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This practice note combines key theoretical principles of value-for-money Received 4 July 2022
(VM) assessment with the authors’ experiences of conducting these Accepted 26 July 2022
studies in the health and agriculture sectors in Ethiopia. It documents
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to policymakers interested in VfM assessments of social spending in policy

developing countries.
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Introduction

The fundamental economic problem is that of scarcity and how to utilise and distribute scarce
resources. In the area of public finance, this manifests as a set budget (either annual or over the
medium-term) from which the Government is tasked with implementing policies. The Government’s
optimisation problem is thus to effectively achieve its fiscal and social objectives and simultaneously
demonstrate productive efficiency — minimising costs per unit, and allocative efficiency - delivering
services that have the highest additional benefits (Stiglitz and Rosengard 2015). Value-for-money
assessment is an important analytical tool in this regard.

Though a consensus on a definition of “value for money” (VfM) is absent from the literature
(Barton, Aibinu, and Oliveros 2019), a common theme among authors is the simple but important
concept of “how well resources are used, and whether they are being used well enough” (King
and OPM 2018, 7). For the present note, achieving “value for money” in the public sector means
ensuring public resources are used in a way that creates and maximises public value.

VfM assessments, as a methodological technique, often capture the relationship between costs
and value (EPEC 2015). They help decision-makers choose between potential projects and/or
improve upon existing ones. These assessments have become commonplace in the decision-
making toolkit in many developed countries, at either the project preparation stage or during pro-
curement once implementation has started (EPEC 2015, 11-12). Many developed countries have, in
turn, applied these techniques to aid funding in developing countries (Jackson 2012; IDEV 2016). In
developing countries, the audit function is responsible for issuing a statement on cost effectiveness
and how well inputs link to outputs; though this often falls short of a full-fledged VfM analysis. Scru-
tiny of the annual budget should also address VfM concerns, but available time and skills rarely allow
in-depth analysis. The present note aims to contribute to this gap by drawing on the practical experi-
ence of conducting two VfM assessments on social spending in Ethiopia as part of a “learning-by-
doing” approach.
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Fiscus Public Finance Consultants were commissioned by the Government of Ethiopia (GoE), with
funding from the Bill & Melinda Gates Foundation, to strengthen skills in performing VfM assess-
ments across key poverty reduction sectors. The health sector was the main area of assessment in
2018-2019. In 2021-2022, Fiscus again led a collaborative VM exercise between the Ministry of
Finance and Ministry of Agriculture focused on the Productive Safety Net Programme (PSNP),
which targets food insecurity and aims to build household resilience to shocks such as droughts.

This practice note is useful to policymakers interested in VfM assessments of social spending in
developing countries. It combines key theoretical principles of VfM assessment with experiences
of conducting these studies. It documents an innovative approach to VfM analysis in contexts
where data is limited. The approach combines quantitative and qualitative methods, can be easily
applied to policy-relevant questions, and is simple and easily reproducible in developing countries.

Conceptualising value for money: the four E’s

The literature recognises four main concepts of VfM, commonly referred to as the four E’s. The four
E's include: (i) economy — how economical is the purchase/procurement and distribution of inputs;
(ii) efficiency — how efficiently are those inputs converted into outputs; (iii) effectiveness — how effec-
tively do those outputs influence outcomes to achieve overall objectives; and (iv) equity - is there an
element of fairness in distribution of benefits (Jackson 2012; IDEV 2016; King and OPM 2018)? The
four E's, particularly the first three, can be easily positioned within a project’s results framework,
which links resources to impact — see Figure 1. The first three E's (economy, efficiency, and effective-
ness) together provide a conclusion on the cost effectiveness of the project. The fourth E (equity) had
been relatively absent from national VfM analysis in several developed countries (EPEC 2015) but is a
key consideration for donor-funded projects in developing countries, where the ability to impact on
disadvantaged groups is a priority (IDEV 2016; King and OPM 2018).

