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The Peer Review Process

The DAC conducts periodic reviews of the individual development co-operation efforts of DAC
members. The policies and efforts of each member are critically examined approximately once every
four years. Five or six programmes are examined annually. The OECD’s Development Co-operation
Directorate (DCD) provides analytical support and is responsible for developing and maintaining the
conceptual framework within which the Peer Reviews are undertaken.

The Peer Review is prepared by ateam, consisting of representatives of the Secretariat working with
officials from two DAC members who are designated as “examiners’. The country under review
provides a memorandum setting out the main developmentsin its policies and programmes. Then the
Secretariat and the examiners visit the capital to interview officials, parliamentarians, as well as civil
society and NGO representatives of the donor country to obtain a first-hand insight into current
issues surrounding the development co-operation efforts of the member concerned. Field visits
assess how members are implementing the major DAC poalicies, principles and concerns, and review
operations in recipient countries, particularly with regard to poverty reduction, sustainability, gender
equality and other aspects of participatory development, and local aid co-ordination. A recent
innovation is to organise “joint assessments’, in which the activities of severa members are
reviewed in asingle field mission.

The Secretariat then prepares a draft report on the member’ s devel opment co-operation which is the
basis for the DAC review meeting at the OECD. At this meeting senior officials from the member
under review respond to questions posed by DAC members led by the examiners. These questions
are formulated by the Secretariat in association with the examiners.

This review contains the Main Findings and Recommendations of the Development Assistance
Committee and the report of the Secretariat. It was prepared with examiners from France and
Sweden for the Peer Review on 28 September 2004.
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AGEA*
CAP

CILSS*
CIPE*

DAC
DGCS*

EU

EDF
FDI
GFATM

GNI
GONG*

ICE*
INSME
MDGs
MEF
MENA
MFA
MIT
NGO
ODA

PCD
PARPA*

PRSP

SMEs

UTC*
UTL*

LIST OF ACRONYMS

Agriculture Payments Agency (Agenzia per le Erogazioni in Agricoltura)

Common Agricultural Policy (of the EU)

Comité Inter-Etat de lutte contre la Sécheresse au Sahel

Interministerial Committee on Economic Planning (Comitato Interministeriale per
la Programmaz one Economica)

Development Assistance Committee (of the OECD)
Directorate-General for Devel opment Co-operation (Direzione Generale per la
Cooperazione allo Sviluppo)

European Union
European Devel opment Fund

Foreign direct investment

Global Fund to fight AIDS, Tuberculosis and Malaria

Gross national income

Non-Governmental Organisation Group (Gruppo Organizzazioni Non-Gover native,
Mozambique)

Institute for Foreign Trade
International Network for Small and Medium-sized Enterprises

Millennium Development Goals

Ministry of Economy and Finance
Middle East and North Africaregion
Ministry of Foreign Affairs

Ministry for Innovation and Technologies
Non-governmental organisation

Official development assistance

Policy Coherence for Devel opment
Mozambique national strategy for poverty reduction (Plano de Accéo para a
Reducéo da Pobeza Absoluta)

Poverty Reduction Strategy Paper

Small and medium-sized enterprises

Unita Tecnica Centrale (Centra technical office in Rome)
Unita Tecnica Locale (Country development co-operation office)

Denotes acronym in origina language.
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Signs used:

EUR Euro
USD  United States dollar

O Secretariat estimate in whole or part
- Nil

0.0 Negligible

. Not available

Not available separately but included in total
n.a Not applicable

Slight discrepanciesin totals are due to rounding

Exchangerate (Euro per USD)
2002 2003

1.0611 0.8851
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Italy’s Aid at a glance

ITALY Gross Bilateral ODA, 2002-03 average, unless otherwise shown
Change B
y Income Group (USD m) ;
Net ODA 2002 2003 2002/03 | | ctocnise tom
Current (USD m) 2332 2433 4.3% 002 mLDCs
Constant (2002 USD m) 2332 1976 -15.3% B Other Low-Income
In Euro (million) 2475 2153 -13.0% _
ODA/GNI 0.20% 0.17% B ower Midde-
Bilateral share 43% 44% O Upper Middle-
Net Official Aid (OA) Income
758 OHigh-Income
Current (USD m) - 497 -
Ounallocated
Top Ten Recipients of Gross
ODA/OA (USD million)
1 Mozambique 231 By Region (USD m) T—
2 Congo, Dem. Rep. 225 Africa
3 Tanzania 67 123 E South and Central
L Asia
4 Ethiopia 48 O Other Asia and
5 Tunisia 35 Oceania
6 Guinea-Bissau 35 Umid:rl]eA‘fE_aST and
. [o] rca
7 AfghamStan 33 OLatin America and
8 China 33 Caribbean
9 Palestinian Adm. Areas 31 I Europe
10 Albania 26 -
By Sector O Unspecified

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
M Education, Health & Population @ Other Social Infrastructure O Economic Infrastucture
O Production O Multisector O Programme Assistance
O Debt Relief O Emergency Aid M Unspecified
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DAC’SMAIN FINDINGSAND RECOMMENDATIONS

General framework and current directions
New commitments to development

Italy is one of a handful of the world's key actors in development co-operation. It exercises this
role as a member of the G8 leading industrialised countries and of the European Union (EU), and is
active in a variety of other international fora. In terms of the volume of its aid, Italy is the seventh
largest OECD Development Assistance Committee (DAC) donor, with a 2003 official development
assistance (ODA) volume of USD 2433 million, representing 0.17% of its Gross National
Income (GNI). Italy’s national interests are closdly intertwined with many other developing nations in
proximity to its borders and elsewhere in the world, a fact that is often recognised in its statements of
foreign policy. To address this political reality, Italy has made a range of commitments to
development since the 2000 Peer Review. It agreed in Barcelona (2002) to more than double the
volume of its ODA by 2006. It has become one of the world's most active and innovative donors on
debt relief since passage of alaw on the topic (2000). It similarly took alead position in launching its
support for the Global Fund to Fight AIDS, Tuberculosis and Maaria(GFATM) in 2001, played a
lead role in the OECD Bologna process for Small and Medium-sized Enterprises and, at Palermo,
hosted an initiative on e-government (2002). Finally, it has made active contributions to the crises in
both Afghanistan and Irag, and it hosted the Rome High-Level Forum on Harmonisation (2003).

The need for high level political resolve

To implement the Italian political vision on development issues, the 2000 Peer Review saw a
need for significant reforms in its system and procedures of development co-operation. Four years
later, most recommendations contained in the 2000 Peer Review had not progressed significantly. The
diplomatic and technical administrators of Italian development co-operation stress that most key
reforms depend on the nationa political process. Of particular relevance in this respect is the 1987
Law, which was identified in previous Peer Reviews as too detailed and prescriptive at the level of aid
administration (personnel types and levels, management systems, ability to delegate) and too cursory
on topics of basic strategy. Extensive parliamentary debate on this topic has not yet produced a clear,
aternative legidative framework to date. Appropriate legisative reform is a priority, but this should
not delay actions that can be taken within the present framework. Lacking clarity, the nationa vision
for aid is now increasingly influenced by crisis and special initiatives. This approach runs the risk of
diluting the direction of Italy’s longer-term development co-operation and ultimately detracting from
effectivenessin thefield.

In addition to the need for legidative action to move the strategy reform agenda, the Italian
government needs to assert more proactive leadership, both at the politica level and at the level of its
aid organisation. Current political leadership is located essentialy in the Ministry of Foreign Affairs
(MFA), with development responsibilities shared among four under-secretaries of state. Public
dialogue on issues of policy and strategy is limited, athough the ongoing dialogue with parliament,
appearsto be picking up because of the flurry of recent legislative proposals for new directionsin aid.

10 PEER REVIEW OF ITALY -0 OECD 2004



Within the MFA, statements of official development policy have not been updated consistently in
recent years. While the current approach to development strategy permits flexibility in dealing with a
rapidly evolving political climate, a clearer framework for a more focused operational strategy within
the MFA could help to bring the different parts of Italy’s development co-operation system together
more effectively. It would also give clearer priority to topics of international consensus such as
poverty reduction or the Millennium Development Goals (MDGs).

The important role of public awareness

National political support for development co-operation depends upon a supportive public.
Current Italian public opinion strongly supports development co-operation but shows scepticism
towards the public aid system. The Directorate-General for Development Co-operation (DGCS) has
begun to take stronger action in this area over the last year, however, it has yet to develop a modern,
transparent and effective information policy for development co-operation, which includes strategic
aliances with Italian newspapers and television, co-ordinated outreach at the level of parliament,
expanded public education and enlarged public dia ogue.

Recommendations

e Italy should define a national vision for development co-operation which is derived from a
more inclusive and broad-reaching dialogue with Italian peersin devel opment.

» ltaly needs greater clarity in stating its aid palicies, including that for poverty reduction.
Such palicies should be made accessible to all and described more operationally. Italy needs
an operational strategy on how it will contribute to the achievement of the MDGs in view of
the 2015 deadline.

» Italy needs legislative reform and, in the short term, continued action within the present
framework.

» The Italian government needs a designated focal point for development co-operation at the
political level, for example a deputy minister for development.

»  The DGCS should continue to develop a better defined strategy to raise public awar eness of
development issues, including a stronger alliance with other official and non-governmental
actors.

Aid volume and distribution
The challenge of effectively implementing future ODA growth

Over the last few years, growth in ODA has been restrained due to government-wide budget
austerity, but has periodically accelerated following specid political initiatives. At the Barcelona
Summit (2002), Italy committed to an ODA/GNI target of 0.33% by 2006. Thisis estimated to require
a 113% budget increase in real ODA (USD 2.7 billion) over the 2003-06 timeframe, representing an
estimated 15% share of the globa Monterrey undertaking. Simultaneously, the potentia for future
ODA growth is complicated by the fact that debt relief, which has been a significant factor in recent
ODA growth, will be exhausted by 2006. Finally, the current political preference to favour the
bilateral channel to absorb these increases will prove challenging, given the shortage of staff resources
and limited use of new funding modalities.
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The Need for a more strategic allocation process

It isimportant to note Italy’s continuing allocation focus on Africa; however, attention to a more
strategic allocation of ODA resources has not taken place since the 2000 Peer Review. Today's list of
country recipients of Italian ODA is actualy longer than that of the previous review, up from 113 to
118. Only 11 of Italy’s 20 priority recipient countriesin the 2000 Peer Review remain on the 2004 list.
At the level of individual recipient partners, interest in allocating Italian ODA around substantive,
locally-led country strategy planning appears to have diminished.

Italy continues to be the DAC member with the highest percentage of multilateral aid (51% of
total ODA in 2003), even though that portion declined from 65% at the time of the previous Peer
Review. The trade-offs between funding of the multilateral and bilateral channels should be made
more explicit and could be based more effectively on strategic considerations related to
performance-based feedback. In every case they should be consistent with the capacities of aid
management in either channel. This may require stronger MFA-Ministry of Economy and
Finance (MEF) co-operation at different levels and an improved MEF capacity to monitor, evaluate
and plan its multilateral investments.

At the level of sector priorities, the Italian programme similarly tends to disperse funding. Its
attention to a wide range of sectors permits flexibility in taking on the challenges of development
cooperation, but the broadening of its portfolio further stretches its aready limited staff capacity.
Finally, in the bilateral context, cross-cutting issues such as gender, HIV/AIDS and poverty reduction
tend to be managed through the simpler project modality, rather than being mainstreamed through the
programme, despite Italy’s demonstrated intellectual capacity to address their multidimensional
complexities.

Recommendations

e ltaly should set out an explicit growth path for 2005 and 2006 to fulfil its ODA
commitments announced at Barcelona as an important part of the globa Monterrey
undertaking.

e Italy should emphasise more strategic and performance-based budgeting by prioritising
its funding alocations. This relates to identification of priority countries or sectors and to
allocations between bilateral and multilateral channels.

Policy coherencefor development
Making policy coherence a priority

Italy is well placed to understand the benefits of a more joined up approach to the wide range of
policies affecting the recipients of its development assistance. Consequently, the approach to
inter-ministerial policy co-ordination piloted in Albania could equally be applied to other prominent
aid recipients or to inter-ministerial policiesin such areas as trade (e.g. olive ail, sugar), foreign direct
investment, untying or migration, among others.

Specia attention is drawn to the opportunity to revise Italy’ s policy on development co-operation
and Foreign Direct Investment, away from an approach focused on encouraging Italian FDI through
credit schemes and facilitation, to one centred on supporting the enabling environment for investment
in developing countries.
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It was noted that the current level of untying of Italian ODA does not appear to have improved
since the 2000 Peer Review, when it was 62% tied. Italy has yet to provide updated data, but the last
estimation was 92% in 2001, a year of limited debt relief. Conclusions in this respect are difficult, but
arevision of palicy in favour of further untying would contribute to the greater effectiveness of itsaid.

In order to increase the scope for a more integrated and regular attention to policy coherence for
development issues, several opportunities exist. While Italy regularly considers coherence issues in
preparation for major international events, it does not yet have a formal policy for Policy Coherence
for Development (PCD), nor does it have specifically allocated analytical talent. Its institutiona
arrangements on this topic are limited primarily to very broad policy debates in the Council of
Ministers or in the Interministerial Committee on Economic Planning (CIPE- Comitato
Interministeriale per la Programmazione Economica). Parliament does not have a specific
commission on development co-operation, whilst the non-governmental organisation (NGO)
community, normally an active advocate of policy coherence in other DAC member states, so far has
refrained from playing a major policy role. As an active member of the European Community, Italy
has a specia opportunity and even responsibility to proactively encourage all European member states
to work in the direction of policy coherence for development in all of the areas noted above.

Recommendations

»  Policy coherence should be an explicit goal of the Italian government. This should include a
specific public statement on coherence for development, including reference to themes of
specia interest such as foreign direct investment (FDI) or untying.

e ltay should mobilise expertise and analytical capacities both within and outside
government to identify policy areas incoherent with its development co-operation objectives.
This could include special resources or a unit of government that is dedicated to this task
alone. Consultation with civil society and the research community would strengthen these
actions.

Aid management and implementation
Working toward efficient Italian aid management

Based on experience elsewhere in the DAC, significant efficiency gains can be realised through
improved collaboration and co-ordination at al levels, including relationships among all Italian
official and non-governmenta development ingtitutions (Sistema Italia), between headquarters and the
field, and even among various entities/representatives in the field. Italian ingtitutions remain
compartmentalised at all these levels.

Criticisms are frequently voiced over the complexity of Italian decision making and the
timeliness of its funding. In an effort to expedite aid decision making, the DGCS is now attempting to
simplify certain administrative procedures a the level of headquarters and to improve officia
collaboration for private sector activities in the field. Additional system wide thinking is still needed,
however. The project and budget approval process inside the MFA remains a major issue for many
observers, as is the role of the Ragioneria Centrale. Also, budget planning is till based on Italian
annual budget procedures, while field needs are shaped on a multi-year basis and increasingly demand
predictable donor funding. Interestingly, the 1987 Law (Article 15) actually set up a specia fund that
granted the DGCS a degree of financial autonomy and permitted multi-year funding (an exception to
Italian budget law), but the fund was abolished in 1995.
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Donors and recipient countries alike agree upon the importance of increasingly harmonised aid
implementation proceduresin the field. While Italy played an important facilitating role by hosting the
High-Level Forum on Harmonisation (Rome, 2003), it has yet to develop an operationa strategy to
implement the commitments covered by the Declaration. It needs to open a dialogue with its field
missions on this topic.

Personnel needs

Few issues of Italian development co-operation are as contentious and persistent as those of
personnel management. Though a major issue in the 2000 Peer Review, little reform of the system was
registered since that time. The overall size of DGCS staff has slowly declined over the last decade and
no technical experts have been recruited since 1994. Its implementation arm (UTC - Unita tecnica
Centrale) currently consists of only half of the modest pool of 120 experts allowed by the 1987 Law
and 52% of this group are over the age of 55. DGCS is understaffed in comparison with most other
similarly sized DAC members, although it plans to recruit 60 new experts in the coming year. These
staff limitations will represent a constraint on Italy’s capacity to absorb future ODA growth through
the bilateral channdl.

Asistrue for some other DAC donors, but unlike most other G7 countries, Italy does not yet have
a specific personnel system or plan for development co-operation. The assignment process requires
substantial advance planning and action, and gaps in staff coverage are frequent, including the key
position of UTL (Unita Tecnica Locale) Director in the field. Italy has a personnel system which
makes rigid distinctions between the roles of diplomats and development professionals. A weaknessin
this system is that its leadership (diplomats) and the large category of staff seconded from other
ministries (29% of total personnel) rotate in and out of development co-operation frequently, while the
less empowered experts remain at the core of the national development co-operation effort. Italy has
yet to develop a personnel system that is characterised as performance based, whether relating to staff
assignments of responsibility or to individual merit promotions. Neither does the system have a
strategically shaped and regularly used system of training in key themes of development co-operation.

Decentralised operationsfor greater implementation efficiency

Unlike a number of DAC members, no formal process has been launched yet to examine the
opportunities to improve implementation efficiency through greater operational decision making in the
field, despite Italy’s formal recognition of the importance of partner country ownership and the fact
that severa key Italian recipients use the Poverty Reduction Strategy Paper (PRSP) or other similar
national priority-setting strategy. Examples of very limited project level delegation of authority were
noted in both Tunisia and Mozambique field missions, but in general the concept is restrained by the
management prescriptions contained in the 1987 Law.

Performance measurement

The 2000 Peer Review advocated substantial improvement in the ltalian monitoring and
evaluation system. While new initiatives are underway, much remains to be put in place, even though
the majority of international donors recognise the growing importance of performance feedback in
today’s aid programming and decision making. The DGCS Evaluation Unit contains five persons
responsible for maintaining the integrity of Italy’s aid system. They now are essentially occupied with
their role in providing pre-project appraisal. In the field, it was found that project feedback is heavily
oriented to financia reporting.
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Recommendations

The DGCS should initiate a broad-based discussion of the structural and process
impediments in its current system of management. Together with field UTLs, ambassadors
and the Ragioneria Centrale, it should promote an in-depth review of development
administration from a greater “team” perspective. This could build upon current DGCS
efforts to promote administrative streamlining, while simultaneously addressing the parallel
need for a clear implementation strategy on harmoni sation.

Italy should make use of multi-year funding commitments so as to reinforce the
predictability of its support and to bring it more in line with the programming needs of
recipient countries. Opportunities to introduce a degree of financial autonomy to DGCS
budgeting procedures should be explored.

Italy urgently needs to reform its system of personned management for development
co-operation, with special emphasis on personnel planning, placing individual ability morein
line with responsibility, and use a performance-based approach that is properly accompanied
by rewards and incentives. The DGCS should expedite recruitment of 60 development
experts. At the field level, DGCS is also urged to pay greater attention up-stream to staffing
needs, to avoid gapsin presence, and to consider ways to flexibly contract additional staff, as
needed.

DGCS management should consider stronger decentralisation of decision making to the
field and the paralle adjustments in resources and systems necessary to accommodate these
changes, such as an improved local analytical capacity and better communications between
Rome and the field.

Italy must establish a regular system of monitoring and evaluation, consistent with DAC
principles on evaluation. To the extent possible, programme decisions (including specific
alocations of funds) should be made on the basis of the results generated by this
performance feedback system.
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SECRETARIAT REPORT
CHAPTER 1

STRATEGIC FOUNDATIONS AND NEW ORIENTATIONS

Context

Italy is a key actor in international development co-operation. It is a member of the Group of
Eight (G8) leading industrialised countries, a founding member of the EU and the seventh largest
DAC donor in terms of aid volume. Italy fully understands that its national interests are closely
intertwined with a number of neighbouring developing nations and elsewhere in the world, a fact
consistently reiterated in its foreign policy statements. To implement this political vision, the 2000
Peer Review recognised that Italy needed to substantialy reform its development co-operation systems
and procedures. It urged overhaul of the 1987 law which governs Italy’ s devel opment co-operation. It
also made several recommendations to further improve official development assistance (ODA)
volume, professional staffing, use of country strategy, delegation of authority to the field, procedural
simplifications and better use of evaluation and enhancement of programmes for public awareness.

