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AUSTRALIA

POLICY COHERENCE AND BROADER RELATIONSWITH DEVELOPING COUNTRIES

Palicy coherence as national policy and in practice

Australia acknowledges the importance of coherent national policies for achieving strategic
objectives. In the National Interest described the adoption of an integrated “whole-of-nation” approach as
essential for achieving the government’ s goals. Such an approach means that policy decisions take account
of the linkages between domestic and international policy and requires the government to bring an
understanding of the linkages across ministeria portfolios to the policy-making process. It also requires
good communication among officials working on related issues in different departments and agencies.
When presenting Better Aid for a Better Future to Parliament, the Minister for Foreign Affairs pointed out
that there is no choice between dealing with domestic problems or providing overseas assistance as “the
promotion of sustainable development overseas and the pursuit of Australia’s long-term national interest
areinextricably linked”. The need for coherence in national policiesimpacting on devel oping countries has
consequently been endorsed as Australian government policy.

In the National Interest states that an integrated approach “applies not only to domestic and
international policies, but also to the various strands of external policy, especialy foreign, trade, defence,
immigration and development co-operation policies.” To enhance this approach, an explicit effort to
articulate the interlinkages and complementarities between the various strands of external policy could help
to generate public understanding of therole of aid.

Reflecting the especially immediate and direct importance of development co-operation for Australia,
the aid dimension receives due consideration on awide range of issues. The mechanisms for coherence and
consultation across government departments and agencies are comparatively strong and well-functioning.
Policy coherence seems to have been enhanced by the grouping of development co-operation, foreign
affairs and trade policy within the same ministerial portfolio since 1996.

AusAID, which plays the central role in Australia s aid efforts, operates in co-operation with DFAT.
A range of other departments and agencies contribute to the aid programme or provide core funding to
multilateral agencies, including the Treasury; the Australian Centre for International Agricultural
Research (ACIAR); Environment Australia; Agriculture, Forests and Fisheries Australia; the Austrdian
Defence Force; the Department of Health and Aged Care; and the Australian Electora Commission.
Through such mechanisms as inter-departmental committees and the circulation of important documents
for input and comment, AusAID liaises with these other bodies to ensure a “whole-of-government”
approach is adopted.

The Export Finance and Insurance Corporation (EFIC) provides Australian exporters and investors
with arange of insurance, guarantee and financing products not normally provided by the private financial
sector or where capacity is not available for particular high-risk markets. EFIC is an autonomous
government-owned corporation, now under the oversight of the Minister for Trade. A large proportion of
EFIC's operations, which are fully guaranteed by the Australian government, involve activities in
developing countries in the Asia-Pacific region. Given the important, sometimes decisive, impact that such
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investments can have on the economies of these countries, the coherence of Australia s policies would be
improved if AusAID, where it has relevant development experience, were invited to provide consultative
guidance to EFIC when government guarantees for investments in devel oping countries are considered.

Theroleof civil society

Effective policy coherence requires a place in decision-making processes for consultations and input
from a broad range of interests in civil society. The Australian government has committed itself to
improving channels of communication with those whose interests are affected by international negotiations
and agreements. While pointing out that the Federal government is ultimately responsible for decisions
about Australia’ s international commitments, In the National Interest acknowledged that achieving foreign
policy goals “will require communication and consultation on policies and priorities among
Commonwealth, State and Territory governments, the private sector and NGOs’, since policies will only
be sustainable if they have the support of Australian public opinion.

There are severa recent examples of an opening up of foreign policy matters to a broader
constituency in Australian society. The Simons Committee received 250 submissions for its review and
held discussions with many individuals, representatives of State and Commonwealth government
departments, businesses, tertiary and research ingitutions and NGOs. Three ministeria advisory
committees have been formed - the Foreign Affairs Council, the Trade Policy Advisory Council and the
Aid Advisory Council - to present views from civil society on topical issues and to provide ministers with
expert advice. The Australian government has also expanded the treaty-making process to ensure greater
consultation with civil society on the costs and benefits of international agreements to which the
government proposes to accede.

Issues related to aid and Australia’ s relations with devel oping countries are considered by Committees
of Parliament. In recent years, the Joint Standing Committee on Foreign Affairs, Defence and Trade has
considered Australid' s regional dialogue on human rights, its trade relationship with India and its relations
with Southern Africa and Thailand. It has also held public seminars on the Asian financial crisis, the
Simons Committee's review and Papua New Guinea. The Committee is currently holding an inquiry on
Bougainville and held a public seminar on World Debt in August 1999. The Senate's Foreign Affairs,
Defence and Trade References Committee recently conducted an inquiry on East Timor and released an
interim report on 30 September 1999. AusAID and DFAT prepared ajoint submission for thisinquiry.

