/C01 Rural Infrastructure 
Development Fund - RIDEF 

Project 
Type 

LDF 

LDF 

Eco 

LDF 

LDF 

LDF 

MF 
Inf/RD 

LDF ! 
Eco/LDF 
/MF 
LDF 

Inf/RD 
LDF 
LDF 

LDF 
LDF 

Approval 
Date 

Apr 1997 

Apr 1995 

Dec 1993 

1999 

May 1995 

Dec 1997 

1999 
Sep 1993 

Jan 1998 
May 1997 

1999 

Jan 1997 
Nov 1997 
Aug 1997 

Mar 1998 
Dec 1995 

Original 
UNCDF 

Budget ($000) 
4,526 

255 

6,541 

6,123 

2,192 

13,308 

4,283 
2,512 

2,412 
3,553 

6,000 

4,224 
5,454 

12,274 

2,693 
6,845 

2.5 The coverage of recently approved projects in the country visit programme is 
set out in the Table 2.2. 
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Table 2.2 Visited projects as a share of all post-1995 & pipeline projects 
Project Type 

Eco-
Development 
Inf/RD 

LDFs 

Micro-finance 

All 
— 

K T A * ^ ^ T*l_ _ .v . 

Total UNCDF Budget for 
Projects approved after 
January 1995 or in the 

pipe-line ($'000) 
(From Desk Study Report 

Table 4.1) 
32,808 

72,153 

72,986 

22,768 

200,715 

Country Visit 
Projects 
($000) 

(From Table 1 above) 

3,553 

4,224 

62,082 

4,283 

74,142 

Country Visit Projects 1 
as a share of Total 
Budget Approved 

11% 

6% 

85% 

19% 

37% 

Mozambique Nampula Infrastructure) are not included in Table 2.2 

2.6 The ToRs are concerned with the implementation of UNCDF's new policies. 
The project sample therefore had to be purposive rather than random. The rationale 
for the country selection and the coverage ratios was as follows: 

• Location & Concentration: Eight countries were visited: six in Africa and 
two in Southeast Asia. All are amongst the fifteen Concentration Countries 
selected by UNCDF in early 1998, except for Viet Nam.5 

• Eco-Development Projects: The Eco-development approach was 
reoriented following a succession of critical external evaluations of 
individual projects and the findings of the February 1998 Independent 
Review of the Eco-Development concept and implementation. It was 
therefore appropriate that these form a small share of the visit portfolio. 

• Infrastructure/Rural Development Projects: Although project designs are 
considerably broader than the "Blueprint Infrastructure" description they 
are accorded in the 1995 policy document, they are essentially 'old-style' 
projects and thus of less relevance to this evaluation. 

• Local Development Funds: The growth in budget share going to LDFs (up 
from one per cent of approvals by value in 1992-94 to 37 per cent in 1995-
98) is the most significant development within the UNCDF portfolio since 
1995 (see Annex 5). In terms of future donor funding it was therefore 
important that the Team try to obtain the best possible assessment of the 
implementation of the LDF concept. The country visits therefore include 
85 per cent of the total budget approved for LDFs since January 1995. 

Although not a concentration country, Viet Nam was selected for visit because a) It has one of the oldest LDFs 
and the only one to have had an external Mid-Term Review; b) The other Asian LDFs (Bangladesh, Bhutan and 
Nepal) arc at very early stages; c) A transition economy presents an interesting contrast from other countries in 
terms of LDF relevance d) The UNCDF portfolio in other countries in Asia (notably PDR Laos) was judged to be 
of less relevance to the objective of the evaluation, comprising mainly older infrastructure/rural development 
projects. 
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Micro-finance: UNCDF conceives micro-finance as a modest part of the 
portfolio, commanding up to 20 per cent of resources. The 'new-style' 
micro-finance projects are all at very early stages, with formulations post­
dating the Independent Review of Micro-finance in mid-1998. There is 
nothing to see in the field to date, and the MF share was therefore kept 
small. 

2.7 With the field visit programme covering 85 per cent of post-1995 LDFs 
approved (the most significant element of UNCDF's new policy approach) the Team 
considers that the field visit evidence provides a reliable basis for assessing progress 
to date and likely future progress under post-1995 policy, as required in the Terms of 
Reference. 

2.8 The country visits were conducted by three of the ITAD Team involved in the 
Desk Study (Derek Poate, Andy Batkin, and Ann Condy) and two additional country 
experts (Lucien Back & David Hoole). The five international team members worked 
with an experienced local consultant in each country. Six of these were nationals of 
the country and two (Cambodia and Uganda) were expatriates with long experience in 
the country. 

Preparation, Country Visit Format & Consistency 

2.9 The Team used a common report format based on 30 headings as a basis for 
assessing performance across the variety of projects, countries and issues arising from 
the Desk Study. The format includes a summary scoring system for the primary 
project visited against the main UNCDF policy objectives, as shown in Table 2.3. 

Table 2.3 UNCDF Policy objectives assessed in the country visit reports 

UNCDF Policy 
Objective 

1. Innovation 

2. Strengthening Local 
Government 

3. Strengthening Civil 
Society 

4. Policy Impact 

5. Piloting & 
Replication 

6. Poverty Reduction 

Team Assessment of: 

To what extent the UNCDF approach is taking risks and promoting 
new approaches within the country setting. 
Current progress and/or likelihood of UNCDF contributing to 
strengthening local government by building capacity, introducing new 
procedures and increasing performance. 
Current progress and/or likelihood of UNCDF to contribute to 
strengthening civil society, primarily by giving people greater 
influence over decisions that affect them. 
The extent to which UNCDF has been able, or is likely, to influence 
policy development by the government. 
The extent to which UNCDF has been able, or is likely, to act as a 
pilot and lead to replication by the government or donors. 

Current progress and/or likelihood of UNCDF contributing to poverty 
reduction. 

6 Cambodia, MS Shivakumar; Malawi, Jande Banda; Mali, Konimba Sidibe; Mozambique, Jose Negrao; Senegal, 
Amadou G Diouf; Tanzania, Servacius Likwelile and Joseph Semboja; Uganda, Deb Johnson; Viet Nam, Nguyen 
Thi Thu Hang. 
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