Progress since the 2000 Peer Review. The 2004 Peer Review found a striking contrast between
the interest in reforming development co-operation, as expressed by a wide range of Itaian
development officials, and the relatively limited progress made by Itay on the DAC
Recommendations since 2000 (see Annex A for key findings of the 2000 Review). The expected legal
changes embodied in the 2000 Law were not enacted, leaving in place the same structural obstacles to
change noted in the previous Review. Some operational modifications were carried out and are
discussed in this report, but simpler, aternative actions recommended in the event the Law failed
(staff, decentralised additional decision-making, improved feedback and evaluation) have yet to be
substantively addressed. Of particular operational importance is the critical issue of professional staff.

Italy is one of the few G8 members which has yet to adjust its policies and delivery tools in
support of the new paradigms of development co-operation. There is now considerable peer pressure
to transform its ODA programme into a more co-ordinated operation, keyed to the Millennium
Development Goals (MDGs) and tracked on the basis of results. To do this, the highest level palitica
resolve will be needed.

Thecurrent legislative foundations

Current legidation governing development is firmly anchored in the 1987 Law and subseguent
amendments (see Box 1). As was the case in 2000, the weaknesses of the 1987 Law are still widely
recognised within the Italian development community. While it may not be yet politically possible, the
Italian government is encouraged to collaborate with parliament over the longer term toward a new
text of law which would put Italian development co-operation on a more modern and effective footing.
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Box 1. Law 49 of 1987 - An enabling environment for Italy’s development co-operation?

Italy’s aid programme is carried out under the authority of Law No. 49 of 1987. Although both the 1996 and
the 2000 DAC Peer Reviews noted the problematic aspects of the law, successive parliamentary attempts at
reform have failed.

The 1987 Law is characterised by the striking attention it pays to the managerial detail of the Italian
programme, much of which could be more flexibly handled by administrative decrees and internal deliberations
among specialists. It is also marked by relatively less attention to “bigger picture” issues which might normally
merit legislative scrutiny (e.g. systemic, policy or strategic topics). For instance, the law specifies the entire,
detailed operational framework for a specific programme, but leaves open the general principles of development
co-operation in that field (Art. 7). More specific examples:

. Personnel. The 1987 Law limited the number of development experts to be employed at 120 positions
(Art. 12), plus 30 generalists from international organisations (Art. 16), and specified the type of
contract for their recruitment. Almost two decades later, this number appears increasingly arbitrary and
mismatched with the growing needs of Italian development co-operation. Simultaneously, the law does
not suggest the principles of personnel organisation or management which would encourage
standards or the development of a performance-based personnel system (career progression,
responsibility and incentives).

o Management. The 1987 Law establishes a detailed operational framework for a Steering Committee
which includes the Ministry of Foreign Affairs (MFA) Minister, all the MFA Directors General, and
officials from the Treasury and the Ministry for Productive Activities. The committee approves a wide
range of development related actions, including all projects above EUR 1 million. Highly centralised
and high level, its decision-making processes engender inefficiencies in the project cycle, while using
the scarce time of its most senior decision makers with issues that could frequently be delegated to a
lower level.

. Decentralisation. The 1987 Law mandates a detailed list of field mission (Unita Tecnica
Locale - UTL) level “tasks”. This list no longer matches the scope of development activities required in
modern development co-operation, nor does it permit the degree of authority needed to carry them
out.

The Directorate-General for Development Co-operation (DGCS - Direzione Generale per la
Cooperazione allo Sviluppo) views today’s key issues of Italian development co-operation
(e.g. funding, procedures, staff) to be fundamentally political. Italian aid reform has been discussed,
however, extensively in parliament for over 10 years without coming to a meaningful conclusion.
These endless discussions have even prevented some useful interim reforms from taking place. For
example, a new law due to be voted in 2000 is cited as a primary reason why the long-overdue
recruitment of new staff has continually been postponed. Political parties are now discussing a variety
of different proposals for development co-operation law (see Box 2), but many specialists interviewed
by the Peer Review team were pessimistic about any new text of law being passed in the immediate
future.

Clarity on national interests. The DAC has long advocated that due attention be given, both in
development co-operation and other government policies, to the long-term development interests of
partner countries. Underlying this is the conviction that, ultimately, development interests and donor
countries’ nationa interests will coincide. Indeed, effective development progress is a necessary
component of inclusive globalisation which, in turn, reduces worldwide tensions and risks. Good
development policies are therefore fundamentally compatible with national interest. In the short term,

PEER REVIEW OF ITALY - OO OECD 2004 17




however, these interests can diverge. In the case of Italy, the 1987 Law describes development
co-operation as an integral part of national foreign policy, but defines nationa foreign policy in the
longer term context of “...the ideals of solidarity among peoples...”. The DAC consistently
encourages national political leaders and those who fashion development policy to remain vigilant that
domestic political interests do not become the driving force behind programmes of development
assistance. To give national legitimacy to these aims and to better communicate development
objectives to the Italian public, DGCS is encouraged to devise a more collaborative, public
approach that clarifies the role of Italian national interestsin its aid programmes. Some DAC
donors have very successfully utilised this approach by drawing on the most highly respected national
specidists in development and other elements of civil society to forge a more accepted national
strategic vision for development co-operation.

Box 2. Parliamentary proposals on development co-operation reform

As many as 10 separate proposals for reforming Italian Development Co-operation Law - coming from the
full spectrum of political parties - are currently circulating within both chambers of the Italian parliament. This
demonstrates a widespread awareness of the need for urgent reform. Points of convergence among these
proposals include: higher levels of ODA,; greater bilateral share of ODA, the need to reform operating modalities
according to criteria of efficiency and effectiveness.

A number of themes emerging from the debate are also of interest, including:

L Calls for an enhanced role of parliament (e.g. through a permanent parliamentary commission for
development co-operation) which could help raise the level of political attention to development issues.

. Proposals to establish a high-level position dealing with development co-operation in the government
(e.g. development vice minister, undersecretary of state or minister without portfolio) to help bolster
political leadership of development co-operation.

L Suggestions for improved administrative and accounting procedures (e.g. restitution of a single fund
for development co-operation which would permit greater autonomy and multi-year budgeting and
planning) to overcome internal procedural constraints to modern management and enhanced
effectiveness.

Promote oper ational leader ship

Palicy. In the absence of a new law, properly formulated policies can, and have, served as useful
basic guidance to the national aid system. The 2000 Peer Review noted severa key policy statements
issued in the late 1990s (see Chapter 3). Severa of these statements were state of the art at that time.
For example, the principles of ownership and partnership were advocated in Italy even before the
major OECD policy statement “ Shaping the 21% Century”. Since the 2000 Peer Review, however, the
DGCS has generated few written development policies, essentially because of lack of time and human
resources, and because of the desire to maintain maximal policy flexibility in a fast moving and
increasingly political environment. Current DGCS practice is to refer to the content of political
speeches as the principal expression of latest policy, without systematically interpreting their
implications at field level, nor diffusing them widely. DGCS policy leaders are conscious of the
importance of their system losing its sense of vision, particularly as current priorities are shaped
increasingly by crises and initiatives, and aid system operations tend to evolve in an ad hoc, rather
than strategic manner. Communication of clearly established policies and priorities at the leadership
level will be critical to fostering continuity in anational aid system that can lack institutional memory.
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The DGCS is encouraged to reassert operational leadership by shaping and communicating
national development policy. DGCS policies could be disseminated via the MFA website; this would
permit worldwide reach and could be easily amended as policy changes are effected over time.

Encourage a system approach. The DAC encourages its members to view al national
development co-operation actors as part of a larger national approach. This way key actors share a
common sense of vision which will be more cohesive and co-ordinated and ultimately will function
more effectively and efficiently. The “Sstema Italia” for development co-operation® is well
understood by the Italian government as not only including official government actors, but those in
business, NGOs, decentralised regions, universities and research and training centres. Within this
larger system the key official actors (see Figure 1) are the MFA and the MEF. The organisation and
management of the ltalian development co-operation system will be presented more fully in Chapter 5.

Promote system leader ship. According to the 1987 Law, developmental |eadership in the Italian
development co-operation system lies heavily in the MFA, particularly the DGCS. However, current
policy leadership for development issues is split among four under secretaries of state, who supervise
13 Directorate-Generals and a variety of other services and institutes (see Annex C). This means that
the DGCS has little direct authority to take on the pressing broader issues noted above, and for which
a stronger voice in the palitical circles of parliament is needed. The fact that the DGCS is relegated
essentially to operational issues deprives it of the powers to address the political reforms needed for
the future. When it comes to providing a balanced “system” view or effective global leadership in the
development area, those who are most experienced and who actually practise development are not in a
position to lead effectively or even extensively participate in the important development debates of the
future. One practical suggestion that could help in this respect would be to return to a system of
“deputy minister” for development co-operation by consolidating development co-operation
leadership around one, full-time under secretary.

Public awar eness

Public awareness today is often driven by ad hoc exposure to issues in the nationa media,
frequently relating to crises or scandal. Of particular note in this respect, Italian development
co-operation experienced a magjor loss of public confidence in the 1990s because of aleged
irregularities in aid contracts with Italian private companies. However, public opinion appears to have
evolved somewhat more favourably in relation to NGOs, municipal and regional government
development efforts. In 2002 more that 90% of the Italian public expressed support for development
co-operation, but showed scepticism towards the public aid system.?

2. OECD Development Centre, “Mobilising Public Opinion Against Globa Poverty”, Policy Insights
No. 2, April 2004. This publication reports that 92.5% of Italian public opinion considers development
co-operation to be either “very” or “rather” important.
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Figure 1. Key actors of Italy's Development Co-operation System
By % share of total ODA, 2002
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Source: MFA.
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Public awareness will ultimately affect the political processes that are needed to resolve a variety
of today’s issues in development co-operation. Growth in public awareness is an important issue for
the future of Italian development co-operation and the MFA needs to become more proactive in
addressing it, especially given current plansto increase the volume of aid funds. The current approach,
using small NGO development education programmes, is not enough to shape public and political
opinion. An effort should be made to develop a modern, transparent and effective information policy
on development co-operation, including well conceived public information campaigns, pragmatically
focused on the results of aid programmes. This policy should also aim to establish strategic aliances
with Italian newspapers and television, both public and private. One key audience is parliament, where
DGCS, NGOs and other partners could mount a regular campaign to analyse and explain the logic of
development co-operation. Similarly, Italian civil society could benefit from an expanded public
education programme and an enlarged development policy dialogue with partners. Over the last year,
the DGCS has taken stronger action (publications, video, public discussion) to give development
co-operation a broader audience.

Future considerations

» Italy needsto define a broadly accepted national vision for development co-operation which
could serve as a basis for overhauling the 1987 Law. Italy also needs clearly expressed
official statements of its aid policies, which are accessible to all and described in terms of
their operational implications.

e« The Itaian government needs to identify a clearer locus of public leadership for
development co-operation at the political level, potentially a deputy minister for
devel opment.

e The DGCS should continue its efforts to develop a better defined strategy on public
awar eness, including a stronger alliance with other official and non-governmental actors. By
reaching out to Italian ingtitutions and civil society, it should be possible to define a more
consensual vision for national development co-operation.
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CHAPTER 2

AID VOLUME, CHANNELSAND ALLOCATIONS

A growing international donor

Italian ODA volumes slowly declined through late 1990s, but have risen dightly since the 2000
Peer Review, as Italy reasserts its role as an international political force (see Table B.1). Despite
Italy’s best political intentions, growth of the nation’s official development assistance has been
irregular, generally restrained due to government-wide budget austerity policies, but periodically
accelerated following major political initiatives (e.g. debt rdief, Global Fund, Irag). ODA levels will
undoubtedly continue to fluctuate unless Italy is able to generate a clear consensual vision and
ambition for its development co-operation, as suggested in Chapter 1. For purposes of comparison
within the DAC, current (2003) ODA volume is USD 2 433 million, a decline in real terms of 15%
from 2002, which makes Italy the 7" largest donor. This volume represented 0.17% of Gross national
income (GNI), down from 0.20% in 2002. In comparison, the Total DAC average was 0.25% in 2003.
Italian ODA is amost entirely in the form of grants, with the exception of a small number of
development loans (5% of total ODA).

At the Barcelona Summit in 2002 Italy committed to an ODA target of 0.33% of its GNI by the
year 2006. Attaining that level will require an impressive doubling of its aid volume over the next
three years. That level of effort is certainly perceived by many in and out of government as an
ambitious and difficult one, given today’s era of budget restraint. Recent OECD simulations of ODA
prospects for 2006 for all donors suggest that Italy would become the sixth largest donor if it were able
to attain current projected commitments, but that it has the farthest to go of al donors, requiring a
daunting 113% (USD 2.7 billion) increase in real ODA between 2003 and 2006. Future debt
forgiveness will be one aspect of the next three years of ODA growth (see section on debt relief,
below), although once forgiven, “fresh” ODA will be needed to make up the difference in future years
if Italy isto maintain its level of effort. A major additional constraint to this level of expansion in aid
volume noted elsewhere is the current political interest in increasing the bilateral share of Italian ODA,
in spite of Italy’slimited capacity to implement this type of funding.

ODA channels

A modest, but growing bilateral channel. While still modest in relation to the Total DAC
average of 73% in 2002 (the most recent year for which figures are available), Italy’s share of gross
ODA using bilatera channels (49% in 2003) has grown since the 2000 Peer Review (35% in 1998).3

The predominant role of the multilateral channel. Italy is the DAC donor that makes most
extensive use of the multilateral channel for its development co-operation. In 2003 an estimated 51%

3. For reference, it is worth noting that bilateral funding may include many types of activities, including
ones linked to multilateral organisations. A detailed analysis of Italian ODA in the 2000 Peer Review
concluded that, after subtracting out debt actions and loans, food aid, emergency relief, NGO core
support, administrative costs, scholarships and “multi-bi” implementation arrangements, less than 7%
of Italy’stotal gross disbursements was provided on a direct, bilateral basis.
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of its gross ODA used this channel (down from 65% in the 2000 Peer Review), in comparison to a
Total DAC average of only 27% in 2002. Reasons for this special dependence on the multilatera
channels vary, but include: the low transaction costs of using the multilateral channel; political desire
to maintain Italy’ sinternational standing; Italy’sinterest in fulfilling broader, international obligations;
lingering Italian domestic distrust of bilateral management systems; and a lack of bilateral capacity to
utilise additional funds. For whatever the reason(s), it is worth noting that Italian officials consider the
multilateral channel to function reasonably well, while it offers Italy the opportunity to simultaneously
harmonise and align its aid in response to the 2003 Rome Declaration on this topic.

According to 2003 DAC statistics (see Table B.2), the European Commission absorbs the bulk of
Italian multilateral ODA with 35% of total gross ODA (almost 70% of the multilateral total), followed
by much smaller allocations to United Nations (UN) agencies (8%), the World Bank Group (1%),
regiona development banks (1%) and “other” multilaterals (6%). Table 1, below, identifies the
percentage of Italian gross ODA going to individual agencies or banks within “UN” and “regional
development bank” sub-categories. Allocations of funds among these various international
organisations can vary significantly from one year to the next.

Table 1. Contributions to UN agencies and Regional Development Banks

Recipient 1997-98 2002-03
1. UN agencies (total % of ODA) 7 8
Of which (% share of total contributions to UN agencies)
. UN 6 n.a.
. UNDP 10 10
*  UNICEF 9 7
. WHO 10 n.a
*  WFP 4 9
*  UNHCR 4 5
*  UNRWA 5
*  UNDCP 5 n.a.
. ILO 6 n.a.
. EAO 9 n.a.
. UNIDO 11 n.a.
* IAEA 15 n.a.
* Other UN 11 60
2. Regional dev. banks (total % of ODA) 3 1
Of which (% share of total contributions to regional dev. banks)
° African Development Bank 50 53
. Inter American Development Bank 2 22
. Asian Development Bank 48
e Other Regional Banks 25
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Italy has had a strong tradition of close co-operation with the multilaterals, but the criteria used to
guide allocations of ODA funds among these ingtitutions do not appear to be part of a longer-term
strategic process. Some DAC members with strong multilateral programmes have developed explicit
multilateral strategies, sometimes including close collaboration with other like-minded donorsin order
to better track the results of key multilateral recipientsin the field. Given Italy’s particularly large and
varied use of the multilateral channel, it is suggested that the DGCS and its counterparts in the MEF
explore a more pro-active, performance-based approach to multilatera budgeting. It aso would
enhance the credibility of these large multilateral contributions if the DGCS and MEF were able to
explain publicly the logic of its allocation process. This would be true for allocation choices among
multilateral implementing partners, as it would for earlier decision-making on the ODA breakout
between bilateral and multilateral channels. This would imply a special analytica and monitoring
capability for the multilateral contributions and an even closer operational collaboration between the
two channelsin the name of greater system effectiveness and efficiency.

A slow growth of the NGO sector. The MFA sees an increasingly important role for
non-government organisations in Italian development co-operation. Nevertheless, the size of the
Italian NGO sector working with official ODA funding is still quite small in comparison to other DAC
members. OECD statistics suggest that aid to and channelled through NGOs only accounts for 2.9% of
total gross ODA (see Table B.2). This limited use of the NGO channel may relate to the procedural
difficulties confronted by NGOs in using Italian government funds as noted in Chapter 5, some of
which are now being examined by the DGCS.

The special, short-term use of debt relief

Italy is one of the leading international donors to address debt relief in its development
co-operation. In the years that followed the “Enhanced Heavily-indebted Poor Country (HIPC)
Initiative” of 1999, Italy took increasing action on debt relief. Strong support for the initiative within
civil society, political parties and the Catholic Church led the way in transforming a socia issue into
national policy, and eventually into alaw approved in 2000. The content of Italy’s law on debt relief is
in many ways innovative. It goes beyond the HIPC initiative by allowing not only the cancellation of
ODA related debt, but aso 100% of commercia debt. Moreover, in the case of Interim Debt Relief
operations, Italy cancels 100% of al interim scheduled payments (contrasted with the 90% level
established by the “Enhanced HIPC Initiative’). In line with the principles of Italian development
co-operation, the law also makes debt relief conditional on criteria related to good governance,
renunciation of war, and a commitment to poverty reduction and to social and human devel opment.

In 2002, Italy cancelled a total USD 985 million of developing country debt (Benin, Bolivia,
Cameroon, Chad, Ethiopia, Ghana, Guinea Conakry, Malawi, Mali, Mauritania, Mozambique, Sierra
Leone, Tanzania, Uganda) and “converted” another USD 548 million into development activities
(Algeria, Ecuador, Egypt, Jordan, Morocco, Peru).

Italy will need to take care not to over rely on debt relief to bolster aid volume. Debt relief can
contribute to achieving the MDGs if the beneficiary country has the right policies and commitment to
use the released funds for poverty alleviation. But poverty reduction also requires additional resources,
which will have to come from fresh ODA. Without sustained support from the donor community in
the form of tangible assistance, debt relief will not make a lasting impact on poverty. In Italy’s case,
such additionality appears to be missing. In fact, the increased attention to debt relief in Italy has
paralleled the decrease in fresh resources alocated to development co-operation. The ODA/GNI ratio
for the four years between 2000 and 2003 was respectively 0.13, 0.15, 0.20 and 0.17, but if debt relief
is subtracted, these ratios declineto 0.11, 0.15, 0.14 and 0.13 respectively.
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Geographical allocation priorities

An overview of country allocations over the last decade, with a few notable, longer-term
exceptions, shows a trend of rapidly shifting country targeting of Italian aid. In 2003, 72% of Italian
allocable bilateral aid was disbursed in Africa (see Table B.3). This included 63% of disbursementsin
sub-Saharan Africa, and 9% in North Africa. Asia (10%) and America (7%), Europe (5%), and the
Middle East (6%) make up the remaining bilatera aid. This geographic emphasis has meant that 66%
of bilateral disbursementsin 2003 took placein least developed countries, down from 71% in 2002. At
the level of strategy, the choices of recipient countries and their budget levels are not undertaken based
on a specific set of criteria or a performance driven process (see Table 2 below). The DGCS is
encouraged to explore the potential of this type of more strategically driven approach, including a
transparent exit strategy.