The breadth of coverage provided by the four E's makes VfM analysis one of the most compre-
hensive types of assessment available to policymakers. For example, performance audits/expendi-
ture reviews mainly focus on economy and efficiency by evaluating the relationship between
spending, inputs, and outputs. SWOT analyses mainly focus on economy and efficiency by assessing
strengths, weakness, opportunities, and threats related to inputs and outputs. Process reviews
mainly focus on how things are done and assess efficiency in processes. Impact assessments evaluate

Economy Efficiency Effectiveness
Can we get the Can we get the same Can the relationship between
same or equivalent outputs by better outputs generated and outcomes
inputs for less utilising/managing achieved be strengthened to
money? inputs? improve overall impact?

A
[ k\( ! | )

> Resources > Inputs > Outputs > Outcomes > Impact >

( J
Y

Cost Effectiveness
Are resources being used optimally to achieve impact?

f

Equity
Are resources being used to generate impact and benefit the neediest?

Figure 1. VfM Analysis — A conceptual framework.
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effectiveness and impact by looking at the relationship between outputs and outcomes. And distri-
butional analyses speak to issues of equity.

Though analytically useful, the four E's have limitations. King and OPM (2018) note that the con-
cepts of economy, efficiency, and effectiveness rely on a simplified depiction of a linear results frame-
work, which may not be realistic. IDEV (2016), in critiquing the practicality of VM of aid activities,
argue that such analyses require large amounts of reliable data, which is often limited in developing
countries.

VFM of social spending in developing countries

The conduct of comprehensive VfM assessments in developing countries tends to fall into three cat-
egories. The first is government-led VfM assessments of infrastructure projects, similar to the ones
conducted in developed countries; and related to this, a comparison between public financing
versus public—private partnerships. These assessments require a minimum level of data infrastruc-
ture and human capital, and thus, are often not possible in the least developed countries (Gonzélez
and Flor 2015; Kissi et al. 2020). Furthermore, they are targeted at infrastructure projects, and often
limited in their assessment of non-infrastructure social spending - for instance, construction of a hos-
pital may be assessed, but the VfM of training new doctors is often not evaluated.

The second is donor-led VfM of programme spending. Donors such as the World Bank, the UK’s
Foreign Commonwealth and Development Office, and the Millennium Challenge Corporation all
consider value for money when allocating their overall budget and programme level resources
(IDEV 2016). This category of VfM assessment, unlike the first, captures a broad range of social spend-
ing; however, the assessment is done from the perspective of the donor, and not the national gov-
ernment or its citizens. Jackson (2012, 2) asked “for whom?” in the context of VfM in international
development, aptly noting that “donors focus on getting value for money for their taxpayers, but
what about beneficiaries and partner governments?”

The third type of VM assessment falls under the internal audit function. This type covers some
parts of social spending, but is often limited to a comparison of actual and budgeted costs in the
procurement process, as well as an appraisal of actual costs versus monetised benefits (IDEV
2016). This is useful, but falls short of the more detailed approach needed for social spending.
The nature of social spending often has non-monetised benefits that cannot be easily quantified,
benefits that often span financial years and are intergenerational in nature, and have equity impli-
cations that need to be considered and accounted for. A VfM approach specifically targeted at
social spending is necessary.

The case study: VFM in health and PSNP in Ethiopia

Over the past decade Ethiopia has achieved notable and sustained economic growth and develop-
ment, accompanied by significant poverty reduction — albeit, the country is still classified as “low-
income” by the World Bank. According to World Bank estimates, 27 per cent of the population
still fall below the poverty line; health measures such as infant and maternal mortality - though
improving - remain relatively high; and data suggest disparity in social outcomes across regions.
The need for social spending is high, but resources are limited. In this context, the opportunity
cost of spending is high. Therefore, achieving high levels of VfM from public spending is critical.
In 2018, Fiscus was asked to support a VfM study in the health sector as the Ethiopian government
sought to improve value for money in social spending as a step toward achieving its national devel-
opment policy. The study aimed to identify ways in which improvements might be made in order to
achieve better and more equitable outcomes in the health sector, with the same level of public
resources. The second project was a VfM assessment of the Productive Safety Net Programme
(PSNP) during 2021 and 2022. Fiscus, through the Building Resilience in Ethiopia (BRE) programme
managed by Oxford Policy Management (OPM), was commissioned to work with the Food Security
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Coordination Directorate (FSCD) of the Ministry of Agriculture (MoA) and the Ministry of Finance
(MoF) to complete a VfM assessment of the PSNP. The PSNP addresses food security in Ethiopia
and includes cash/food transfers to the neediest households, a public works component which pro-
vides labour-intensive employment, and a livelihood component which supports beneficiaries using
investments, loans, cash grants, and technical support. These two sectors were selected in line with
priorities under the Government’s Growth and Transformation Plan.