Promoting the liberalisation of trade and investment

As a large exporter of agricultural products, mineras and fuels, Austrdia’s trade policy objectives
often coincide with those of many developing countries. Furthermore, developing countries are important
markets for Australia’'s exports of primary products. An expansion in exports to third countries of
manufactured goods from developing countries could have an up-stream effect of increasing demand for
some of Australia s primary product exports.

Promoting the liberalisation of trade and investment is a basic tenet of Australia s foreign and trade
policy. Australia pursues its objectives by supporting moves towards rules-based and equitable systems for
governing international trade. Any advances Australia achieves on these fronts can aso potentially be of
benefit to developing countries. While the liberalisation of trade in agriculture has long been an area of
particular concern, due to its importance for the Australian economy, AusAID needs to ensure that
Australiais also actively promoting trade liberalisation in areas important for developing countries but of
less direct benefit for the Australian economy, such as textiles, clothing and footwear.



Australia's strategies for promoting its foreign and trade policy objectives include “coalition
building”, the putting together of issues-based groups of countries to pursue a shared objective. An
example was the setting up of an informal group of like-minded, mainly developing, countries at the World
Trade Organization (WTO) headquarters to promote a new round of trade negotiations to cover agricultural
trade. Another exampleisthe “Cairns Group” of agricultural exporting nations (see Box 2).

Box 1. The Cairns Group

The formation of the Cairns Group, in 1986, resulted from an Australian initiative. The Group currently comprises three
developed countries (Australia, Canada and New Zealand) and 12 middle- and high-income developing countries
(Argentina, Brazil, Chile, Colombia, Fiji, Indonesia, Malaysia, Paraguay, the Philippines, South Africa, Thailand and
Uruguay). The Australian Minister for Trade chairs the annual Ministerial meetings.:L

It was, in part, through the efforts of the Cairns Group that a framework for reform in trade in farm products was
established in the Uruguay Round and agriculture was, for the first time, subject to trade liberalising rules (as set out in
the WTO Agreement on Agriculture). Since the conclusion of the Uruguay Round, the Group has continued to push for
fair trade in agricultural exports.

The Group delivered a strong message at its 19th Ministerial meeting in Buenos Aires in August 1999, reaffirming its
objective for trade in agriculture to be placed “on the same footing with trade in other products”, pointing out that it is
“unacceptable ... that the most efficient agricultural producers are penalised while barriers to non-agricultural trade are
eliminated or reduced to a minimum” and stressing that “for much of the developing world, agriculture is the key for
growth and employment, but high levels of protection and subsidies in some industrialised countries block the
development process and must be stopped”.

In another effort to promote a new round of multilateral trade negotiations, the Minister for Trade
launched a report in May 1999, Global Trade Reform: Maintaining Momentun?, which found that for both
developed and devel oping countries alike, there are compelling reasons to launch a new round.

Helping developing countries participate in the global economy

Structural weaknesses remain in many devel oping countries which hamper their fuller participation in
the global economy. In recognition of this, Australia provides development assistance aimed at
strengthening developing countries’ capacity to identify and manage the potential economic and social
impacts of trade and investment liberalisation, and to identify new sources of revenue and market
opportunities. This assistance comprises a portfolio of direct, trade-related activities, as well as more
general development programmes which have an indirect impact through improving economic governance.

Australia will provide some AUD 50 million in 1999/2000 for technical assistance and training to
help countries develop legal and regulatory frameworks that promote trade and investment flows, including
assistance to meet environmental, health and food safety requirements. Australia is supporting severa
countries accession to the WTO and assisting WTO Members to implement Agreements and participate in
WTO processes, including by funding attendance at meetings. Other activities are assistance for trade
policy training and contributions to the Commonwealth Trade and Investment Access Facility. Australiais
supporting the Asia-Pacific Economic Co-operation (APEC) Support Programme - which focuses on
strengthening intellectual property rights, aigning national and international standards, improving
guarantine controls and improving communications and information flows - as well as the development of
an APEC Professiona Services Directory, to facilitate access by APEC countries to professional services
markets. In collaboration with Member countries of the Association of South-East Asian

1. Further in formation on the Cairns Group is available from the Department of Foreign Affairs and Trade's
Internet site at: http://www.dfat.gov.au/trade/negotiations/cairns_group/index.html

2. Available from the Internet at: http://mww.dfat.gov.au/trade/opening_doors/index.htm




Nations (ASEAN), Australia has devel oped the Skills Recognition Directory for Professional Occupations
that disseminates information on the requirements for entry to professional practice in the region.