Table 2. Top ten recipients of bilateral ODA (% share)

Gross disbursements, two-year averages

1991-92 1996-97 2002-03
Albania 10 | Malta 6 Mozambique 21
Mozambique 9 Uganda 6 Congo, Dem. Rep. 20
Tunisia 7 Bosnia & Herzeg. 5 Tanzania 6
China 6 Ethiopia 5 Ethiopia 4
Argentina 6 Jordan 4 Tunisia 3
Morocco 6 Albania 4 Guinea Bissau 3
Egypt 5 Nicaragua 4 Afghanistan 3
Tanzania 4 Mozambique 4 China 3
Ethiopia 3 | Argentina 4 Palestinian Adm. Areas | 3
Ex-Yugoslavia 2 Congo, Rep. 4 Albania 2
Total Top 10 46 | Total Top 10 46 | Total Top 10 69

Sector allocation priorities

OECD dtatistics (see TableB.5) show lItaly’s bilateral aid sector allocation priorities over
2002-03 as heavily marked by actions related to debt (54%, against a Total DAC average of only
13%). Other notable priority sectors include socia infrastructure and services (15%), commodity and
programme aid (6%) and emergency assistance (8%). One noticeable trend of interest is the reduction
in economic infrastructure investment, down to 1% from a high of 24% one decade earlier. Chapter 3
delves more specifically into the strategic basis of Italian sector emphasis.

Future considerations

e Italy is encouraged to fulfil the ODA commitments announced at Barcelonain 2002, and to
give early attention to the role of debt relief as a major component of ODA growth. Italy
should make routine use of multi-year funding commitments so as to reinforce the
predictability of its support.

e ltaly is encouraged to think more strategicaly about the rationale and the relative
percentages of its ODA that are allocated through bilateral or multilateral channels. Both
of these channels should be more fully staffed and managed, including a stronger MFA-MEF
co-operation at al levels and the improvement of MEF capacity to monitor, evaluate and
plan investments in the multilateral institutions.

» ltaly is encouraged to take a more strategicaly driven approach to identifying priority
countriesfor receipt of itsaid.
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CHAPTER 3

SECTOR PRIORITIES

Recent attempts at defining priorities

In the latter part of the 1990s Italian development co-operation went through a process of
clarification of its sector and thematic priorities, which resulted in a set of policy statements. In 1995
the Interministerial Committee on Economic Planning (CIPE - Comitato Interministeriale per la
Programmazione Economica) approved the Guidelines for a New Policy on Development
Co-operation which listed different sectors of intervention according to political, economic and
humanitarian objectives. The subsequent adoption by the DGCS of the Poverty Reduction Guidelines
in 1999 further refined the policy framework of the Italian development programme, putting it in line
with DAC work on poverty reduction, and paving the way to a series of policy documents covering
various areas of DGCS work.

Since this prolific phase, however, Italy has struggled to maintain a strategic focusfor itsaid. The
vision laid out in the sector guidelines has not been updated to incorporate lessons learned. Nor has
any assessment been carried out to check their current validity against the changing needs of partner
countries. More importantly, little attention has been given to the operationalisation of the guidelines,
particularly in light of DGCS declining capacities and the emergence of new modalities and
frameworks of aid delivery, such as sector approaches, budgetary support, and Poverty Reduction
Strategies. Despite a general commitment to working towards the MDGs, Italian action towards the
achievement of the MDGsiis currently not oriented by any policy statement or strategic framework.

This pause in strategic and policy guidance on sectoral concerns has given way to an increased
reliance on political events and official statements to set sector priorities, and has encouraged a
tendency to concentrate on “initiative” areas.

This chapter identifies some of the main sector areas on which Italian development co-operation
focuses. Specia attention is given to recent developments in sectors where Italy has traditionally been
involved - such as poverty reduction, humanitarian aid, and private sector development - as well in
fields where Italy has a recently developed a specia interest, such as HIV/AIDS and e-government.

The central place of poverty reduction

Poverty reduction has long been at the centre of Italian development co-operation. The 1995
CIPE guidelines already referred to poverty reduction as one of the chief objectives of Italian foreign
aid. The adoption of the 1999 Poverty Reduction Guidelines - based on the work undertaken by the
DAC Informal Network on Poverty Reduction — constituted a change in the level of attention to, and
the way of thinking about, poverty reduction. From being one among many different goals, poverty
eradication became the main concern of Italian development co-operation. As the 2000 Peer Review
noted, the guidelines had the potential to sharpen Italy’s focus on poverty, endowing it with a
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multidimensional, cross-sectoral character. Besides making specific reference to inter-sectora
programmes aimed at reducing poverty in various regions (see Box 3), the guiddines listed four main
objectives of this area of intervention:

* Promote an ingtitutional environment favourable to poverty reduction by improving
governance and public sector management and encouraging democratic participation.

»  Encourage political and administrative decentralisation and the role of loca communitiesin
devel opment processes.

e Combine an integrated local development approach with sectoral approaches.

e Operate in co-ordination with all stakeholders of “Sstema Italia” and other donors in the
programming, implementing and monitoring phases of the process.

Box 3. Poverty reduction in the Sahel: Italy’s integrated approach

The Fund for the Fight against Desertification and Poverty reduction in the Sahel provides an example of Italy’s
approach to poverty. Initially consisting of a piloting phase focused on three countries (Niger, Burkina Faso and
Mali) the Fund aims to act as a catalyst for the DGCS intervention strategy in the region. The programme will
disburse EUR 23 million over three years, including EUR 15.5 million for activities directly related to the
anti-desertification fund as well as other initiatives at local, national and regional level.

Two features characterise the Sahel programme for poverty reduction. The first is a participatory perspective
whereby local administrations, rural communities and farmers’ associations will jointly contribute to the
identification, formulation and implementation of the initiatives supported by Italy’'s NGOs and its Overseas
Agricultural Institute. This approach will benefit from Italy’s long-standing collaboration with the Comité Inter-Etat
de Lutte contre la Sécheresse au Sahel (CILSS), through which further partnership initiatives can be developed.
Secondly, the programme is characterised by a strong multi-sectoral approach. Besides supporting revenue
generating activities to vulnerable rural communities, it also aims to provide institutional support to national
institutions in devising poverty reduction policies which include sustainable strategies on food security and natural
resource management and decentralisation.

The Sahel Programme is characterised by multidimensionality and attention to partnership principles. These
demonstrate that Italy has the capacity to move from a conception of poverty reduction as centred on individual
programmes and projects to an approach whereby poverty reduction concerns are mainstreamed across the entire
portfolio of activities of its development co-operation.

Today attention to poverty reduction remains a major aspect of the Italian programme, through
substantial allocations and initiatives. Yet, despite the manifest capacity to conceptualise and tackle
the different dimensions of poverty, Itay seems to be lacking a coherent approach aimed at
mainstreaming the poverty reduction focus throughout its overal aid portfolio (infrastructure, private
sector development, etc.). Symptomatic in this respect is the fact that while in 1997 poverty reduction
was at centre of the DGCS annua report to parliament, the 2002 report contains few references to
poverty reduction as the overarching theme of Italian aid. With poverty conceived as a sector among
many, the risk isthat Italy’ s action become “projectised” instead of being mainstreamed.

Humanitarian action

Italian ODA devoted to the field of humanitarian action has been constantly increasing during the
last decade, pushed both by the challenges of a changing global environment and the attention the
Italian public dedicates to humanitarian themes. Italy allocates approximately EUR 100 million
annually to what is referred to as Emergency Humanitarian Initiatives. In terms of volume and share of
ODA, as well as donor share of total humanitarian aid, Italy is placed within the middle segment

PEER REVIEW OF ITALY - OO OECD 2004 27




among DAC donors* Interventions in this field are managed by OfficeVI, a branch of DGCS
responsible for humanitarian and emergency interventions and food aid. Its staff comprises two
diplomats and 13 administrators. The office is responsible for: i) the identification, management and
monitoring of emergency aid directly and in collaboration with international agencies; ii) food aid, in
collaboration with the Agricultura Payments Agency (AGEA - Agenzia per le Erogazioni in
Agricoltura); iii) auditing the accounting documentation from the Embassy Unita Tecnica Locale
(UTL) involved in emergency programmes and providing auditing and technical/administrative
counselling to the embassies.

Italy’s support is, to a large extent, managed through a system of funds with divided budget
alocations: i) bilateral funds for humanitarian interventions managed by Office VI and the embassies;
i) multilateral funds for emergency interventions carried out through international bodies;
iii) multilateral emergency funds for support to international bodies (six UN agencies. World Food
Programme (WFP), United Nations High Commission for Refugees (UNHCR), United Nations
Children’s Fund (UNICEF), World Hedth Organization (WHO), Office for the Co-ordination of
Humanitarian Affairs (OCHA) and United Nations Development Programme (UNDP) as well as
FICROSS or the International Federation of Red Cross and Red Crescent Societies (IFRC). Italy
provides food assistance through the AGEA in the framework of the London Convention on Food
Assistance to Developing Countries. The geographic distribution of this component is: Africa: 30%;
Asia 25%; Latin America: 21%; Mediterranean and Middle East: 20%,; Eastern Europe: 4%. A fund
on humanitarian demining was recently established both to assist the victims and to promote advocacy
and awareness. In order to improve its bilateral response capacity, Italy contributes to United Nations
Humanitarian Response Depot (UNHRD) located at an Italian military airport in Brindisi, seen with
pride by Italy as a centre of excellence in the field of humanitarian aid. The UNHRD contains stocks
of emergency food aid, medicine, shelter materials, water treatment systems, and rapid response and
logistics equipment that can be immediately dispatched in response to man-made crises or natural
disasters.

Beside applying the principles of impartiality and ethnic, racia or religious non-discrimination,
Italy firmly believes in ownership for its humanitarian assistance. Initiatives generally follow a regquest
by a struck community or an international appeal, and aim at intervening in the initial emergency and
rehabilitation phases by involving the local community in identifying the problems that regard them
and possible solutions. Despite these general principles and specific guidelines regarding cross-cutting
themes in emergencies, such as, for instance, the “Gender in Emergencies’ manual, Italy is
encouraged to better shape its programmes in the context of a more cohesive overal policy on
humanitarian action. Given Italy’s active role in conflict resolution and peace building it would be of
use to further develop measures and policies to clarify the distinction and relation between
humanitarian action, conflict prevention and peace building activities and issues of transition from
emergencies. When assessing the activities financed and managed within the humanitarian portfolio, it
is often difficult to distinguish between humanitarian and development co-operation activities.
Similarly, in relation to food aid it would be useful to distinguish between “Emergency food aid” and
“Programme food aid”. These efforts could be eased by the establishment of appropriate feedback
systems. The DGCS send periodic missions to monitor implementation and impact of humanitarian
assistance. However, there seems to be a lack of evaluation systems to support learning and
accountability for the effective and efficient implementation of humanitarian action. The “Principles

4. Development Initiatives (2003), Global Humanitarian Assistance 2003, pp. 21, 26 and 27.
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and Good Practices of Humanitarian Donorship”, if endorsed, would aso provide constructive

guidance.
Private sector development

Private sector development has traditionally been the privileged focus of Italy’s development
co-operation for three main reasons. First, Italy’s extensive experience in small and medium-sized
enterprises (SME) development and industrial districts gives it a comparative advantage in the support
of the private sector of developing countries. Second, private sector growth is seen as an element of
political stability important to Italy’s security concerns, particularly in relation to the Middle East and
North Africa(MENA) region and the Balkans. Third, the goas of private sector development in
partner countries can also serve the internationalisation of Italy’ s domestic business.

This specia interest makes for substantial resources and a diversified portfolio of activities. In
2002 the Steering Committee approved 50 initiatives in support of the private sector: 44 grants
totalling EUR 130 million, four soft loans (EUR 130 million) and two initiatives supporting Italian
foreign direct investments (EUR 7 million). Italy’ s action in thisfield can be divided into financia and
non financial support, and can be grouped in three areas: i) commodity aid and credit lines to SMEs;
ii) support to Italian foreign direct investment (FDI) for the creation of joint ventures; and iii) capacity
building mainly in the form of technical assistance, technology transfer and training.

The 2000 DAC Peer Review aready noted “the potential value of comprehensive Italian action in
the field of private sector development” but also remarked the need for “defining a private sector
development strategy with specific objectives, and adequate implementation mechanisms. In fact, the
adoption of the DAC Guidelines Qupport of Private Sector Development in 1995 by the CIPE was not
followed by any document containing a statement of vision or by an operational framework aimed at
tranglating the guidelines in practice. Today Italy’s support to private sector development still lacks
strategy and planning, which, together with an absence of clearly defined operational modalities, risks
undermining the objectives pursued in thisimportant area. Box 4 describes Italian support for SMEsin
Tunisia

By hosting the OECD Bologna Process’ Italy was provided with an opportunity to renew its
commitment to play a leading role in the area of private sector development. Together with Spain,
Switzerland and Romania, Italy has been one of founding members and the main financial sponsor of
the International Network for Small and Medium-Sized Enterprises (INSME). Based in Rome, INSME
aims to meet SMEs by establishing an international network of related enterprises benefiting from
innovation and technology transfer. By promoting cross-border dialogue through and public private
partnerships, INSME helps SME capitalize on common strategies for distribution, sales and
marketing. The Network brings together governments, international organisations and NGOs from
OECD and partner countries, as well as intermediary organisations (research centres, industrial
promotion facilities, etc.).

5. In 2003 the largest official humanitarian donors and major humanitarian organisations agreed on
measures to strengthen co-operation, coherence and efficiency in the planning and delivery of
humanitarian aid, and endorsed the “Principles and Good Practice of Humanitarian Donorship”.

6. The term "Bologna Process' refers to the international initiatives undertaken to take forward the
political recommendations adopted during the first OECD Ministerial Conference on SMEs and
Globalisation held in Bologna, Italy, in June 2000 and co-organised by the Italian government.
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Box 4. Support to SMEs in Tunisia

Private sector support is among ltaly’s priorities in Tunisia. Italy’s portfolio in this field is diverse, including
assistance to technical centres and support to the Office for the Promotion of the South. But for more than a
decade the lion’s share of Italy’s support in this sector was absorbed by concessional loans to SMEs. Since 1989
Italian development co-operation has granted five credit facilities to Tunisia for a total of EUR 160 million. They
aim to help the country’s emerging SMEs gain access to credit for the acquisition of goods and services. Projects
in line with the national guidelines to upgrade the industrial sector and especially those characterised by
technological development, employment creation and adherence to environmental safeguards, are generally
preferred.

This type of operation has so far been successful, as shown by the interest of both the government and the
direct beneficiaries and, more recently, the other donors. Some drawbacks, however, remain. The first concerns
the fact that the credit lines are to be used for the sole purchase of Italian goods and services in Italy. This form
of tying does not necessarily allow beneficiaries to get the goods and services they desire at the best market
price. This condition is going to be partially relaxed in the new credit facility which will allow 35% of the loan to be
spent in Tunisia or in another developing country. The second downside concerns those excluded by the
programme. Because the concessional loans are administered by the banking sector, only fairly established
companies or individuals capable of providing collateral can benefit from the programme. Start-ups are usually
left out. In this way, the programme benefits those who already have access to credit, but not those who do not.
To solve this problem, Italy is now collaborating with the Tunisian authorities towards the creation of a start up
fund.

Facing the challenge of HIV/AIDS

Italy’ s contribution to the fight against HIV/AIDS and the other pandemics dates back to the late
1990s. The geographic focus of Italy’ s development co-operation has always been sub-Saharan Africa,
where it spends more than 80% of Italian ODA to fight HIV, tuberculosis and malaria, mainly through
NGOs, Italy’s National Health Institute, and multilaterals. Italy is also active in the WHO “Roll Back
Malaria’ initiative, which is partly funded by Italy, as well as the WHO “Stop TB” and “Initiative
Against AIDS'.

The creation of the Global Fund to fight AIDS, Tuberculosis and Malaria (GFATM) at the Genoa
G8 Summit in 2001 congtituted a step change in Italy’s commitment to fight the pandemic. Italy,
which at the time presided the G8, sent a strong signal to the donor community by immediately
pledging USD 100 million to set up the fund. Over the period between 2000 and 2003 Italy disbursed
EUR 204 million and committed itself to a further EUR 300 million over 2004-06. This level of
commitment made Italy the third largest donor and gave it a seat at the GFATM board. This, together
with Italy’ s participation in the various working groups and committees, permits it both to co-ordinate
with other interventions on the bilateral side aswell as to have a strong role in the management and of
the Fund itself (see Figure 2).

30 PEER REVIEW OF ITALY -0 OECD 2004




Figure 2. Share of Italy's contributions towards HIV/AIDS, tuberculosis and malaria by channel
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Source: MFA/DGCS. Italy and the fight against HIV/AIDS, Tuberculosis and Malaria (2000-03), January 2004.

The rationale behind Italy’s strong support to the Global Fund lies in the perceived need for a
facility allowing for the rapid disbursement of funds, and an innovative approach, as demonstrated by
GFATM, to be integrated in the international organisational framework. Italy believes that, in the
future, the Fund should pay increased attention to reinforcing partner country national health systems,
evaluating the effectiveness of allocations, and integrating the Funds' disbursements within existing
ingtitutional arrangements. A considerable effort has been made by the government to reach out to
civil society, including the participation of an Italian NGO representative in the Italian delegation at
the board meetings. This is an important innovation for Italian development co-operation, which
facilitates national dialogue on this development issue and improves public understanding and
awareness of it.

As Figure 2 shows, Italy’s contribution towards the fight against HIV/AIDS and other pandemics
has relied on a variety of channels, mostly NGOs and multilaterals. At the same time, Italy’s limited
bilateral management capacity has not prevented a continued effort to cover an extensive range of
countries. This broad spectrum of target countries, delivery modalities and channels of allocations
certainly allows Italy to reach out to many stakeholders and geographical areas, but also creates arisk
of dispersion and low impact. This could be aggravated by a persistant lack of clear strategy and
prioritisation and attention to gathering and taking stock of the development results on the ground. The
field visit in Mozambique showed Italy’s contribution to successful HIV/AIDS care and support
operations and interesting awareness raising initiatives. Yet Italian efforts in Mozambigue did not
appear to be situated strategically in the broader context of overall combat against HIV/AIDS in the
country. Considerations here could have included a statement of Italian policy in the area of
HIV/AIDS, or an analysis of the Globa Fund’s activity in the country, all of which would logically
relate to Mozambique. Finadly, Italy should consider de-compartmentalising its approach to
HIV/AIDS, away from one-off operations and toward a cross-cutting approach to HIV/AIDS
prevention that could be mainstreamed throughout the programme portfolio, in line with international
practice.
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Gender, minors and handicapped

Since the 1998 Guidelines on enhancing the role of women and introducing a gender perspective
into development co-operation policy, Italian development co-operation has been characterised by an
approach aimed at mainstreaming gender concerns across the various sectors of intervention. Gender
perspectives have been introduced in poverty reduction programmes, regarding in particular access to
resources in agriculture, the promotion of female entrepreneurship in small-scale enterprises as well as
access to credit and professional training. The promotion of women's participation in decision-making
structures has been given more emphasis in governance programmes, by stressing the importance of
gender concerns in political dialogue and by highlighting their role in the reconstruction of countries
affected by conflict. Recently, the DGCS emergency sector has produced a “Gender in Emergencies’
manual aimed at mainstreaming gender concerns in humanitarian aid. Similarly, programmes aimed at
protecting the civil and human rights of minors have featured an integrated and multi sector-approach
designed to tackle awide range of factors.