A dual objective of both VfM studies was to develop appropriate skills and methodologies
through a learning-by-doing approach to capacity development, so that local staff would be able
to conduct future studies in health, agriculture, and other sectors.

The “3-Step Methodology” in VfM assessment: a practical guide

The four E’s provide a useful framework for conceptualising VfM. However, with data limitations in
Ethiopia, measuring these concepts precisely proved difficult — a challenge documented in other
developing countries (Gonzalez and Flor 2015; IDEV 2016; Kissi et al. 2020). Against this backdrop,
the Fiscus approach to VfM assessment was motivated by the “3-Step Methodology”, which was orig-
inally developed for evaluating budget support (provided by external agencies) to support
expanded public spending (OECD 2012).

The “3-Step Methodology” recognises that data are incomplete and a precise attribution of out-
comes to inputs is rarely possible (OECD 2012) - the latter issue often arising from the non-linearity
of processes as described by King and OPM (2018). It follows a pragmatic approach, which combines
qualitative and quantitative analysis, with reasonable a priori assumptions, to reach conclusions
which are then validated by experienced resource persons in the sector. Figure 2 presents an illustra-
tive example of the application of the “3-Step Methodology” to the health VfM assessment in
Ethiopia.

The methodology (for both VfM studies) was implemented in four phases - Figure 3. The prelimi-
nary phase involved jointly identifying evaluation questions with the Government. Phases one to
three aligned with the 3-Step Methodology and entailed: (i) analysis of spending patterns and pro-
cesses, (ii) analysis of outputs and outcomes, and finally (iii) integration of the former two steps. Each
of the four phases was jointly carried out with local “task teams” comprising government officials
from the MoF and relevant sector ministry (health or agriculture). The task teams were formed
around set evaluation questions and constructed to best utilise existing capacity within government,
while simultaneously developing new skills. Figure 4 provides more detailed descriptions of the 3-
Step Methodology applied to selected evaluation questions from studies on health (skilled birth

Step 1 (Document review and analysis of Step 2 (Econometric analysis and some qualitative
spending) research
Assessment of the processes linkingfunds, Assessment of the expected and actual outcomes as
physical inputs and the outputs generated by targeted by the Government, and identification of
publicspending; and analysis of the economy and the main determiningfactors of those outcomes, as
efficiency issues arising. well as the main “blocking factors”.

Step 3 (Internal panel discussion)

Exploration of the GoE policies and spending actions which

have contributed to,orinadvertently hindered, the outcomes
identified in Step 2. Analysis of implications forimprovements
in policyand in expenditure allocations.

Figure 2. Application of the “3-Step Methodology” to health sector VfM analysis.
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« Develop a shared understanding of the context, the policy priorities in the sector and the availability
of data sources;
Preliminary | ¢ Define evaluation questions and associated “judgement criteria”, by which to answer the evaluation
Phase questions.
™\
* Analyse trends at national and regional levels;
Phise * Analyse “enabling” and “blocking” factors within area of concern e.g. the public financial
management processes of budget formulation and execution, including procurement.

One J
¢ Use econometric techniques to identify key relationships between outputs and outcomes;
 Triangulate findings with existing research and with qualitative analysis through interviews, small

Phase group and panel discussions.
Two J
B —
« Develop conclusions in the light of analyses in phases one and two;
Phase ¢ Formulate recommendations for decision makers.
Three

Figure 3. Implementation of the “3-Step Methodology” in VM analysis.

attendance) and PSNP (graduation). The figures illustrate how vastly different types of questions can
be assessed.