Human resources constraints within the DGCS and the subsequent deficiencies in analytical and
management terms have weakened Italy’s marked orientation towards gender mainstreaming. A new
office on gender, minors and handicapped was created in 2000 within the DGCS (Office XI1I1). This
can contribute to raising the profile of gender activities and give fresh impetus to a traditional area of
interest within Italian development co-operation. However, care should be taken that the creation of a
new office does not lead to a more “compartmentalised”, self-contained approach to gender and child
protection, away from ltaly’s positive tradition of mainstreaming.

I nformation technology and e-gover nment

Italy’s e-government initiative stems from the commitments made by the G8 countries at the
Genoa and Kananaskis Summits in 2001 and 2002 to reduce the digita divide between industrialised
countries and the devel oping countries. The 2002 Palermo Inter national Conference on E-Gover nment
for Development organised by Italy’s Ministry for Innovation and Technologies (MIT) followed up on
such commitments and provided the launching platform to Italy’ sinitiative.

As a joint action of the DGCS and the MIT, the e-government programme represents an
important example of how interagency collaboration for development can happen in Italy, once the
right opportunity arises. At the same time it also gives the sense of the extent of Italy’s strong
multilateral orientation. The MIT co-ordinates the implementation of this USD 16 million initiative
through four Trust Funds set up with UNDP, United Nations Department of Economic and Socia
Affairs (UNDESA), Gateway Foundation/World Bank and Inter-American Development Bank.’

Building on its long-standing tradition in capacity building for statistics, Italy’s e-government
programme aims to enhance the modernisation and digitalisation of the public administration in
partner countriesin order to:

 Promote democratic development by enhancing citizens' relationship with government
through increased transparency of procedures and decision-making.

e Encourage adminigrative efficiency to improve the capacity of developing countries to
attract foreign direct investments.

7. MFA/DGCS “Le Attivitanel Settoredell’|CT".
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Italy is aware that sustainability is a critical issue in this sector. In this respect, interventions are
selected in full collaboration with partner countries by ensuring consistency with their wider process
of ingtitutional development and appropriateness to their needs.

Future considerations

e ltaly should consider establishing clear operational strategies on how its development
co-operation activities will contribute to the achievement of the MDGs in view of the 2015
deadline.

* A clear sense of sector priorities should be determined, in line with the needs of Italy’s
priority countries, as expressed in their own policy documents (e.g. PRSPs), the DGCS
actual capacity for analysis and management, and Italy’s proven comparative advantage in
the sector.

* In order to maintain poverty reduction, gender and HIV/AIDS as cross-cutting priorities,
they should be mainstreamed more fully throughout the overall sector portfalio.
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CHAPTER 4

POLICY COHERENCE FOR DEVELOPMENT

The growing consensus on enhancing policy coherence for development

The OECD and its members recognise that attaining the MDGs and reducing poverty in
developing countries requires mutually supportive policies across economic, social and environmental
fields. In adopting the “Action for a Shared Development Agenda’ in 2002, OECD countries
acknowledged the importance of giving increased attention to the impact of their policies on partner
countries. This built on earlier endeavours within the DAC (OECD/DAC, 1996 and 2001) to make
policy coherence for development a general concern in OECD countries’ policies and to develop the
necessary means for promoting it across government.

The relations that Italy has with severa priority countries of its development co-operation
programme — such as for instance those from the Mediterranean and Balkan regions — stretch beyond
aid, to include environmental, migration, security and business concerns. This fact makes policy
coherence for development (PCD) an urgent necessity, but like most DAC members, Italy faces major
obstacles when it comes to strengthening it. Policy coherence issues often involve domestic interest
groups and government agencies whose primary objectives and responsibilities do not always coincide
with fighting global poverty. In addition, scope for direct action in several PCD areas is partly
influenced by Italy’s membership of the EU. Authority on areas such as trade and agriculture rests
with the European Commission and Council while some other policies (such as security policy) reflect
common positions formulated through consultative processes within the EU (see Box 5). This means
that Italy’s efforts to enhance policy coherence require actions at both the national and EU levels.

The following section discusses four areas of specia interest to Italy — trade in agricultura
products, foreign direct investment, aid untying and migration. As these examples show, Italy is:
a) supportive of actions that promote policy coherence for development; b) capable of moving quickly
towards greater coherence at the national level, when there is a clear and emerging need; and c) ableto
act strategically at the EU level to shape specia efforts. Although Italy’s potential for a proactive
stance on PCD is clear, a range of challenges need to be taken into account. These include the need to
enhance Italy’s position vis-a-vis EU policy coherence efforts, to bolster the role played by parliament
and civil society in raising the visibility of the policy coherence agenda among the general public, and
to shape appropriate institutional mechanisms at government level to deal with PCD matters.
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Box 5. Policy coherence in the European Union

Policies adopted by the European Union can have a substantial impact on developing countries, both
positive and negative.

Given the size of the EU economic area, the capacity to access European markets is fundamental for
emerging economies. The “Everything but Arms” initiative adopted in 2001 removed all quantitative and tariff
barriers to the EU market for least-developed countries’ exports (with the exception of bananas, rice and sugar
for which full liberalisation will take place gradually). However, as other developing countries, least-developed
countries still find it difficult to meet requirements such as rules of origin and the sanitary safeguards on
agricultural trade designed to protect human, animal and plant health, which amount to non-tariff barriers.

Internal EU policies designed to support rural livelihoods in Member States, such as for instance the
Common Agricultural Policy (CAP), can also impact substantially on developing countries. The CAP subsidises
agricultural production within the EU. Export subsidies then allow overproduction to be sold in other markets at
less than production cost, which depresses world prices. Evidence suggests that subsidised EU farm products
create unfair competition in some local markets, including in developing countries where agriculture may provide
livelihoods for the majority of people and where few alternative sources of income exist for the rural poor. EU
Member States and the European Commission continue to negotiate reforms to the CAP so as to reduce its trade
distorting aspects. For example, in June 2003, EU farm ministers agreed that the majority of subsidies will, in
future, be paid independently from the volume of production.

Tradein agriculture: the effects of the CAP on Italy’s development co-operation priorities

MDG 8 and the CAP. In signing the Millennium Declaration in 2000, OECD countries
recognised that the achievement of the Millennium Development Goals would require policy reforms
in their own countries. MDG 8 specifically calls for “... further developing an open trading and
financial system that includes a commitment to good governance, development and poverty reduction
— nationally and internationally”. Agricultural policy is one of the areas in which Italy, together with
other EU members, will need to reconsider in order to honour this commitment. The EU Common
Agricultural Policy provides European farmers with incentives that tend to affect the viability of
developing countries’ agriculture sectors and diminish their comparative advantages on world markets.
Italian farmers are amongst those deriving the most benefit from the CAP regime. At the same time,
several of those developing countries mostly affected by the CAP are aso amongst the priority
countries of Italy development co-operation. The way the EU agricultural policy affects Tunisia's
olive ail sector and Mozambique' sugar exports provides an example of potential incoherence between
the objectives of the aid and trade policy.

The Tunisian olive oil sector. Italian development co-operation supports Tunisia's rurd
development. Its natural resource conservation programme covers several regions, stretching from the
hilly planes around Tunis down to the Sahara region. In the fertile region of Zeghouan, characterised
by extensive olive oil production, Italy finances micro-interventions aimed at preventing soil erosion
and water management, and at transferring expertise on natural resources management to local
communities. The programme’s objectives and type of interventions are in line with the devel opment
plans of the authorities. So far, its results have been judged as highly satisfactory by the beneficiaries,
mainly small farmers and agriculture co-operatives. The main concern regards sustainability. Although
the actual costs of the programme are limited, local communities will find it difficult to take on the
burden of the interventions unless rural incomes rise considerably. This would require higher profits
on local (olive oil) production, which remain unrealistic whilst EU policy keeps world markets
swamped with over-production and subsidised prices. The EU is by far the largest olive oil producer
and consumer in the world and Italy is the second largest EU producer after Spain. Yet some of the
most competitive producers of olive oil are to be found on the southern and western shores of the
Mediterranean, including two of Italy’s priority aid destinations: Tunisia and Morocco. Traditionally
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characterised by alow level of capita and technology, the olive oil sectors of Southern Mediterranean
countries can today boast not only low production costs, but also an ability to modernise in support of
higher quality production and greater competitiveness on the world market. Because of the EU
agriculture regime, however, these countries currently face major obstacles in penetrating the
European market, which slows the development of their sectors. EU subsidies can therefore impact
negatively on poor farmers' livelihoods and prevent the development of local agro-industries capable
of competing on world markets. In light of the importance of this sector for Tunisia, Italy could
encourage greater access for Tunisia s olive oil exports to EU markets. Tunisiawill enter a Free Trade
Agreement with the EU in 2008, but the quota on its olive oil exports to the EU will remain fixed at
56 000 tons. The right incentives for a more progressive EU stance on Tunisia' s quota could be found,
for instance, in the further devel opment of upstream and downstream linkages with Tunisian producers
for transformation and refining activitiesin Italy and Europe.

Mozambican sugar production. A similar situation applies to other commodities and countries,
such as sugar production in Mozambique. Italy plays an important role in the development of
Mozambican agriculture, both through its contribution to rural development interventions, as well as
through its support to the Office for the promotion of the commercial agricultural sector (GPSCA).
The latter isintended to enhance the analytical capacity within the M ozambican government to bolster
the country’s exports, including sugar. The authorities commend Italy’s direct support to
Mozambique's agriculture, but they also recognise that its final objectives (the development of the
country’s export capacity) will not be met unless EU over-production stops. In fact, whilst
Mozambique's sugar production costs are amongst the lowest in the world, subsidised European sugar
on the world market contribute to keeping its exports out of potential African markets. Conversely,
although its sugar production is one of the less competitive in the world, the EU is the second largest
exporter thanks to export refund systems and cross-subsidies. EU subsidies allow sugar to be sold at
prices far below production costs, contributing to oversupply on world markets, depressing world
market prices and pushing low cost producers from devel oping countries like M ozambique out of third
markets. As in the case of Tunisia's olive oil exports, Italy’s efforts at EU level can be proactively
geared towards encouraging more attention for one of its priority countries. The ongoing process
towards reform of the European sugar market provides the right context and timing for such action.

Foreign direct investment for development

The relevance of foreign direct investment for development. OECD members and
development countries alike see foreign direct investment (FDI) as a source of growth, modernisation
and employment. FDI enhances enterprise development by facilitating technology transfer and human
capital development and helps create a more competitive business environment. Italy ranks among the
10 highest net exporters of FDI® and its geographic position facilitates access by Italian investors to
the Middle East and African economies. It is therefore normal that, in line with its traditional attention
to private sector support for development, Italy fully recognises the role of foreign direct investment in
developing countries’ business sectors.

Co-ordination within the Italian system. Several public or semi-public ingtitutions are in fact
tasked with supporting Italian companies in the global market. Beside the Ministry for Productive
Activities, the Institute for Foreign Trade (ICE) helps Italian enterprises establish better economic ties
with developing country counterparts. Relying on a wide network of field offices, it provides
information, technical assistance on legal and financial issues and assistance in liaising with the local
business community. The Italian Society for Enterprise Internationalisation (SIMEST) provides
financial, technical and organisationa support to Italian companies intending to start operations in non

8. UNCTAD FDI/TNC Database.
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EU markets, while the Italian Export Credit Agency (SACE) provides insurance cover against political
risks related to Italian investments abroad. Mediocredito Centrale acts as a development bank for
Italian investors, mainly through project finance and corporate finance schemes and the provision of
technical assistance towards financing arrangements.

Integrating investment and development policies. The Directorate General for Devel opment
Co-operation actively promotes Italian investments in priority countries through bilateral and
multilateral channels. Article7 of the 1987 Law lays out a detailed framework allowing for
concessiona loans to finance Italian enterprises share of equity in joint ventures for developing
countries. On the multilateral side, Italy relies on the Investment and Technology Promotion Office
(ITPO) of the United Nations Industrial Development Organisation (UNIDO). Created in 1985 on the
basis of an agreement signed by UNIDO and the Italian government, ITPO promotes industria
co-operation between Italian companies and their developing countries' counterparts by providing a
range of services covering the different stages of the investment process, such as economic-financial
evaluation, search for suitable partners, and identification of appropriate financing opportunities. The
ITPO co-ordinates a structure of five Investment Promotion Units in Egypt, Tunisia, Jordan, Morocco
and Uganda as well astwo desks on Vietnam and India.

Especially in the case of its bilateral programme, the effectiveness of Italy’s actions in this area
remains to be proved. A recent evaluation of Art. 7 programmes noted “particularly negative results’
regarding the efficiency, relevance and effectiveness of the programme.® Despite a detailed description
of this specific type of programme, the 1987 Law fails to state the general principles of development
co-operation in the area of foreign direct investment. As a result, policy is left unclear, leaving
development aid as a tool to encourage investments with no analysis of the long-term needs of
beneficiaries or the specificities of the areas of intervention. The evaluation also claims that the
programme engendered “no additiona investment flows’ to developing countries and was deemed
“not decisive for the strategic and geographic choice of investment” by all Italian entrepreneurs
benefiting from the soft loans. Lengthy approval time, excessive red tape and generally burdensome
procedures hardly compatible with standard investment decision making, combined with the lack of
related investment promotion activities added to the ill-conceived formulation of the programme. The
under utilisation of earmarked funds proves these limits. In 2002 the DGCS Steering Committee
approved only two financing proposals for atotal of EUR 6.4 million under Art. 7 of the 1987 Law. In
Tunisia, only eight Joint Ventures benefiting from Art. 7 have been established to date, representing
small percentage of the total Italian investment in the country.

Moving to FDI for development. These considerations point to the need for arevision of Italy’s
policy on development co-operation and FDI, in line with national and international strategies for
private sector development in developing countries. This suggests moving away from a “supply side”
logic focused on encouraging investments through credit schemes and facilitations, to a demand side
focus centred on encouraging the enabling environment to invest in developing countries. This would
include: i) addressing developing country’s legal and institutional frameworks; ii) supporting the
creation of local financia institutions; and iii) providing technical and entrepreneurial assistance to
local companies. To this effect, further attention to the synergies between the various stakeholders
could be required. The Peer Review field visits suggest that the impact of “ Sstema Italia” in the field
could be bolstered by better co-ordination, particularly between the local ICE mission, the
Development Co-operation Office and the Embassy. One important innovation in this respect may
now be on the horizon. The Ministry for Productive Activities and the MFA recently signed an

9. MFA/DGCS Ex-Post Evaluation of Law 49/87 — Article 7, “ Joint Ventures in Developing Countries’,
October 2001.
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operational agreement to better integrate the works of embassies, UTLs and ICE offices. Devel opment
co-operation objectives in this area cannot take place in isolation from future policy changes regarding
Italian FDI in general. Although in the course of the 1990s Italian enterprises considerably reinforced
their external exposure,™ Italy’s share of FDI outside the OECD area remains well below other
comparable OECD economies. Attempts at filling this gap by further internationalising the domestic
business sectors would certainly benefit by increased attention to the needs of devel oping countries.

Untying aid

The Italian government recognises the developmental advantages of untying aid. Italy has
supported recent initiatives within the OECD and the EU to enhance the effectiveness of development
co-operation programmes through furthering untying, notably by signing the 2001 DAC
Recommendation on untying aid to 49 least-developed countries. The 2000 Peer Review noted Italy’s
intention to “... consider extending the untying Recommendation beyond the Least developed
countries (LDCs)”, however, this more progressive interpretation of the DAC Recommendation
encountered resistance in Italy, notably from the business sector. The 2002 CIPE deliberation which
integrated the Recommendation into Italian law did not go beyond the scope of the DAC
Recommendation.

In terms of actual disbursements and excluding technical assistance and administrative costs
(which are always tied), in 2000 the level of tied aid in Italy was estimated at 62%. In 2001, a year of
low debt relief, this share increased to 92%. It seems that a large share of Italian aid still remains tied
today. At least 30% of Italian development co-operation funds in Mozambique are tied, due to the fact
that the programmes were approved before the DAC Recommendation was signed. In Tunisia, alower
middle-income country to which the Recommendation does not apply, but where other donors have
already started untying most of their assistance, the share of Italian aid which remains tied is much
higher. Further untying ODA in Italy presents some challenges, but also some opportunities. Although
the DAC Recommendation was welcomed by Italian business representatives from the OECD
business and Industry Advisory Council, further untying could potentially remove support of parts of
the domestic business sector for development co-operation, at a stage when Italy needs advocates to
make the case for future increases in ODA. On the other hand, moves towards a revision of Italy’s
untying policy to bring it in line with best practice at international level would undoubtedly add to the
donor community’s joint efforts towards a greater effectiveness of aid. And by contributing to a more
effective aid, untying could help revive the image of official development co-operation among Italian
taxpayers.

Migration: achieving mutual benefits

Migration has long been an important factor in the development of OECD countries. In the past,
migrants from many of today’s industrialised economies left their homes to look for economic
opportunities abroad, as migrants from developing countries do today. Italy is a good example of this
transformation. Particularly over the last 20 years, Italy changed from being a country of origin to a
destination for immigrants (see Table 3). This reflects both the growth of Italy’s economy and its
geographic position, lying at the crossroads between North Africa, the Balkans and continental
Europe, as well as the economic consequences of its ageing population, notably mounting labour
shortfalls in many sectors and a declining tax base. This recent passage from origin to destination
places Italy in a privileged position to understand the mutual benefits that migration can bring to both

10. “OECD Reviews of Foreign Direct Investment: Italy”, 1994, OECD, Paris.
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its economy and that of developing countries, and to correct the potential incoherence between its
migration policy and the objectives of its devel opment assistance.

Migration is in fact recognised as an important factor in development. Through their work in
OECD countries, migrants often have an undeniable impact on their country of origins. Transfers from
migrants are today greater than total international development assistance. Remittances not only can
provide an important element in support of the balance of payments, but they also have a direct impact
at household level, tending to effectively reach the poorest. Moreover, further evidence suggests a link
between migration and investments, as former migrants seem likely to engage in productive activities
when returning home. On the other hand, migration flows can have a negative effect on developing
countries, notably when outflows of highly skilled labour migrants deplete home countries of essential
human capital. This partly explains why the level of attention to the effects of migration on
development is gradualy increasing, as the discussions within the General Agreement on Trade in
Services show.

Table 3. Regularised immigrants in ltaly by country of origin

Romania 240 000 Peru 49 000
Morocco 227 000 India 48 000
Albania 224 000 United States 48 000
Ukraine 127 000 Egypt 46 000
China 98 000 Yugoslavia 46 000
Philippines 74 000 Sri Lanka 43 000
Poland 69 000 Moldavia 38 000
Tunisia 61 000 Bangladesh 34 000
Senegal 51 000 Macedonia 32 000
Ecuador 49 000 Pakistan 32 000

Source: Caritas, Ministry of the Interior, January 2003.

Integrating migration into Italian development co-operation. Italian development
co-operation is paying increasing attention to the challenges and opportunities arising from migration
flows. In North African and the Balkan countries, its focus lies on revitalising productive activities in
high unemployment and areas of migration. Innovative solutions aimed at encouraging
co-development (facilitating the voluntary return of migrants and their reintegration in the countries of
origin) are also being piloted by decentralised co-operation and NGOs. Successful examples of these
programmes aim at supporting former immigrants to establish SMEs in their countries of origin, both
through training programmes and financing schemes.™ Since 2002 various Italian government
agencies and municipalities support the workshop of the International Organisation for Migration
(IOM), particularly in the reception of and assistance to migrants, pilot projects for the identification
and skills assessments of potential migrants and the reintegration of migrants, refugees and asylum
seekers. One notable example of the collaboration between IOM and the Italian government is
“Migration for Development in Africa’ (MIDA), which aims at strengthening the institutional and
economic capacity of African countries through the financial and human capital of the African
diaspora in Itay. Government, municipalities and NGOs are aso paying increasing attention to
migrants remittances as source of development funds.*? In 2001, remittances of immigrants in Italy
peaked to EUR 749 million, a 27.4% increase over the previous year. 54% of these transfers reached
developing countries.

11. MFA/DGCS (1999), “Promoting local development through small size enterprise clusters: the role of
migrants’.
12. “Migrant banking in Italy: remittances and devel opment”, 2004.
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A migration policy? The preceding examples show that in Italy the linkages between migration
and development are clear to central and loca government as well as to civil society stakeholders.
However, these efforts risk being offset by Italy’s approach to migration management. Partly because
of the political tensions associated to increasing migrant flows, Italy has struggled to come to terms
with its increased need for foreign workers. Since 1999 the estimated demand for migrant workers has
increased by 200 000 units per year, but successive quotas have established entry limits well below job
market needs. Low quotas combined with constraining application and access procedures have
encouraged illegal immigration, bath from the demand and the supply side. This led to the adoption of
Six successive regularisation schemes to legalize the status of irregular migrants over the last twenty
years.

The effects of such an erratic approach to migration governance are felt not only on Itay’s
capacity to match the labour shortfall with suitable human capital, but also on developing countries
and particularly on their unemployment management efforts. Tunisia for instance will face 80 000 new
gualified job seekersin 2004. To manage employment demand Tunisian authorities rely on migration
arrangements with host countries establishing systems of quotas, like the one signed with Italy in
1998. However, in the past, the authorities have observed a large discrepancy between the formal and
the actual limits applied to Tunisian immigration to Italy.

Another type of impact concerns “brain drain”. The potential benefits which migration can bring
to Italy’s economy depend on appropriate skills' assessment and candidate selection procedures. In
this framework Italy is gradually introducing professional training and pre-departure orientation
schemes performed in countries of origin. Nevertheless, although Italy’s economy does not only need
skilled labour, but also workers in the agriculture and day care sectors, skilled candidates in full
employment at the time of departure are generally given priority. Although this rule is obviously
motivated by the necessity to ensure an adequate level of migration, its outcome on developing
countries in terms of the loss in human capita and returns on social and education investments should
also be considered.

Promoting policy coherencefor development in Italy

The examples above show that the diverse relationships that Italy entertains with the countries
benefiting from its aid programmes place it in an optimal position to understand the benefits of a more
interconnected approach to the wide range of policies affecting them. In the past Italy has shown the
capacity to respond to policy coherence challenges through ad hoc co-ordinated action among
different government departments. For example during the Albanian crisis Itay addressed
multifaceted issues ranging from migration, security and investment.

Public awareness. Because addressing policy coherence challenges often involves competing
political interests, action in this field requires a high degree of public awareness and a vigorous debate
within Italian society. With few exceptions, Italian NGOs have so far refrained from taking on the
advocacy role played by their counterparts in other OECD countries. Their development education
programmes and their fundraising schemes could constitute an important tool to sensitise Italian public
opinion on these issues. Parliament also has an important role to play. The fact that currently thereis
no specific parliamentary commission on development co-operation should not be seen as a
disadvantage. Including development in the range of thematic competences of the Foreign Affairs
Commissions of the Senate and the Chamber of Deputies could in fact lead to a more prominent role
of parliament in stimulating debate and making recommendations on a broader range of policy
coherence issues.
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Analytical capacity. It will be important to strengthen the analytical capacities of Italian
development to assess the impact of domestic policies on poverty reduction, and to ensure that
developing country interests are taken into account. Experience in other DAC members shows the
usefulness of having a specialised unit tasked with analysis in policy areas related to development
co-operation. Such a unit also could bring this information to the attention of non-development
departments within government, in order to facilitate joint approaches. Instituting broader consultation
processes beyond purely governmental channels in order to benefit from the expertise of the research
community would also be apositive step in this regard.

Institutional mechanisms. Italy lacks a defined institutional mechanism/arrangement to promote
development co-operation coherence at the interministerial level. However, a gamut of already
existing bodies could lend themselves to improve co-ordination. Broadly, coherence between
government policies is ensured within the Council of ministers. Although the political commitment to
address the wide range of development challenges should manifest itself at this level, ensuring inter-
ministerial co-ordination and exchange on coherence issues would require a more operative body. This
role could effectively be taken up by the CIPE which reviews overall priorities of various ministries.
However, since CIPE established the guidelines on development co-operation in 1995, its attention to
devel opment issues has declined considerably. This trend would have to be reverted.

EU membership — a special opportunity. It is sometimes argued that European Commission
authority on areas such as trade and agriculture policy reduces individual EU Member States' leeway
for autonomous action to tackle coherence issues. Y et, reducing the negative impact of OECD policies
on developing countries does often require collective action. In this sense EU membership can help
achieve greater coherence, as it provides members with a clearly defined normative framework,
ingtitutional mechanisms and co-ordination arrangements. The EU recognises the principle of policy
coherence through 130 U and 130V of the Maastricht Treaty. In November 1992 the EU Council of
ministers of development cooperation aso recognised the linkage between development co-operation
policy and other European Community (EC) policies and urged the Commission to consider impact
assessments in this area. Such recognition is reaffirmed through Art. 178 of the Amsterdam Treaty,
according to which EC policies that may affect developing countries should embrace the objectives of
the EC development policy.

Some EC ingtitutional mechanisms are geared towards achieving greater coherence, notably the
Maastricht “3 C” principles (Coherence, Complementarity and Co-ordination), and the EU framework
has permitted foreign relation directorates to meet in the Relex cluster. An informal network of EU
Member States has been established to connect focal points with responsibility for PCD. It shares
information, facilitates co-ordination and improves communications with respect to PCD issues of
relevance to EU level decision-making, e.g. in relation to EC trade regimes affecting developing
countries or the formulation of EC positions in international negotiations. Lastly, the rotating
presidency of the EU provides each Member State with a special opportunity to move matters forward
in specific areas.

Italy is clearly aware of the opportunities for greater coherence offered by the EU framework. In
the area of trade and market access in agricultural products, despite serious domestic opposition, Italy
has backed the June 2003 CAP reform centred on de-linking subsidies from production volumes.
Further progress can be achieved on the issue of Mediterranean products. Regarding migration policy,
the 2003 Italian presidency developed a series of initiatives centred on the productive co-operation
with the countries of origin and transit, even though poverty reduction was not part of the agenda
per se. Italy is not yet part of the EU informal network on PCD.
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Future considerations

42

The Italian government should have a policy statement on coherence for development, and
seek ways to inform the public on thisissue. A transparent policy on the links between FDI
and development co-operation should be devised, aiming at enhancing the devel opmental
impact of Italian business investments abroad.

Italy should mobilise expertise and analytical capacities both within and outside the
government to identify areas where Italian policies are manifestly incoherent with its
development co-operation objectives. Broad consultation with civil society and the research
community, as well as the creation of a specific unit within the DGCS, are possible ways to
achieve this. Strengthened anaytical capacity of Italian development co-operation field
missionsis essential.

Extend parliamentary interest and involvement in development issues from mere aid to
non-aid policies having a substantial impact on developing countries prospects.

Consider ways to enhance inter-ministerial co-ordination to bolster government action in
policy coherence for devel opment areas.
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CHAPTERS

ORGANISATION AND MANAGEMENT

Contemplating the management needs of tomorrow

In the context of its agreement in Barcelona (see Chapter 2), Italy is now contemplating a
possible doubling of the size of its ODA by 2006, while simultaneoudly recognising that the recent
opportunity to use massive debt relief as a substitute for real ODA growth will be exhausted in that
same year. In the past, the easiest approach to using ODA increases would have been to place themin
the multilateral aid portfolio. Italian leadership today has made clear that it expects future ODA
increases to be used primarily in abilateral format. Y et, based on Peer Review comparisons with other
bilateral donors, staff and management capacity appears aready to be over-extended at the current
level of ODA, which means that any increase in this category will risk potential operational
vulnerabilities. The DGCS is now faced with the choice of either using the multilateral conduit as the
implementation mode of convenience or of reforming the bilateral organisation and management
system so as to be able to absorb a new influx of funds.

The MFA is aware of many shortcomings of its bilateral aid. The DGCS is now attempting to
simplify certain administrative procedures, within the context of the 1987 Law, and hopes to
implement them by October 2004. A new Commission to examine options for administrative reform
was set up earlier this year by the minister, with high level representation but a limited mandate.
Perhaps this body could be a useful starting point in establishing momentum for more profound
reforms of the existing system.

A development network: “ Sistema Italia”

Operational development co-operation among DAC members is viewed increasingly in broad
“system” terms that inclusively address the widest possible nationa audience of advocates of
development co-operation. They include official ODA related ingtitutions, NGOs, specialised
institutes or think tanks, media and individual citizens. Current donor innovation in this area now
views this range of similarly motivated members of society as aform of ongoing national partnership,
which dreams, plans and implements together, where appropriate or necessary. The DGCS has already
identified one such system — “Sstema Italia” - briefly described in Chapter 1. However, only modest
progress appears to have been made to date in operationaising it. As Italian administrative and
legislative thinkers now contemplate new forms of Italian development co-operation for the needs of
the future, they are encouraged to think in these broader terms. With this approach based on inclusion
and dialogue, Italy can generate a common sense of nationa vision around a more strategic and
results-focused — and therefore more popular — aid programme. This process of broad based
consultation and partnership should start now but will require the attention of leaders and managers at
al levels of the aid system.

Current ingtitutional actors. Today's development co-operation in Italy is the shared
responsibility of institutional entities essentialy located in the government sector (ministries,

PEER REVIEW OF ITALY - OO OECD 2004 43



implementation agencies) but increasingly includes a number of important groups outside of
government (NGOs, private sector entities, academic institutions). The two key players in government
are the MFA and the MEF. Actual implementation for Italian bilateral assistance is the responsibility
of the Unita Tecnica Centrale (UTC), a specialised development unit housed in the DGCS. The
administrative units within the MFA and MEF that are responsible for ODA programmes are
highlighted in organigrammes for these ministriesin Annexes D and E.

Ministry of Foreign Affairs. The MFA, and particularly the DGCS, is responsible for oversight
of al development co-operation, in collaboration with other key development institutions, primarily
the MEF. Table 4 describes the functional distribution of responsibilities within the DGCS. It should
be remembered that the MFA also has a wide range of other national functions, including the EU,
cultural affairs, consular affairs and anti-terrorism, which occupy a large portion of its professional
staff and represent 12 out of its 13 administrative Directorate-Generals. In total, some 27% of Italian

ODA isthedirect responsibility of the MFA and another 51% is jointly managed with the MEF.

Table 4. Functional distribution of responsibilities within the DGCS

Functions

Structure

Policy anaysis, planning and
statistical reporting

Office I. Sector policies, planning and programming financial resources, statistical
reporting and database, annual reporting to parliament and public information
activities and the activities related to the Global Fund on AIDS, Tuberculosis and
Malaria

Relationships with international
organisations and the EC

Office I1. Relationships with the agencies of the UN family (including the planning
of voluntary contributions) and the EC, including the implementation of the Italy-EC
framework agreement in collaboration with the MFA DG for European Integration.

Negotiations with partner
countries

Offices I11, 1V and V Respectively responsible for aid initiatives in Europe, the
Mediterranean Basin, the Middle East; Sub-Saharan Africa; Asia and Latin
Americaeach office in collaboration with the respective MFA geographical DG.
Particular responsibility for country programming and disbursement of funds pledged
within bilateral, multilateral and multi-bi agreements.

Emergency operations and food
ad

Office VI. Response to man-made and natural disasters, through emergency actions
and food aid planning (including relationships with specialised international
organisations).

Relationships with Italian NGOs

Office VII. NGOs activities, granting official recognition and access to DGCS
funding, co-financing NGO-promoted projects, verifying the status of volunteers and
other expatriate experts employed by NGOs within co-financed projects.

Relationships with IFls

Office VIII. “Financia co-operation,” including private sector development and
balance of payment support, soft loans and debt reduction actions.

Training and scholarshipsin Italy

Office 1X. Funding of training courses organised in Italy on development
co-operation issues and for the management of the schol arships programme.

Legal affairs Office X. Legal advice related to bidding procedures, contracting and managing
claims against the administration.

Procurement Office XI. Procurement related to both the operations of the DGCS and the
implementation of directly managed DGCS projects in partner countries.

Personnel Office XI1. Personnel with fixed-term contracts or seconded to the DGCS, and of the

DGCS administrative management of development co-operation field offices.

Gender, minors and handicapped

Office XII1. Analyses and proposals aimed a promoting the role of women in
developing countries. Protection of minors and handicapped in development
Co-operation.

Technical advice

UTC technical support related to project identification, formulation, appraisal,
monitoring and evaluation.

Quiality control

Secretariat and Technical Evaluation Unit (Nucleo di Valutazione Tecnica) of the
Steering Committee.

Source: MFA, June 2004.
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Ministry of Economy and Finance. The MEF's Treasury Department is responsible for
managing and monitoring some 18% of overall Italian ODA, to which can be added approximately
one-half of ODA which isjointly managed with the MFA. The Ministry is also responsible for a wide
range of domestic functions, mostly unrelated to development co-operation. It has limited professional
staff who work directly on development co-operation issues, mainly in the Treasury’s International
Financial Relations Directorate, and more specifically OfficelX (debt, HIPC, export credit,
investment protection, limited technical assistance), Office X (multilateral development banks) and
Office XI (development co-operation in international fora— EU, G7, DAC, etc., bilateral development
issues, monitoring of soft loans, European Development Fund - EDF).

Other important official institutions. Many other ministries and institutions of government play
a small role in terms of their management of ODA. Worthy of mention in this respect are the
ministries of Agriculture, Interior, Environment, Productive Activities and Justice. Several other
agencies dealing mainly with financial and commercia matters (such as SIMEST, Mediocredito
Centrale, SACE and ICE) are aso constantly involved in development co-operation (see Chapter 4).

Decentralised co-operation. In Italy, this refers to development co-operation projects funded by
local government in the regions and municipalities. Decentralised projects are frequently of a multi-bi
nature (implemented by an international organisation) or carried out by NGOs. An important element
of decentralised co-operation relates to immigrants and devel opment activities within their countries of
origin. A congtitutional reform in 2000 defined the powers of the regions, but failed to discuss
development co-operation. The MFA is attempting to derive a mutually acceptable description of the
development role of the regions. The percentage of Italian ODA represented by decentralised
co-operation is small, less than 1%.

Non-gover nmental actors. Italy has a very active community of NGOs and they are seen as an
increasingly important partner of the DGCS. The maority of Italian NGOs have joined one of the
three national NGO federations,”® themselves organised along religious, political, or development
approach themes. They now participate in one umbrella association (Associazion ONG ltaliane) which
offers a platform for policy dialogue and negotiation on issues of common interest with the DGCS and
European ingtitutions. In terms of overseas development co-operation, they tend to draw their funding
from official sources, either the DGCS, other ministries, decentralised co-operation or the European
Community. NGOs work primarily in humanitarian assistance, development assistance, and public
awareness. The number of NGOs in Italy has grown steadily in recent years although they tend to be
small in size" and limited in capacity. The number of NGOs accredited by the DGCS has steadily
grown in recent years, 146 in 2000 to 171 in 2003. The number of NGO projects approved by DGCS
has declined somewhat, however, from 127 in 2000 to 116 in 2003. The mgjority of Italian NGOs on
official funding work in Latin America. The NGO community has long complained of the unnecessary
complexity of DGCS internal procedures, long project approval delays (36 months minimum) and of
unnecessary financial controls and accounting requirements. One aspect of the current administrative
reform in the DGCS should help in this respect. The text of a law regarding the streamlining of
administrative procedures for NGOs has been finalised and is now being approved by the competent
parliamentary committees.

13. FOCSIV (Catholic, Christian), CIPSI (politically left), COCIS (emphasis on partnership and local
NGOs).
14. Perhaps in part due to the EUR 1 million DGCS ceiling set for funding of NGO projects.
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Co-ordinating the aid system

The co-ordination of development programmes and initiatives is the responsibility of the Minister
for Foreign Affairs, as specified by the 1987 Law. Opportunities for co-ordination within the Italian
government can occur at several levels, including: @) the CIPE, for policy level co-ordination among
ministries active in development; b) the Steering Committee for Development Co-operation, housed in
the MFA (see below), for project approval and a variety of other development co-operation tasks.

The most critical issue of inter-ministerial co-ordination is that of the special working
relationship between two key development ministries, the MFA and the MEF, which appears to have
improved recently. The MEF takes direct strategic decisionsin relation to the public funds for which it
is responsible (development banks and funds), but in co-ordination with the MFA. Consultations
between the two ministries are frequent, whether in the Steering Committee or around topical issues
such as EDF — EU development policy issues, but are very frequently informal in nature. Because of
their common developmental mandate, it would appear that there is considerable scope for more
strategic and more regularly established co-ordination between these two major ministries.

Co-ordination between Rome and thefield. Thefield visits (Chapter 6) demonstrated a number
of outstanding headquarter-field issues which require the attention of development decision-makers.
Possible suggestions for improvement of thislevel of co-ordination range from the simple clarification
of operationa roles and relationships between these two extremes of the Italian aid system or
improved communications between them, to a more profound reform of the system through
operational decentralisation. The currently accepted international practice of working within field
partnerships around locally owned strategies would prudently suggest that leadership and decision-
making at the country level be moved increasingly to the field, where development staff is closest to
the readlities of Italian programming.

A large number of world donors recognise the positive impacts of greater decentralisation of
operational authority to the field,"® particularly in countries with a tradition of highly centralised
administrative systems. Although no formal process has been launched to examine the opportunities
for greater delegation and operational decentralisation, DGCS leaders have shown an interest in
reviewing the topic and believe that some forms of decentralisation are possible. The DAC would
encourage Italy (as it did in 2000) to develop its organisational reform thinking in this direction. The
extensive experience of other DAC members in the decentralisation of their own systems could be
helpful in exploring aternative models and options. It should be noted that the principle of
decentralised operationa authority does not only apply to physical considerations, such as staff and
support infrastructure. An important initial step could be to test certain forms of decentralisation and
the establishment of simple rules and procedures to support it. Because of the active and organised
local decision-making context of Mozambique, this country may offer one opportunity for Italy to test
different approaches to operational decentralisation (see Chapter 6).

15. DAC guidelines on decentralisation note: “Locally-owned country development strategies and targets
should emerge from an open and collaborative dialogue by local authorities with civil society and with
external partners, about their shared objectives and their respective contributions to the common
enterprise. Each donor’s programmes and activities should then operate within that local framework,
and respect and encourage strong local commitment, participation, capacity development and
ownership.”
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Structurevs. flexibility: a management system with mor e than one option

The broad contours of strategy

The DGCS Office of Policy (Officel), despite its very limited staff and resources, demonstrated
that it is conversant with latest thinking on international development policy and strategy. It already
has a structured outline for a DGCS mission statement and an approach to development vision and
guidelines that, if developed and diffused, could shape overal Italian development programmes more
strategically.

Currently, the various strategy statements are little known nor actively diffused or used within the
broader Italian aid system and to Italy’s partners. Many expressed the opinion that there is little need
for clear strategy in a system that is driven by crisis and political initiatives, rather than statements of
principle. This is perhaps one of the reasons why Italy’s general approach is described as one of
“flexibility”. For the moment, the best codification of Italian strategy and policy is that embodied in
the annual “Report on Development Co-operation” to the parliament. Currently more of an annual
inventory of the status of development co-operation in Italy, this document could be used as a
document that regularly shapes the current strategic priorities and policies of the DGCS for the use of
parliament (and others). At the level of the country programming (see Chapter 6) Italian aid envelopes
are shaped according to three-year plans, the best of which will have some analytical foundation.
Greater attention to this level of strategy management, as was suggested in the previous Peer Review,
is highly recommended.

Programming and budgeting

The bilateral programming process at the level of headquarters is initiated by a request from the
field embassy, itself product of any number of consultative processes at the level of the country and
influenced by a variety of factors, including strategic guidance from the host country, from
headquartersin Rome or other frameworks (international agreements, EU agreements, etc.).