Challenges and practical solutions

The 3-Step Methodology was adopted because of its amenability to contexts with poor data avail-
ability. Despite this, issues specific to the Ethiopian context arose. First, a detailed analysis of
economy and efficiency requires spending data to be structured according to uniform budgetary
programs. These should reflect service delivery processes and be easily matched to outputs and out-
comes. At the time of the health study, there was no standard definition of budgetary programs for
the health sector that was consistently applied at the federal and regional levels, and for both
domestically and externally funded activities. For the PSNP study, to assess effectiveness and why
some regions are better able to boost resilience (and “graduate” households from the program)
required household-level data which match graduation/exit from the program with household
characteristics. These data were not collected at the time of the VfM PSNP study (only administrative
counts of graduating households were recorded).

In both cases, the VfM analyses shifted toward more qualitative methods under a mixed
approach. Such a “pragmatic” approach to research is common in developing countries (Harris
2021). For the health study, federal health spending was matched to data on health outcomes (quan-
titatively), and qualitative data were then used to better understand processes of health service
delivery in the absence of uniform budgetary programmes. For the PSNP study, graduation perform-
ance was calculated from available quantitative data. From this, “high” and “low” performing regions
were selected as case studies and interviews conducted to determine factors contributing to house-
holds graduating from the PSNP (given that causation could not be established through quantitative
methods).

The higher-than-expected reliance on qualitative data exposed a second challenge related to
access. Given the state of political and social unrest in several regions in Ethiopia at the time of
both studies, some research-relevant areas were inaccessible for collecting primary qualitative
data. Some cases were thus selected through convenience sampling, though other cases may
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(a)

¢ An inception workshop was held, where agreement was reached with the Ministries of Health and Finance to focus
the analysis on "policy gaps" where health outcomes were lagging despite increased spending. One area identified
was the need to increase numbers of skilled birth attendance (SBA) and post-natal care to address high levels of

Preliminary pregnancy-related mortalities. SBA rates in 2018 were less than half those in neighbouring (e.g Kenya, Tanzania,

Phase Uganda and Rwanda). )

* Relevant existing studies and administrative data were examined to analyse the likely causes of low SBA rates. On
the supply side, while infrastructure and staffing deficiencies persisted, significant improvements had been recorded
in service readiness. On the demand side, analysis of a sample of Health Centres and Public Primary Hospitals (PPH)

Phase pointed to high unit costs, linked to low level of outpatient visits per clinical staff day. This was 2.54 for the sampled
One PPHs in Ethiopia as compared to almost 6 in Kenya and slightly more than 5 in Ghana.

* Interviews with MoH officials at national and regional levels were undertaken to test hypotheses emerging from
Phase One and to shed light on contributing factors. Interviews confirmed that measures to address "demand-side"
problems were likely to be effective in improving SBA rates in the short term, and identified that low demand

Phase (primarrily in rural areas) was driven by a) insufficient knowledge of the dangers of unskilled deliveries; b) cultural

practices, reinforced by a lack of trust in health workers; and c) economic factors.

Two Y

 Results from Phases Two and Three were validated with senior MoH officials, and corrective measures developed to)
address the "demand-side" problem. These included: (i) increased information campaigns on SBA by the Health
Extension Programme; (ii) enhanced attention to Caring, Respectful and Compassionate (CRC) behaviour by health

Phase professionals; and (iii) continued investments in rural ambulance services and maternal waiting rooms to reduce the
costs of reaching facilities. These measures were agreed within a "Health Compact", to be signed off by both the
Three Ministries of Finance and Health. J

(b)

A launch workshop was organised, together with the Ministry of Agriculture (PSNP implementers) and the Ministry
of Finance (PSNP funders). Three policy-relevant evaluation questions were selected including one on graduation
from the PSNP programme. This question was prioritised by government given the desire to increase the number of

Preliminary households exiting the PSNP as a result of increased resilience and improved food security, thus permitting newly

vulnerable households to be supported while controlling government spending.

Phase 4

¢ Government-prepared annual reports and midline assessments were reviewed to identify: (i) the deviation between\
actual and target graduation rates, (i) quantitative differences across regions, and (i) changes over time. From
these macro-data, woredas (local governments) were identified that performed "best" vs "worse" for qualitative

Phase follow-up under phase two below. Selection of woredas also factored in safety considerations and was agreed with
One the Ministry of Agriculture in advance.