Once in Rome, the project must be approved by the DGCS Steering Committee, a body chaired
by the minister and which approves projects above EUR 1 million, provides general guidance on
Italian development co-operation and a variety of other functions that are specificaly defined in the
1987 Law. The Steering Committee is assisted by a secretariat who ensures the management of the
approval process (see Figure 3).

While once a common practice, this multi layered and highly centralised approval process is
gradually falling out of favour with a number of key international donors. First, at the lower end of
this process, individua project preparation is often the work of one single expert in the UTC who may
consult with relevant Italian saff in the field to complete the project design. Relatively lean
preparation at this end implies more extensive review at the upper end of the process, and time
consuming checks by persons who are the farthest from the realities of the field. From a management
perspective, current practice would encourage Italy to ensure that the expert in charge works within
the context of a broader project team, including the field, to examine issues of feasibility and
conformity with relevant strategy and practice before the proposal is sent to the higher levels. Indeed,
abasic principle for many donorsisthat project design is only realistic and effective when designed in
the field, by the field. Many have already delegated this type of responsibility to the field, a decision
which has implications, of course, for the human capacity placed in field missions. Second, the 1987
Law confers responsibility on the Steering Committee, chaired by the minister, as the ultimate arbiter
and decision-maker in matters of project approval. Remembering that this Committee is responsible
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for approval of any project over EUR 1 million™ this implies a tremendous amount of preparation and
investment on the part of the minister and other high-level officials around the table, for which their
scarce time could ultimately be used on issues of far higher strategic and policy importance. Finding

the time on the schedule of the highly solicited participants is so difficult that meetings often only take
place with two, three or even six-month intervals.

Figure 3. Project approval process

The geographical
office requests a
financing proposal

The UTC formulates the

financing proposal

The geographical
office prepares a
presentation note

The Directors' Committee
Secretariat (Evaluation Unit)
issues an appraisal

if positive

The DGCS General Director
approves initiatives not
exceeding EUR 1032912

The Steering Committee
approves initiatives
exceeding EUR 1032 912

\ /

The Accountancy Office
("Ragioneria") registers the
decree that assigns the
amount

The Accountancy Office, after
controlling, issues the payment
order or sends it back to the
appropriate UT

The geographical office
prepares the payment order
for the funding

Source: DGCS.

16. To be precise, the threshold is actually EUR 1 043 million, an anomaly stemming from the official
conversion from Lirato Euros.
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This centralised programming approach appears structurally unable to expedite project approval,
while downstream, dozens of interested parties — Italian aid officials in Rome and the field, other
financial partners, host country officials and other project beneficiaries in the field — wait over
extended time frames for high-level clearance. Many DAC members have aready greatly reduced
approval time frames and increased programming efficiency and timeliness by eliminating these layers
in their own systems, relegating project design leadership to lower levels or, more recently, simply
decentralising much of this decision-making to the field level. Some donors have even moved totally
away from projects and in headquarters only focus attention on agreement at a more strategic level.
Although the 1987 Law appears to create a legal impediment to any major reform of this system, it
also may be that the DGCS has been too gtrict inits legal interpretation of the terms of the Law.

Another frequently cited impediment to the subsequent budget alocation process involves the
budget accountancy office (Ragioneria, located inside the MFA athough administratively part of the
MEF) whose approval of the budget may take up to six months or more, once the project has been
approved by the Steering Committee. Co-operation officials were not able to explain why the
Ragioneria functions in this manner. Many donors have done away with this extra step, often by
closely associating the budget office with the project approval process. This appears to be an area
where the MFA and the MEF could join forces to investigate jointly the issue and obtain joint
agreement on procedure. At a minimum, the Ragioneria should be asked to publish the criteria that it
will routinely apply to these budget requests so that delays in approval can at least be understood.
Perhaps the DGCS could draw inspiration from the emergency assistance programmes, for which there
were successful negotiations to put in place a specia expedited budgeting and disbursement process.
All of these bureaucratic procedures will need to be addressed and simplified as the government
recognises the difficulties of applying Italian budget and accounting processes to a developing world
environment.

Monitoring and evaluation

As DAC members, encouraged by the public and political constituencies, move increasingly in
the direction of results-based development co-operation, the role of performance feedback becomes
proportionately important. One the of the most visible recent examples of this trend, the multi-billion
dollar Millennium Challenge Account (MCA) now being established in the United States, expects to
dedicate the second largest portion of its staff to the evaluation function.

The 2000 Peer Review report on the monitoring and review systems of Italian development
co-operation provided background to information that is till valid today. In fact, the “1997-99
planning document for the ongoing and ex post evaluation activities’ appears to be the last major
attempt to prioritise targets of intervention and to promote more systematic feedback in the Italian
system. One of the written products funded at that time, a comprehensive “ Operations Manual for the
Monitoring and Evaluation of Development Co-operation Initiatives’ was only recently published
(January 2004) and is not yet utilised. The five-person DGCS Evaluation Unit responsible for ensuring
the integrity of the system proposed in this manual is occupied with atotally different role now, i.e.
members of a quality control unit (“Nucleo Tecnico di Valutazione’) which provides a pre-project
checking function for the Steering Committee (see Figure 3). The creation of this Unit was another
specific requirement of the 1987 Law.

As was confirmed in the field visits (see Chapter 6), the project feedback process is currently
very oriented to financial reporting, a practice which evolved out of the traumatic period in the 1990s
when suspicions of misuse of aid funds were rampant. Organised evaluation, impact measurement and
reporting have largely been bypassed in the desire to reassure al parties of the financial integrity of

PEER REVIEW OF ITALY - OO OECD 2004 49



the Italian aid system. Consequently, the MFA primary reporting document to parliament, the Annual
Report, is strongly oriented to disbursement reporting but contains little information on impact.

The 2004 Peer Review echoes the suggestion of the 2000 Review: “The DGCS should address
the information needs of various actors, like parliament, civil society, the private sector and the wider
public, for greater and more systematic communication on aid policies and programmes. This should
be closaly related to the strengthening of the evaluation function and the implementation of a coherent
monitoring and evaluation system.” Particularly in this new era of results-based aid systems, Italy
needs to re-examine its current approach to feedback management, preferably in a broader context of
overal legal and institutional reform. Properly conceived, it can be harnessed to directly impact on
management decision making and budget allocations.

Personnel management

Few issuesin Italian development co-operation are as contentious and persistent as that of human
resource management. While this was a mgjor issue in the 2000 Peer Review, curioudy little changed
in the interim four years, suggesting that this issue has a depth and complexity which can only be
treated superficially in this Review. The broader issues related to human resource management are
organised into two general themes: i) characteristics and size; and ii) personnel system management.
The organisation of Italian government statistics do not readily permit an integrated view of al official
staff responsible for development co-operation. For simplicity’s sake, the following description is
limited to DGCS human resources only.

Characteristics and overall size
The three categories of essential DGCS staff can be described broadly as follows.

o Career foreign service officers (“diplomats’). Diplomats hold all senior management
positions, with the exception of some administrative functions in Rome and UTL Director
positions in the field. In addition, a second category of MFA civil servants provide other
forms of administrative support, in Rome or in the field.

*  Personnel on secondment. Secondees come from other ministries and public administration
for alimited rotation. They are generally programme officers or administrative support staff.

 Development professionals. The 1987 Law identifies two types of development
professionals. i) sector or thematic experts in the UTC; and ii) generalists with a previous
record of service in internationa organisations assigned to DGCS thematic or geographic
desks. The 1987 Law specifies a maximum of 120 UTC experts and 30 generalists. All
experts are hired by a process of national competitive selection on a fixed-term, renewable,
contract basis.

The overall size of DGCS staff has owly declined over the last ten years, from 580 staff in 1993
to 448 in 2003. Increasing emphasis has been placed on short-term technical or junior experts to
implement projects or complete a range of other operational tasks. Table 5 illustrates the general size
of staffing for each of the essential categories registered in this and the previous peer reviews. The
DGCS is understaffed, even at current funding levels, and has little capacity to expand its level of
bilateral programming because of these human resource constraints.
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Table 5. DGCS staff

Personnel category Number

2000 2004

1. MFA staff, of which:
e Non-diplomatic senior 0 4
*  Foreign Service officers 29 29

(“diplomats”)
e Administrative staff 167 159
Sub-total MFA 196 192
2. Personnel seconded to MFA 158 118
3. Development professionals, of which: 61
e UTC experts 68 61
. Other (generalists) 24 20
Sub-total development professionals 92 81
4. Consultants and advisors 21 22
Total 467 413
Source: DGCS.

Of the 150 expert positions specified in the 1987 Law, 61 were located in the UTC or in the 21
field missions (UTL) and another 20 of the second category (ex-international institution) in the DGCS
as of 2003. As part of the current DGCS management reform, directorate leadership has noted its hope
to recruit 60 new experts in the upcoming year. This would be a major breakthrough for the DGCS, as
most of its experts were recruited in 1987-90, and it has not recruited any since 1994. This action was
anticipated in the previous Peer Review, as well, but was ultimately postponed in the expectation of a
new law in 2000. Because the numbers of experts has slowly declined, 98% of UTC experts are now
over the age of 45 and 52% are over the age of 55. Furthermore, morale is low due to a rigid
classification system which locks the employee into the rank at which he/she enters.

Personnel system management

As with some other DAC members, Italy does not have a development co-operation specific
personnel system or personnel plan. The MFA has its own personnel office and the DGCS has an
office (Office X1I) which deals with the mechanics of fixed-term contract or seconded staff and with
UTL administrative management. It undoubtedly would prove useful for the DGCS to promote a more
specific vision of personnel management, perhaps by reinforcing the professional planning capacity of
its own personnel office, especially whenever significant organisational reforms (e.g. decentralisation
to the field, major expert recruitments, etc.) are anticipated. Experience elsewhere in the DAC
confirms that competent development co-operation staff planning and recruitment requires specialised
knowledge of development issues and requires advance planning so as to efficiently cope with the lead
times necessary to proper recruitment. This could also help resolve frequent problems of extended
UTL director vacancies, as noted in Chapter 6.’

Italian development co-operation has a practice of assigning senior management responsibility to
MFA diplomats, and technical backstopping to contracted experts. A weakness in this system is the
fact that most diplomats (and the large category of staff seconded from other ministries) rotate in and
out of development co-operation fairly quickly, while the less empowered experts remain. Therefore,
aid leadership at many levels can have fewer professional skills/experience in development than those

17. As of April 2004 only 14 out of atotal 21 UTLs had a nominated director. Candidates were going
through selection procedures for four other UTLs and three UTLs were without a director (Bolivia,
India, Senegal).
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who they manage. It is recommended that the Italian government rethink this working arrangement so
asto better aign responsibility and ability (e.g. better delegation of authority to experts while retaining
ultimate authority at the level of diplomats; rethinking basic personnel management principles).
Alternatively, and less radically, the government could consider creating a career track for diplomats
in “development” or offer special career enhancements in the development field, so as to attract and
maintain the kind of experienced diplomatic staff needed to carry our substantive leadership.

Overadl, Italy should consider moving toward a performance-based personnel system that is
supportive of development co-operation objectives and which regularly tracks the output and
behaviour of diplomats and experts alike. Any decision to promote or otherwise reward DGCS staff
should attempt to do so in a manner related to the individual’s performance. Better performance
monitoring is aso one simple approach to identifying training needs for the ministry’s devel opment
co-operation staff. At the current time, neither orientation nor on-going training of staff is well
developed and is ad hoc.

Future considerations

» Italy should invite a broad-based discussion of the issues and impediments in its current
system of management. Specia attention should be given to the cumbersome project and
budget approval processes inside the MFA and the need to streamline procedures more
generally, including those involving the Ragioneria Centrale.

 To improve the effectiveness and efficiency of Italian aid, DGCS management should
consider stronger decentralisation of authority to the field and promote the parallé
adjustments in resources and systems necessary to accommodate these changes.

e Asamatter of priority, Italy should reform its current system of personnel management for
development co-operation. If possible this should be done in the broader context of general
aid management reform, with special emphasis on personnel planning, placing individual
ability more in line with responsibility, and use of a performance-based approach that is
properly accompanied by rewards and incentives. As an interim measure towards achieving
adequate staffing levels, DGCS is urged to expedite its current attempt to recruit 60
devel opment experts.

e Itay must establish a regular system of monitoring and evaluation. To the extent possible,
programme decisions should be made on the basis of a results-based system of management.
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CHAPTER 6

COUNTRY OPERATIONS

Country strategy and field organisation
Limited attention to strategy

The underlying logic of Italian development co-operation in Mozambique and Tunisia reflects
two different historic and geographic redlities. Italian-Mozambican relations are identified with Italy’s
active and important role in favour of the 1992 Peace Agreement, marking the end of a bloody civil
war and the beginning of an era of reconstruction and economic development. In Tunisia, with only
80 kilometres separating the two nations, Italian development co-operation is influenced by the simple
realities of proximity, and is related to historic ties, trade interests and the creation of a buffer to
clandestine immigration and other illegal activities.

Italy does not have a formal country “strategy” in place for Mozambique or Tunisia. Instead, the
field missions in both countries use a more loosely formulated and less analytical, three-year
programme statement. These programme statements are produced by the local embassy in time for the
triennial meetings of the Joint Commissions in the recipient countries. The genera perception by
development staff and partners in both countries was that Italian leadership does not see the utility of
formal country strategies nor of significant strategic analysisin the three-year programme statements.

In the case of Mozambique, the current country programme®® (2001-03) was the product of
selected strategic analysis and collaboration between the DGCS geographical office, the UTL and
local partners. Although completed before the local national strategy for poverty reduction
(PARPA - Plano de Acgdo para a Reducgdo da Pobeza Absoluta), it ultimately was significantly linked
to it and now uses the PARPA organisational framework to co-ordinate with local partners, including
sector working groups. The current programme was extended an additional year to use up the
significant remaining pipeline of funds (USD 30 million, about 46% of the tota three-year
programme). Unfortunately, no organised planning is currently underway beyond the end of this
additional year, aside from arecent political commitment to assist in building a EUR 25 million bridge
over the Zambezi River. Several local partners, including the Mozambican government, feel that it is
important for Italy to pursue some form of advance planning and programming, both to stay in synch
with the significant number of carefully co-ordinated local partners of PARPA and to ensure the
timely availability of Italian funds. The level of trust and quality of partnership that Italy has been able
to build in this country will, in future, depend on further improvements to the predictability and
continuity in its development funding.

18. Does not include EUR 77.5 million for flood emergency in 2001, nor EUR 1.5 million for special
election funding in 2003.
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Similarly, in Tunisia the current three-year programme (2002-04) is coming to an end with a
significant pipeline of outstanding funds. The new three-year programme was finalised in Rome in
June 2004 without major preparatory analysis. It contained three points of reference: i) initiatives from
the previous programme that were not completed; ii) exigencies of the Tunisian government from the
previous programming cycle; iii) new suggestions from the Italian side. Officialy, it is the strongly
directive Tunisian government that proposes a new programme to the Italian side at their Joint
Commission meeting, but in reality, background preparation comes from a variety of formal and
informal contacts between the two parties, including contacts at the highest political level.
Undoubtedly a reflection of this political visibility, this year's three-year programme was shaped
almost exclusively by Italian diplomats. Lead responsibility in Tunis was that of the Ambassador, and
in Rome the Minister of Foreign Affairs. The development staff of the UTL was not invited to
participate in the elaboration of programme content in Tunis, nor to attend the discussions at the Joint
Commission meeting in Rome.

Perhaps because of its very limited capacity at the field level, Italy appears to promote
administrative simplification by increasingly relying on a political dialogue between Italian diplomatic
leadership and that of the host country to establish a country programme. Subsequent implementation
of the country programme continues the decision-making dialogue and frequently implicates Italian
diplomatic leadership in Rome. This ongoing strategic “flexibility” to develop and implement its
programmes was mentioned as one of Italy’s greatest strengths by Italian officials in Rome and in the
two field missions visited. Local government officials also cited this flexibility as one of the strong,
positive features of Italian aid, although they simultaneoudly called attention to weak advance joint
planning and particularly the frequent delays in timely funding. Italy should rethink these approaches
to strategy and programming more extensively.

Field organisation and staffing

Mozambique and Tunisia field organisation for Italian development co-operation is built around
the Embassy and the aid mission (UTL) located within it. In both field missions visited, the officia
staff resources allocated to the local development effort were extremely thin, especially considering
that Mozambique and Tunisia are two of Italy’s largest development missions. In both missions, the
highly personalised nature of Italian co-operation was readily noticeable — the abilities and style of
Italian local leadership, especially the UTL director, was a defining factor of aid quality for most of
Italy’s partners. In both cases, genera staff turnover was rapid and gaps in coverage at the director
level were cited as obstacles to a more effective local collaboration. Turnover also affected the quality
of ingtitutional memory in each UTL. Supplementa resources routinely arrived from Rome,
particularly from the UTC or its contracted speciaists. Both missions noted the difficulties they had in
communicating with the heavily centralised decision-making processes in headquarters, who aso
frequently responded late or not at all. Neither UTL used local professiona staff in managing its
programmes although, particularly in Tunisia, highly qualified and inexpensive local expertise was
readily available.

In Mozambique (Box 6), the UTL has been without a director for amost a year, leaving the
ambassador alone in handling all major administrative or representationa responsibilities. The UTL
team contains one official (expert), the director, who is currently assisted by five Italian contract
consultants, two temporary Italian interns and eleven local support staff.
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Box 6. Mozambique - a development co-operation anchored in the past

Between 1982 and 2003, Italy has provided some EUR 750 million in grants and loans to Mozambique, a
large part of which was provided prior to the 1992 Rome Peace Agreement which launched the country on the
new path of nation building and economic development. Historically, the single most important sector of
investment by Italy was infrastructure (dams, railway, water supply, telecommunications), which represented 27%
of total funding over this same time frame.

The latest three-year programme for Italian development co-operation (2001-03) provides an average of
EUR 60 million per year, primarily in commodity aid (28%), agriculture (26%), health (21%). Although one of
Italy’s largest aid missions, the Unita Tecnica Locale (UTL) in Maputo is staffed with only one full-time official (the
director). The ambassador also has past experience in development co-operation and is able to substantially
augment the representational presence of Italy in Mozambique.

Suggestions made to the Maputo Mission:

IMPROVE ORGANISATIONAL RELATIONSHIPS. (i) Italian leadership in Rome should review the role
and responsibilities of the field mission within the overall Italy team. The field is not connected to
Rome in a structured and collaborative way. This poses problems for efficiency and effectiveness of its
aid. (ii) At the Maputo level, improved “team” organisation would better valorise the considerable skills
of mission staff.

INCREASE DECENTRALISATION. Given the particularly collaborative donor environment in
Mozambique, Maputo could be considered as a pilot mission to test the utility of greater
decentralisation of development decision making. Empowerment of Maputo to act locally would require
a parallel enhancement of the UTL human and financial capacity. This includes a more organised and
responsive system of communication between the field and headquarters.

IMPROVE STAFF. ltalian aid in Maputo is understaffed, even at present levels of decision-making
authority. The UTL lacks the broader analytical capacity it needs to be proactive and engaged. Rome
needs to make its field staff a higher priority, or face the consequences of declining morale and
subsequent staff turnover. Pilot testing of new staff approaches could be attempted in Maputo,
including the greater use of local professionals, to compensate for the lack of institutional memory and
the regular loss of critical skills through the current practice of short-term contracting.

BETTER MULTI-YEAR PLANNING AND BUDGETING. The UTL has not been encouraged by Rome
to use multi-year programme and budget planning. The approach to programming should be reviewed
by Rome so as to support indicative planning and budgeting that matches that of local partners
(usually a five-year cycle, built around sector plans and PARPA). It would seem plausible to delegate a
greater programming role to the field, and thereby simplify and speed up procedures, while improving
the effectiveness and efficiency of Italy’s aid.

THINK ABOUT LEARNING. Current systematic feedback is limited to “accounting reports”, which
leaves ltaly in a situation where it has only a limited understanding of what it has achieved. A
substantive learning system could be structured largely around project level feedback from its contract
and NGO implementation agents and at the macro level, including MDG reporting, from feedback
generated (currently funded by Italy) in the context of PARPA and sector groups.

IMPROVE THE HARMONISATION OF AID. Maputo has yet to receive a clear mandate from Rome to
work proactively on the harmonisation of its aid to Mozambique. The special, highly collaborative
circumstances of partnership offered by Mozambique suggest that the Maputo UTL could be in the
forefront of such an agenda should it be authorised by headquarters.

INVOLVE ITALIAN NGOs. The fairly large Italian NGO community present locally maintains an
interest in working with the embassy as part of the broader Italian team in Mozambique. In a future
pilot context, the UTL could involve these NGOs in country strategy development. Authority to locally
approve and oversee officially funded NGO projects could be one immediate decentralisation action.
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Italy has an active and well established NGO community in Mozambique, initially funded from
home constituencies or the Italian government (most funding is now from the European Commission),
and a small Italian private sector, initially funded by Italian or development bank infrastructure
programmes and now increasingly linked commercially to the major markets of nearby South Africa
Both communities, with encouragement from the last UTL director, formed themselves into small
federations. Mozambique's 15 Italian NGOs created GONG (“Non-Governmental Organisation
Group”), which meets monthly with the UTL to share ideas and learn about official Italian
development co-operation. GONG also produces a regular newsletter and is contemplating use of the
Internet. On the private sector side, the UTL and the ambassador helped the 70 Italian-led companies
in Mozambique to form an “Association of Italian Entrepreneurs’ with local NGO legal status. The
association has a small secretariat and is organised around three commissions: i) relations with the
Mozambique Business Association; ii) relations with external institutions (especially the business
related actions of groups in Italy, the UTL, NGOs or religious groups); iii) member services (e.g. in
accounting).

In Tunisia (Box 7), the current director has been in place for one year, athough his position was
also vacant for the entire year prior to his arrival. The director is the only officia (expert) in the UTL,
but has creatively negotiated short-term funding for four junior professional assistants. He is also
attempting to negotiate funding for four senior professionals but has been successful in abtaining only
one to date.

No Iltalian NGOs were identified in Tunisia. This was particularly unexpected because of the
geographic proximity of the two countries, but was apparently largely due to Tunisian government
distrust of this form of development assistance. On the other hand, and as would be expected, Italian
business interests in Tunisia were largely represented through direct investment or joint ventures. The
political importance of Italian business here is attested to by the simultaneous presence of a
commercial attaché in the embassy, a large private sector aid programme, the active local Foreign
Trade Institute office (ICE - Istituto per il Commercio Estero) and existence of avisible Tunisia-ltaly
Chamber of Commerce. Surprisingly, little internal co-ordination of these different officia Italian
programmes is undertaken, which has permitted overlaps in responsibility among the actors. For
example, pending some form of joint deliberation of Italian private sector strategy and
implementation, it may be possible for the small UTL in Tunis to shed its responsibilities for the
procurement of Italian imports so as to focus more of its energies on the issues of Tunisian
development policy. Conscious of these shortcomings, the Italian government recently chose Tunisia
as a test country for a “guichet unique” to better co-ordinate private sector Italian ingtitutions in this
country.

Reference made in the field to “Sstema Italia” was an indication that Italian development
strategists are aware of the broader community of Italians, official (embassy, UTL, ICE) and
non-official (NGOs, private sector, Italian-local country chamber of commerce), who collectively
represent Italian interests and support for development in-country. In both Mozambique and Tunisia,
“ Jstema Italia” collaboration was weak and not visible. Italian co-operation in these countries would
benefit from a greater recognition of the mutually reinforcing synergies that could exist among these
different groups.
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Box 7. Tunisia - development co-operation close to home

Tunisia is a priority country for Italian development co-operation, given its geographic proximity and a long
history of economic, cultural and political exchange. Italy sees a prosperous and stable Tunisia as vital to its own
national interests. Tunisia was the first country in its region to sign an Association Agreement with the European
Union (1995). Tunisia sees its preparation for an open trade arrangement with the EU in 2008 (“mise a niveau”)
as a high priority for donor assistance.

The latest Italian three-year programme for Tunisia (2002-04) provides some EUR 60 million per year,
primarily in the private sector, including a large tied procurement credit (52%), environment/agriculture (18%),
infrastructure (14%).

Suggestions to the Tunis Mission:

EMPHASIS ON STRATEGY. The context of Tunisian development is one of complex and rapidly
evolving change. These include challenges to Tunisia, such as 2005 (end of the Multi Fibre
Agreement) and 2008 (eradication of trade barriers and open trade zone with Europe). Italy also
requires a strategic approach to nascent policy coherence issues, such as those relating to Italian
investment, olive oil or migration. These rapidly evolving issues suggest the need for Italy to put in
place a local capacity for strategic analysis and feedback.

MULTI-YEAR PROGRAMMING AND FINANCING. ltaly needs a longer-term vision for its aid. This
would help local partnerships, would encourage a more analytical and structured approach to Italian
aid and would help to plan and budget its funding in a more timely manner.

CO-ORDINATION AND HARMONISATION. Little informal, operational co-ordination takes place
among development partners in Tunisia. Because the local donor community is small and largely
European, significant “complementarity” and improved donor co-ordination should be possible today
within the context of the European Community. Virtually no effort to harmonise Italian aid with that of
other donors has been made to date.

MULTI-BI ARRANGEMENTS. Multi-bi implementation arrangements should be used selectively and
according to local circumstances. In some cases, multi-bi arrangements can lead to an additional level
of bureaucracy and confusion over the separation of responsibilities among the partners.

ORGANISATIONAL RELATIONSHIPS. Iltalian aid in Tunisia needs a more clearly defined and
synergistic relationship between the UTL and Rome, and within the Italian official community in Tunis.
Between the field and Rome, improvements could be made at the level of lines of authority
(e.g. exclusion of local UTL from the current three-year programming exercise) and in
communications. As for the embassy, greater attention should be focused on creating a team
management environment (e.g. better internal co-ordination and shaping of internal teams around key
cross-cutting themes like private sector development.

DECENTRALISATION OF AUTHORITY. UTL staff appeared very competent and dedicated but,
because of the highly centralised nature of the ltalian system, its capacity is under-utilised. Slow
decision making in Rome results in weaker local co-operation, frustration and budget delays in the
field. The fast evolving social and economic context of Tunisia requires a local analytical capacity. The
Tunisian government made clear its interest in having a strong local Italian development partner with
whom it can carry out a development dialogue and maintain a daily operational relationship.

LEARNING AND RESULTS ORIENTATIONS. ltalian development co-operation in Tunisia does not
maintain a results-based management system. It has only an anecdotal idea of what is working and
why. Feedback measurements that are made appear heavily oriented to “accounting” issues.

PERSONNEL NEEDS. At current personnel levels, Italy can only maintain a symbolic local presence
in today’s Tunisian development partnership. A reassessment of staff needs should be based on the
principles of team management, including experts, diplomats and contractors and allocating
responsibility to the most qualified, irrespective of their bureaucratic status. Italy should consider the
local use of abundant Tunisian professionals as well. Building on the EU principle of complementarity,
one final possibility could be shared, collaborative approaches to projects with EU partners.
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Country implementation

Limited implementation modalities

The packaging of Italian development co-operation is largely built around projects. These
projects are often related to the general context of local strategy. For example, the Mozambique
poverty strategy PARPA and the Tunisian five-year plan are cited as an important point of referencein
the genera attribution of these projects. In Mozambique, this concept was carried further and
implementation is actually co-ordinated in the context of PARPA sector strategies and work groups.
Although considered a project in the administrative sense of the word, an important portion of Italian
co-operation is packaged in the form of tied budget support (see Chapter 4). In Tunisia 45% of the
Italian programme 2002-04 was used to purchase Italian products and in Mozambique, this amounted
to 28% for the 2001-03 programme. It has now been announced that this type of budget support will
be phased out in the future.

Debt relief is dso a major feature of both programmes. In 2002, the tenth anniversary of the
Rome Peace Agreement, Italy fully cancelled USD 525 million of Mozambican debt (see Box 8).
Tunisia has not experienced debt sustainability problems in recent years, and therefore was not the
object of debt treatment by the Paris Club. However, in 2001 Italian co-operation reduced the interest
rate of Tunisia's debt to 4%, and simultaneously established a EUR 15.6 million counterpart fund for
use in mutually acceptable project activities. Activities agreed upon to date have been in the area of
environmental protection.

Box 8. Field capacity for debt relief: the Mozambique example

Weak capacity at field level affects all aspects of the aid programme, putting the achievement of its
objectives in jeopardy even when their implementation is simple. Italy’s cancellation of Mozambique’s debt
provides an example. Following the Multilateral agreement reached at the Paris Club on 17 November 2001, the
Italian government proceeded with the cancellation of USD 525.3 million of Mozambique’s pre and post cut-off
date debt, representing the totality of commercial credits and aid soft loans. On the basis of the agreement
signed in Rome on 11 June 2002 and the commitments undertaken by both governments, the freed resources
will be re-inscribed in the internal budget to finance investments in agriculture, education and health, sectors
considered to be key for the reduction of poverty in the country.

One problematic issue concerns the capacity of the field mission to make sure that debt relief achieves its
expected results. Ensuring that the resources released by debt forgiveness are effectively used towards poverty
reduction activities is notoriously tricky. To make such resources traceable, donors often resort to complex
requirements such as establishing counterpart funds where resources are gathered and managed jointly with the
local authorities. This allows not only a stricter control over the expenses but also a monitoring system necessary
to ensure that the programme’s objectives are achieved. To address this issue the initial agreement stated the
presence of a monitoring system of a financial and substantive character, involving financial accounting
procedures as well as monitoring missions to the project sites concerned. This provision was nevertheless
modified in the final version of the agreement, and discarded in practice. Lack of human resources at the level of
the ltalian field mission made the establishment of the counterpart fund and adequate auditing, monitoring and
evaluation activities impossible. Italy resorted to use Mozambique's PARPA implementation reports as
monitoring tool.

One, non-projectised experiment is now being carried out in Mozambique, where there has been
extensive donor interest and involvement in different forms of direct grant budget support. The
Italian ambassador and UTL director have obtained authorisation to undertake a pilot participation
(USD 10 million over three years) in the Macroeconomic Budget Support of the PARPA poverty
reduction scheme. Although the first year of this experiment is now underway, it is noteworthy that no
structured learning system has yet been put in place by Italy. Based on the growing interest of other
DAC members in the use of budget support, Italy is encouraged to take this learning experiment
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serioudy. If this approach is successful it could also alow for increased bilateral funding without
requiring alot of new staff.

Implementation realities

Programming and budgeting. The previously noted need for more transparent and collaborative
programming and, particularly, more timely budgeting and release of funds, were widely held
perceptions in the field. Frequently, local partners were not familiar with Italian aid objectives and
attributed much of what they did know to their personal interaction with the local UTL director.
Informed interlocutors repeatedly cited cases in which they had to work with the local UTL director
(or ambassador in his absence) to expedite the delivery of late funds, then describe their common
frustration at the lack of responsiveness of “Rome” to their pleas for expediency. In several examples,
local officials smply gave up on waiting for a response, abandoned the activity in question or found
aternative funding. In the course of interviews, local partners encouraged Italy to maintain a
multi-year budgeting perspective, in spite of the Italian nationa practice of annual appropriations, as a
way of more rigorously following up with budget officials in Rome. It is interesting to note that the
1987 Law (Articles 14 and 15) actualy set up a specia fund for development co-operation activities
that granted the DGCS a degree of financiad autonomy and permitted multi-year funding - an
exception to Italian budget law. The fund was abolished in 1995 and overseas development
co-operation has had to conform with nationa Italian budget procedure ever since. Given the
drawbacks witnessed in the field, it would seem important for Italy to revisit the budget flexibility
offered by the 1987 Law, in the name of more efficient and effective Italian aid delivery.

Monitoring and evaluation. Italian development co-operation in Mozambique and Tunisia
currently does not have a regular system for performance monitoring or evaluation of its projects,
which nevertheless can take place on an ad hoc basis. Perhaps in large part stemming from the
corruption allegations of the 1990s, the only regularly collected feedback in these two countries is
financial accounting. Projects are required to provide regular financial information at the input level
and audits are frequent. In Mozambigue the UTL attempted to set up a monitoring and evaluation
system with short-term contract support, but abandoned the effort failing sustained encouragement
from Rome and in the absence of local development leadership. This leaves Italy with minimal
information with which to do future programming and to justify its programmes in Mozambique. Italy
does provide considerable support for the national capacity to gather statistics. The future development
of common impact reporting through this national capacity may give Italy and other donors the kind of
impact information on MDGs and general nationa devel opment that they require.

NGO procedures. In Mozambique (no Italian NGOs were identified in Tunisia), local Italian
NGOs were unanimous in their complaint over the difficult procedures of the Italian government.
Largely because of the lengthy and time consuming programming procedures, most NGO funding now
comes from the European Community, which is preferred by Italian NGOs as easier to implement. An
outline of a typical programming sequence for an NGO project was provided in Mozambique (see
Annex E) and offers interesting insights to the complexities of the Italian programming cycle and the
long delays they imply.
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Harmonisation and aid effectiveness viewed from thefield

While Italy played an important facilitating role by hosting the 2003 High-Level Forum on
Harmonisation in Rome, little progress on harmonisation was visible in either field missions visited.
Italian officials in both Mozambique and Tunisia were aware of the commitments made in the Rome
Declaration, but neither mission yet has the capacity nor the delegation of authority to undertake
exceptional measuresin this respect.

Of the two countries visited, only Mozambique had an organised approach to harmonisation.
There, donors are currently working toward a common Performance Assessment Framework, in which
conditions and the means of assessment will be harmonised. Harmonised or semi-harmonised
financing schemes have been developed in planning, agriculture (budget support), education, public
sector reform, policy research, health and health policy formulation, police academy, water, sanitation,
and housing. A detailed study of donor procurement and disbursement procedures has been carried out
and, under the education sector programme, some donors are expected to agree on common
procedures and reporting formats. Progress has been made in building common donor procedures
across sectors and within sectors, which has had an impact on common government-led procedures.
Nevertheless, the costs of setting up pooling arrangements have been high and progress has been slow
in all sectors. Small, carefully designed sector-level technica assistance pooling schemes have been
more successful, but overall the lack of local capacity has been a mgjor constraint. One key aspect of
harmonisation in Mozambiqgue relates to the use of common programmes for budget support. Some
donors have agreed on pooled funding while others support a gradual move toward budget support as
the government improves its financia management capacity. Direct budget support is governed by a
joint programme and an Aide Memoire signed between government and participating donors. There
are common arrangements in place for disbursing budget support through a ssmple mechanism that
provides untied, un-earmarked financing. There is regular didogue between donors and with
government. Donors have conducted an Annual Joint Donor Review.

Although some of the conditions for harmonisation improvements exist in Mozambique and
Tunisia, the principle has been furthered only modestly by initiatives from the Italian side. As noted in
Chapter 5, Italy supports the principle of local country ownership of its aid programmes. This has
been greatly facilitated in Mozambigue by the strong leadership role the Ministry of Plan and Finance
takes in relation to the overal donor community through the PARPA strategy and implementation
processes. Italy helps to facilitate this leadership role through funding the development of a national
statistical capacity to track developmental learning. This tracking capacity is viewed as fundamental to
PARPA ability to monitor and evaluate sector approaches to poverty reduction in the country. Tunisia
does not maintain the same collaborative structures, but insists on a strong leadership role (and Italy
supports this) through its Ministry of Development and International Co-operation, itself structured
around the current five-year national development plan.

Alignment of programmes is also assisted in Mozambique by the PARPA process, which prods
donors to situate themselves according to common development strategy and along sector lines. Italy
has joined this alignment process in Mozambigue and is actively involved in most PARPA fora,
including membership of at least 15 local sector work groups (assistance to parliament, public sector
reform, statistics, private sector, agriculture, education, health, drug control, water, de-mining,
environment, elections, HIV/AIDS, gender, administrative issues). As a genera observation, its local
staff capacity was too limited to participate as actively as most major donors. Similarly, the weak
forward planning and budgeting characteristics of Italian co-operation were structural weaknessin this
respect and slowed efficient co-ordination with partners in both Mozambique and Tunisia.
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Italy has virtualy no local authority to act independently of headquarters to streamline its
programmes in relation to its partners. Communications with Rome on this type of issue is limited, and
Rome yet has to offer a specific policy or strategy with the field in this area. One important exception
to this is Italy’s recent decision to contribute USD 10 million over three years to the budget support
initiative in Mozambique. Although this is Italy’s only experiment with developmental budget in the
world, no organised system yet has been put in place to track the Italian effort and provide broader
policy learning for the Italian system.

Future considerations

Re-examine what is needed for Italy to remain strategically aware of local development
redities. Place greater emphasis on loca strategic analysis as part of the three-year
programming cycle and ensure full participation, even leadership, of the UTL in programme
development.

Consider revisiting nationa legisdation on aid budgeting to make it more in line with local
programming needs (e.g. five to six years) and establish an indicative budgeting process over
asimilar time frame.

Together with field UTLs and ambassadors, promote an in-depth review of development
administration from a“team” perspective (Sstema Italia, relations embassy-UTL, between
field and headquarters). Build upon the current effort in Rome to promote administrative
streamlining and reform, including those relating to Italian commitments to the Rome
Declaration on Harmonisation, perhaps viatime-bound specific action plans.

Consider a pilot decentralisation effort in a key beneficiary country such as Mozambique.
Review the experience of other DAC donors with their own decentralisation efforts and
consider opportunities to further delegate authorities to the field and to reinforce local UTL
capacity, including human resources and improved quality of communications between
Rome and the field.

Pay greater attention to staff needs at the field level. Avoid gaps in presence, consider ways
to contract additional Italian or local professiona staff, chosen by the field mission
according to the qualifications needed to get the job done.

Establish a requirement for regular monitoring feedback from the field and activity
evaluation, to be collaboratively set up with monitoring and evaluation specialists in
Rome. Re-examine the need for current levels of financia accounting.
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ANNEX A

THE 2000 DAC PEER REVIEW AND ITALY'SACHIEVEMENTS

Key Issues

Concerns Expressed in 2000

Progress Achieved by 2004

Need for strengthened

Legislation is urgently needed to permit an

2000 Law was not approved. Outstanding

management organisational framework which fosters need for comprehensive legislative reform
professional development management and to achieve progress on fundamental
decentralisation. structural weaknesses.

ODA level Should increase in order to attain DAC average | Political commitment in Barcelona (2002)

over the next three years.

to more than double ODA volume.

Professional staff

Increase the number of professional staff in
development and adjust skill mix to exploit use
of recent reforms.

Staffing levels continue to decline.
Currently investigating possible recruitment
of 60 experts in 2004. Outstanding need to
establish a career structure based on merit,
functions and responsibility.

Country strategy

Broaden use of country strategy to more
recipients.

Field emphasis on 3-year programme
statements (minimal reference to strategy
or analysis). Limited linkages to local
development plans (e.g. PRSP or 5-year
plan).

Programme selection criteria

Refine objectives and criteria to guide selection
of partner countries, programmes and projects,
in coherence with country strategy.

Little clear guidance on country and sector
priorities. Need to clarify Italian policy and
strategy through widely distributed
statements.

Sustainability

Pay increased attention to sustainability in
project design and implementation.

Little focused attention to or analysis of
sustainability considerations in project
design and implementation.

Delegation of authority

Provide greater delegation of authority to field
posts.

Field posts continue to function under the
limited authority in 1987 Law. Greater
accounting oversight and reassertion of
political objectives from headquarters
further limit authority in field.

Procedures Streamline operational and administrative Streamlining of some operational and
procedures. administrative procedures now underway.
Cumbersome project and budget approval
processes inside the MFA still exist.
Evaluation Strengthen evaluation function to provide Monitoring function essentially one of

lessons learned and promote dialogue with
partners.

accounting reporting. Small number of
evaluation specialists used for project
appraisal support to the Steering
Committee.