4

« Interviews with regional and district level officials were designed to shed light on factors that drive differencesin
regional graduation performance. Previous government reports were considered to ensure interviews built on
existing findings and recommendations.

Phase * Exisiting survey data were used to triangulate and identify household and community-level factors that affect
graduation. The Ethiopia Socio-economic Survey was selected as local staff was already familar with the data, making
Two econometric transfer of knowledge smoother. J

¢ Drawing on all sources, results indicated that national graduation rates fall far below targets (3% vs 49%) - indicating\
the PSNP is not very effective in achieving the graduation objective. There are noteworthy regional differences
driven (mainly, but not exclusively) by regional/woreda capacity, access to markets, political will to prioritise
Phase graduation, and shocks from natural disasters. Although effectiveness specific to graduation was limited, the PSNP
Three was effective in boosting resilience to shocks (e.g. COVID) when comparing PSNP vs non-PSNP households.

p

Figure 4. (a) Implementation of the “3-Step Methodology” in Health VfM analysis (Skilled Birth Attendance Evaluation Question).
(b) Implementation of the “3-Step Methodology” in PSNP VfM analysis (Graduation Evaluation Question).

have been more information rich. This issue is particularly challenging with VfM of social spending
studies, as areas in conflict/unrest tend to have social outcomes below national averages and higher
need for social spending (from an equity perspective).

A third challenge arose due to the learning by doing nature of the studies. Given both
studies were jointly undertaken with local task teams, the scope was heavily influenced by
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time constraints of local staff, as well as staff turnover at the MoF. For the health study, the
attention given to certain aspects of efficiency was less than desirable. Notably, issues of pro-
curement and supply chain management had been regularly raised as significant issues of
efficiency within the sector, but were given limited attention in the 2018-2019 study as staff
were not able to devote sufficient time to understanding these issues. For the PSNP study,
three evaluation questions were initially agreed at the preliminary phase, but this was
reduced to two owing to limited staff time. The omitted question concerned the ability to
build and maintain capacity to implement the PSNP - a question that is important to all
aspects of VfM as conceptualised by the four E's. Furthermore, high staff turnover makes insti-
tutional capacity building more difficult.

The short-term resolution was to deliver clear and actionable recommendations to Government,
whilst emphasising the need to tackle the omitted evaluation areas in future studies. Future studies
could be locally led given the newly honed VfM assessment capacity. Resolving issues with time con-
straints and staff turnover, however, require longer-term effort to establish an evaluation team/unit
within central government (possibly the Ministry of Finance or Ministry of Planning and Develop-
ment), whose primary responsibility would be to carry out VfM (and other assessments) to ensure
public value from government spending is maximised. Such a team/unit could also provide VfM
training to regional authorities, who have autonomy for a range of social spending. As both
studies demonstrated, requiring technical ministry staff to conduct such exercises alongside their
other responsibilities proves to be difficult, regardless of high levels of willingness and interest
from local staff.

Concluding remarks

VfM assessment of social spending in developing countries is important, but challenging. Some of
these challenges can be overcome through methodological innovation - like borrowing and apply-
ing the 3-Step Methodology from budget support evaluation — and relying on mixed methods tech-
niques as done in the two cases reflected upon in this note. Despite the challenges, these studies are
extremely useful to policymakers. They provide policy-relevant evidence, forge collaboration
between the MoF and sector ministries (as with the agreement between the Ministries of Finance
and Health), and can enhance parliamentary oversight.

In addition to this, our experience reveals two other significant gains. First, attempting a
VfM analysis usefully reveals important data gaps. Knowledge of these gaps and an indication
of how these data can be collected is critical for improving data availability. Second, the
process of doing these studies develops local skills and human capital - most visibly by pro-
moting increased scrutiny of spending decisions. The expectation should not be that the first
VfM study is done perfectly, but that it introduces local staff to important concepts and their
application in the short-term. These skills can then be honed through further studies. We
hope this note helps (in a small way) to develop VfM know-how among officials in developing
countries.
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