Public information

Strengthen public information programme,
especially to address link between development
and immigration.

Progress has been noted over the last year
and Italy has pledged to focus on this
issue.

62
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ANNEX B

OECD/DAC STANDARD SUITE OF TABLES

Table B.1. Total financial flows

USD million at current prices and exchange rates

Net disbursements

Italy 1987-88 1992-93 1999 2000 2001 2002 2003
Total official flows 3790 5067 1915 1875 1990 1988 2583
Official development assistance 2904 3583 1806 1376 1627 2332 2433
Bilateral 2143 2180 451 377 442 1007 1061
Multilateral 761 1402 1355 999 1185 1326 1372
Officia aid na 288 92 406 281 1 497
Bilateral 76 8 213 21 1 494
Multilateral 212 84 193 260 - 3
Other officia flows 886 1196 18 93 82 -345 -347
Bilateral 881 1231 18 93 82 -345 -347
Multilateral 5 -34 - - - - -
Grantsby NGOs 18 79 28 37 33 - 28
Private flowsat market terms - 257 162 15621 12358 -2933 - 763 2 603|
Bilateral: of which - 257 162 15621 12358 -2933 - 763 2603
Direct investment 714 143 1446 1557 1855 836 830
Export credits - 925 - 555 - 992 2128 481 2120 1905
Multilateral - - - - - - -
Total flows 3552 5308 17564 14 270 -910 1226 5213
for reference:
ODA (at constant 2002 $ million) 3357 3225 1721 1486 1759 2332 1976
ODA (asa % of GNI) 0.37 0.33 0.15 0.13 0.15 0.20 0.17
Total flows (as a % of GNI) (a) 045 0.40 0.97 1.01 -0.02 0.12 0.29
a. Tocountrieseligible for ODA.
ODA net disbur sements
At constant 2002 prices and exchange rates and as a share of GNI
0.45 - r 8000
0.42
0.40 A F 7000
0.35
0.35 A | 6000
s ODA as% of GNI
0.30 left scale) =
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Z 0251 £
o 4000 ;
= L
R 0209 / 017 2
/ 5
— ~_ t 3000 &
0.15 \ Total ODA . b o
(right scale) \
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Table B.2. ODA by main categories

Disbursements

Italy Constant 2002 USD million Per cent share of grossdisbur sements
Total DAC
1999 2000 2001 2002 2003| 1999 2000 2001 2002 2003 2002%
Gross Bilateral ODA 614 647 680 1206 1054 32 37 35 48 49 73
Grants 525 567 590 1083 915 28 33 30 43 42 61
Project and programme aid 155 115 191 135 137 8 7 10 5 6 12
Technical co-operation 51 29 100 102 120 3 2 5 4 6 24
Developmenta food aid 42 34 82 42 41 2 2 4 2 2 2
Emergency and distress relief 98 78 70 82 72 5 5 4 3 3 6
Action relating to debt 97 217 11 620 453 5 13 1 24 21 8
Administrative costs 22 24 34 37 39 1 1 2 1 2 5
Other grants 61 68 102 66 52 3 4 5 3 2 4
Non-grant bilateral ODA 89 81 90 123 140 5 5 5 5 6 12
New development lending 86 64 85 91 107| 4 4 4 4 5 10
Debt rescheduling 3 16 4 32 33 0 1 0 1 1 1
Acquisition of equity and other - - - - - - - - - - 1
GrossMultilateral ODA 1291 1079 1281 1326 1114 68 63 65 52 51 27
UN agencies 144 218 197 203 168 8 13 10 8 8 7
EC 647 688 669 762 765 34 40 34 30 35 9
World Bank group 289 20 273 130 31 15 1 14 5 1 6
Regional development banks (a) 140 82 82 46 27, 7 5 4 2 1 3
Other multilateral 72 70 60 184 122 4 4 3 7 6 3
Total gross ODA 1905 1726 1961 2532 2168( 100 100 100 100 100 100
Repayments and debt cancellation -184 -240 -202 -199 -192
Total net ODA 1721 1486 1759 2332 1976 Contributionsto UN Agencies
(2002-03 Aver age)
For reference:
UNDP
ODA to and channelled through NGOs 35 81 169 43 63 10%
Associated financing (b) - - - - - VE\)’;)P
a Excluding EBRD. UNICEF
b. ODA grantsand loansin associated financing packages. 7%
Other UN UNHCR
60% 5%
ODA flowsto multilateral agencies, 2002 UNRWA
5%
g ocococo000000000000000000000000000000003000A0C FAO
4%
< ..................
8 Oltaly EDAC
§ """"""""""""""""" Contributions to Regional Development
;’ Banks (2002-03 Aver age)
§ -------------------------------- Other
k] Banks
e | 25%
I
5
g 10| g
; AfDB
o TP Group
World Regional Other : DBZZGOZ]OU
agencies Bank group dev. banks multilateral
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Table B.3. Bilateral ODA allocable by region and income group

Gross disbursements

Italy Constant 2002 USD million Per cent share Total DAC
1999 2000 2001 2002 2003 1999 2000 2001 2002 2003 2002%
Africa 295 349 240 868 660 52 58 50 80 72 37
Sub-Saharan Africa 254 308 195 807 580 14 51 41 74 63 31
North Africa 41 41 45 60 80 7 7 9 6 9 6
Asia 34 30 63 69 89 6 5 13 6 10 35
South and Central Asia 8 12 40 38 41 1 2 8 3 4 17
Far East 27 18 24 31 49 5 3 5 3 5 19
America 69 75 58 55 66 12 13 12 5 7 13
North and Centra America 26 31 27 25 48 5 5 6 2 5 5
South America 42 4 30 30 18 7 7 6 3 2 8
Middle East 31 30 39 46 51 5 5 8 4 6 4
Oceania - 0 - - - - 0 - - - 2
Europe 144 115 81 53 49 25 19 17 5 5 9
Total bilateral allocable by country 572 599 480 1091 914 100 100 100 100 100 100
L east developed 172 271 208 776 600 30 45 43 71 66 29
Other low-income 99 58 34 74 59 17 10 7 7 6 26
L ower middle-income 249 206 211 221 237 43 34 44 20 26 41
Upper middle-income 27 41 26 19 17 5 7 6 2 2 5
High-income - - - - - - - - - - 0
M or e advanced developing countries 25 23 1 0 - 4 4 0 0 - 0
For reference:
Total bilateral 614 647 680 1206 1054 100 100 100 100 100 100
of which: Unallocated 41 48 200 116 140 7 7 29 10 13 22
Allocable gross bilateral ODA flows Allocable gross bilateral ODA flows
by region by income grou|
B Other yres H Oth ’ aoe
HEurope Er ) .
O America O Lower middle-income

OAsa

2500

EAfrica

2000

1500

1000

Constant 2002 USD million

1992 93 94 9 9% 97 98
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Table B.5. Bilateral ODA by major purposes
at current prices and exchange rates

Two-year averages

Italy 1992-93 1997-98 2002-03 2002
- - - Total DAC
USD million Per cent |USD million Per cent [USD million Per cent
per cent
Social infrastructure & services 348 16 97 16 164 15 35
Education 97 4 27 5 42 4 9
of which: basic education 0 0 0 0 0 0 2
Health 83 4 15 3 43 4 5
of which: basic health 13 1 5 1 33 3 3
Population programmes 0 0 1 0 4 0 4
Water supply & sanitation 115 5 32 5 6 1 3
Government & civil society 10 0 11 2 21 2 8
Other social infrastructure & services 43 2 10 2 48 4 7
Economic infrastructure & services 340 16 65 11 15 1 13
Transport & storage 82 4 5 1 6 1 6
Communications 121 6 45 8 1 0 0
Energy 137 6 14 2 2 0 4
Banking & financia services - - 0 0 0 0 1
Business & other services 1 0 0 0 5 0 1
Production sectors 315 14 28 5 29 3 7
Agriculture, forestry & fishing 154 7 21 4 19 2 5
Industry, mining & construction 156 7 5 1 7 1 1
Trade & tourism 5 0 2 0 3 0 1
Other - - 0 0 - - 0
Multisector 112 5 16 3 72 6 8
Commodity and programme aid 186 9 47 8 62 6 5
Action relating to debt 472 22 267 45 609 54 13
Emer gency assistance 240 11 27 5 86 8 8
Administrative costs of donors 109 5 24 4 42 4 6
Coresupport to NGOs 58 3 20 3 39 3 6
Total bilateral allocable 2179 100 591 100 1118 100 100
For reference:
Total bilateral 2182 61 597 33 1252 48 74
of which: Unallocated 2 0 6 0 135 5 3
Total multilateral 1402 39 1196 67 1349 52 26
Total ODA 3584 100 1793 100 2601 100 100

Allocable bilateral ODA by major purposes, 2002-03
%

Social infrastructure& services a s
Economic infrastructure & services h 13
Production sectors % 7
M ultisector ;68 Oitaly
E Total DAC (2002)

Commaodity and programme aid =|55

Action relating to debt _13 |54
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Graph B.1. Net ODA from DAC countries in 2003 (preliminary data)

USD billion Net ODA in 2003 - amounts
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ANNEX C

ORGANISATIONAL CHART OF THE MINISTRY OF FOREIGN AFFAIRS (MFA)

Minister of Foreign
Affairs

Under Secretaries of
State (4)

Secretary-General

o . . . Analysis and )
Co-ordination Unit Crisis Unit Y . . Internat. relations of
programming Unit ) :
Italian regions of
municipalities Unit
DG for European DG for European Diplomatic ceremonial
Countries Integration of the Republic
DG for American DG for multilateral General Inspectorate
Countries policital affairs and for the Ministry and

| human rights Offices abroad

DG for Mediterranean | |

Countries and the . Press and Information
DG for cultural promotion

Middle East . Service
and co-operation |
DG for sub-Saharan | Service for international
African Countries DG for Italians living Legal Affairs and
| abroad and Migration Treaties
DG for countries in policies |
Asia, Oceania, Pacific, Service for Historical
and Antartica Documentation and
Archives

DG for Administrative and | 5G Tor Personnal |
Budget Issues |

| IT and Communications

Service
DG for Development co-| |

operation (DGCS) |

Diplomatic Institute |

| Internal Control Service|

FuII time aid responsibility.

V| Partial aid responsibility.

Source: MFA, June 2004.
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ANNEX E

NGO PROJECT CYCLE

NGO DGCS Co-operation Office Process Duration
Italy and Field ROME Field
Project Design Collaboration on

<:'> e Highly variable

Project Proposal
Submission

Conformity Appraisal
I—_L> (Office VII)

Adjustments o Technical Appraisal
Project Proposal j‘ :

Final Appraisal
(Evaluation Unit)

iy

Approval (Steering
Committee)

il 3-4 months
First Disbursement

>12 months

First Year Report on
Financial Activities

|__|—> Report analysis 6/12 Months

11

Second
Disbursement

Second Year
Activities

Source: Italian Development Co-operation Office, Maputo, and DGCS, Office VII.
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PRESS RELEASE OF THE DAC PEER REVIEW OF ITALY
ITALY REMAINSDETERMINED TO DOUBLE ITSAID

Italy’s net official development assistance (ODA) in 2003 was USD 2.4 billion, making it the
world's seventh largest donor. This level represented 0.17% of Italy’s Gross National Income (GNI).
Italy committed in Barcelona (2002) to an ODA/GNI target in 2006 of 0.33%, representing a massive
estimated 113% increase in real ODA (USD 2.7 hillion) over the 2003 level.

The OECD Development Assistance Committee Peer Review of Italian development
co-operation noted that obstacles to achieving this target will include the ongoing, government-wide
pressure for budget austerity and the exhaustion of remaining debt relief as an element of ODA by
2006. The Committee noted Italy’s continued resolve to achieve this target and encouraged it to make
every effort to do so. Also the DAC noted current government preference to use the bilateral channel.
In view of recognised shortages of bilateral staff and the limited use of new funding modalities, it will
be necessary also to make use of multilateral channels for such amajor increasein ODA.

In its Review, the DAC commended Italy’s international initiatives for development. New
commitments have included substantial debt relief, a lead role in the Globa Fund to Fight AIDS,
Tuberculosis and Maaria, the hosting of both the Palermo initiative on e-government and the Rome
High-Level Forum on Harmonisation, as well as an active role in the reconstruction of Afghanistan
and Irag. The Committee welcomed Italy’ s continuing focus on Africa.

These initiatives have created expectations in the international community which will be difficult
to attain unless substantive reforms in Italian aid are undertaken, such as those advanced in the
previous DAC Peer Review in 2000. Progress in implementing reform has been limited and a 1987
Law still constrains aid administration, while providing little strategic guidance. The Committee still
believes that appropriate legislative reform is a priority, but this should not delay actions that can be
taken within the present framework. In this connection, the DAC recommends that Italy now act to
affirm a clearer sense of strategy in its development co-operation, including an effort to make other
policies across government more coherent from a developmental perspective. This could entail a more
clearly stated government vision for development co-operation based on Italy’ s strong support for the
Millennium Development Goals, a more strategic alocation of Italian ODA resources based on this
vision, and the assignment of authority for development at a more political level (e.g. Deputy Minister
for Development). The Committee a so encouraged a higher level and more organised public dialogue,
including Parliament, on policy and strategy. The Committee welcomed initiatives taken to broaden
public support and encouraged the government to develop a strategy to this end.

The DAC suggested that Italy could redise significant efficiency gains through improved
collaboration and co-ordination at al levels-among all Italian officia and non-governmental
development institutions, between headquarters and the field, and among various entities in the field.
In Rome and in the field, procedures could be streamlined. Funding, once decided, could be delivered
in atimelier manner. And all procedures should be revised in tandem with ongoing efforts to comply
with harmonisation principles agreed to in Rome in 2003 and to facilitate co-operation with other
donors. The Committee urged that longstanding personnel issues, including the need to increase
professional development staff, to increase flexibilities among various personnel categories and to
develop a performance-based system for allocation of staff responsibilities and incentives. Finally, and
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consistent with development experience elsewhere in the world, the DAC urged Italy to establish a
routine system of performance feedback for its aid programming, including a robust, independent
evaluation function.

The DAC Peer Review of Italy’s development co-operation policies and programmes took place
on 28 September 2004. The meeting was led by the DAC Chair Richard Manning and the Italian
Delegation was headed by Giuseppe Deodato, Director-General for Development Co-operation,
Ministry of Foreign Affairs. The examiners for this Peer Review were France and Sweden.
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DESCRIPTION OF KEY TERMS

The following brief descriptions of the main development co-operation terms
used in this publication are provided for general background information.

ASSOCIATED FINANCING: The combination of officia development assistance, whether
grants or loans, with other official or private funding to form finance packages.

AVERAGE COUNTRY EFFORT: The unweighted average ODA/GNI ratio of DAC members,
i.e. the average of the ratios themselves, not the ratio of total ODA to total GNI (cf. ODA/GNI ratio).

DAC (DEVELOPMENT ASSISTANCE COMMITTEE): The committee of the OECD which
deals with development co-operation matters. A description of its aims and a list of its members are
given at the front of this volume.

DAC LIST OF AID RECIPIENTS: The DAC uses atwo-part List of Aid Recipients which it
revises from time to time. Part | of the List comprises developing countries (eligible to receive officia
development assistance). It is presented in the following categories (the word "countries’ includes
territories):

LDCs. Least Developed Countries. Group established by the United Nations. To be
classified as an LDC, countries must fall below thresholds established for income, economic
diversification and socia development. The DAC List is updated immediately to reflect any
changein the LDC group.

Other LICs: Other Low-Income Countries. Includes all non-LDC countries with per capita
GNP lessthan USD 760 in 1998 (World Bank Atlas basis).

LMICs: Lower Middle-Income Countries, i.e. with GNP per capita (Atlas basis) between
USD 761 and USD 3030 in 1998. LDCs which are aso LMICs are only shown as LDCs —
not as LMICs.

UMICs. Upper Middle-Income Countries, i.e. with GNP per capita (Atlas basis) between
USD 3031 and USD 9 360 in 1998.

HICs: High-Income Countries, i.e. with GNP per capita (Atlas basis) more than USD 9 360
in 1998.

Part Il of the List comprises "Countries in Transition"; assistance to these countries is counted
separately as “official aid”. These comprise (i) more advanced Central and Eastern European
Countries and New Independent States of the former Soviet Union; and (ii) more advanced developing
countries.

DEBT REORGANISATION (OR RESTRUCTURING): Any action officially agreed between
creditor and debtor that alters the terms previoudy established for repayment. This may include
forgiveness, rescheduling or refinancing.

DIRECT INVESTMENT: Investment made to acquire or add to a lasting interest in an
enterprise in a country on the DAC List of Aid Recipients. In practice it is recorded as the change in
the net worth of a subsidiary in a recipient country to the parent company, as shown in the books of
the latter.
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DISBURSEMENT: The release of funds to, or the purchase of goods or services for a recipient;
by extension, the amount thus spent. Disbursements may be recorded gross (the total amount
disbursed over a given accounting period) or net (less any repayments of loan principal or recoveries
of grants received during the same period).

EXPORT CREDITS: Loans for the purpose of trade and which are not represented by a
negotiable financia instrument. They may be extended by the official or the private sector. If extended
by the private sector, they may be supported by official guarantees.

GRANTS: Transfers made in cash, goods or services for which no repayment is required.

GRANT ELEMENT: Reflects the financial terms of a commitment: interest rate, maturity and
grace period (interval to the first repayment of capital). The grant element is calculated against a fixed
interest rate of 10%. Thus the grant element is nil for a loan carrying an interest rate of 10%; it is
100% for a grant; and it lies between these two limits for aloan at less than 10% interest.

LOANS: Transfers for which repayment is required. Data on net loan flows include deductions
for repayments of principal (but not payment of interest) on earlier loans.

OFFICIAL AID (OA): Flows which meet the conditions of eligibility for inclusion in official
devel opment assistance, except that the recipients are on Part |1 of the DAC List of Aid Recipients.

OFFICIAL DEVELOPMENT ASSISTANCE (ODA): Grants or loans to countries and
territories on Part | of the DAC List of Aid Recipients (developing countries) provided by the officia
sector with the promation of economic development and welfare as the main objective and which are
at concessional financial terms (if aloan, having a grant element of at least 25%).

ODA/GNI RATIO: To compare members ODA efforts, it is useful to show them as a share of
gross national income (GNI). “Total DAC” ODA/GNI is the sum of members ODA divided by the
sum of the GNI, i.e. the weighted ODA/GNI ratio of DAC members (cf. Average country effort).

OTHER OFFICIAL FLOWS (OOF): Developmentally relevant transactions by the officia
sector with countries on the DAC List of Aid Recipients which do not meet the conditions for
eigibility as official development assistance or official aid.

TECHNICAL CO-OPERATION: Includes both (i) grants to nationals of aid recipient countries
receiving education or training at home or abroad, and (ii) payments to consultants, advisers and
similar personnel as well as teachers and administrators serving in recipient countries.

TIED AID: Official grants or loans where procurement of the goods or services involved is
limited to the donor country or to a group of countries which does not include substantialy all aid
recipient countries.

VOLUME (real terms): Unless otherwise stated, data are expressed in current United States
dollars. Datain national currencies are converted into dollars using annual average exchange rates. To
give a truer idea of the volume of flows over time, some data are presented in constant prices and
exchange rates, with a reference year specified. These data show the value of aid in terms of the
domestic purchasing power of aUS dollar in the year specified.
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THE DEVELOPMENT ASSISTANCE COMMITTEE

¢

PEER REVIEW SERIES

HOW TO CONTACT US

The Development Assistance Committee welcomes your
comments and suggestions.

Please contact us

by email at dac.contact@oecd.org, www.oecd.org/bookshop, by
telefax at 33 144 30 61 40
or by mail to:

Organisation for Economic Co-operation and Development
Development Co-operation Directorate
Communications and Management Support Unit
2, rue André-Pascal
75775 Paris Cedex 16
France

WORLD WIDE WEB SITE
http://www.oecd.org/dac
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