Australia's support for activities to improve economic governance include AUD 46 million in
1999/2000 for economic management and private sector development projects and AUD 50 million for
human and institutional capacity building projects in key public sector bodies. Another AUD 189 million
has been budgeted for infrastructure investments needed to help developing countries participate more
effectively in the global economy. In addition, nearly 1 000 students from developing countries are in
Australia studying economics, business and administration. Improving economic governance is a major
focus of Australiad s response to the Asian financial crisis (see Box 3 on next page).

Australia’ strading pattern with developing countries

Compared to many other DAC countries, a large and increasing share of Australia's trade has been
with developing countries - 35.9% of its exportsin 1997 (up from 30.8% in 1994) and 23.2% of itsimports
(up from 18.7%) (see Table1). Audtrdia’'s total two-way trade with developing countries amounted to
7.47% of its GNP in 1994 and rose to 9.74% in 1997. Australia’ s trade surplus with developing countries
has also expanded, from USD 5.3 hillion in 1994 (1.64% of GNP) to USD 8.2 billion in 1997 (2.16% of
GNP).

Australia s trade performance depends crucialy on countries in Asia. Excluding Japan - Australid s
largest trading partner - from calculations, Asian countries took approximately two-fifths of Australia's
exports in 1997 and supplied more than one quarter of its imports. In contrast, sub-Saharan African
countries took 1.7% of Australia’ s exports and supplied 0.8% of imports. This trade was mostly with South
Africa



Box 2. Australia’s response to the Asian financial crisis

The Australian government saw the Asian financial crisis as a systemic challenge and a test to the region. Australia is
trying not only to palliate the surface financial problems, but to diagnose and help treat root governance and
transparency issues destined to influence the region in the future. Australia has played its part in responding to the
crisis including, during the early stages (late 1997 and 1998), committing financial assistance on commercial terms as
part of the international financing packages sponsored by the International Monetary Fund (IMF) to Indonesia, Korea
and Thailand3, in addition to providing food aid and humanitarian assistance, export credit guarantees and technical
assistance on economic governance.

At the 1998 APEC Leaders’ Meeting, Australia pledged a three-year AUD 50 million package to enhance economic
governance in crisis-affected economies. This package draws on and complements bilateral and regional resources
from the aid programme. Within APEC, Australia commissioned a survey” in 1998 by an Australian economic research
firm of on-going and possible future economic governance capacity building co-operation activities in Indonesia, Korea,
Malaysia, the Philippines, Thailand and Viet Nam. The survey found that information flows, transparency, the quality of
economic analysis and the strengthening of early-warning systems were common concerns. It also found that financial
and corporate sector governance were two areas where intensive activities were both underway and where regional
co-operation was seen as valuable. In 1999, the Australian government sponsored a further study for APEC of the
impact of the crisis on children in Indonesia, the Philippines and Thailand (cited above). This report found that while
most children had remained in school and continued to receive health services, there had been a shift in demand from
private to public service providers, with a consequential increase in pressure on government staff and budgets.

Australia organised an international meeting on development co-operation responses to the crisis in Sydney (March
1999), attended by representatives of 29 countries and 9 multilateral agenciesS. It was the first meeting at this level to
consider the range of economic and social aspects of the crisis. Australia’s proposal was adopted to establish an Asian
Recovery Information Centre, to address the need for better access to and exchange of information on crisis impacts
and responses.

As part of the aid programme, an Asia Crisis Fund was established in 1998/99. Its cumulative funding to 1999/2000 is
AUD 18 million. The fund assists countries most affected by the crisis to restore growth, protect social investment and
ensure appropriate social safety nets. In each bilateral and multilateral programme in the region, Australia has
considered the impact of the crisis and, in many of these programmes, responses have been built into AusAID’s work.
Responding to the crisis, and particularly to the needs in Indonesia, continued to be a priority in the 1999/2000 aid
budget.

3. As part of the IMF-sponsored second tier support arrangements, Australia committed USD 1 billion each to
Indonesia, Korea and Thailand. These commitments are being drawn down as required. As of October
1999, USD 862 million has been provided to Thailand as a currency swap and a USD 330 million loan has
been provided to Korea. Discussions continue with Indonesia on the release of the first tranche of a
USD 300 million loan.

4. See Centre for International Economics, APEC economic governance capacity building survey, October
1998, available from the Internet at: http://www.ausaid.gov.au/apec/

5. Further information on the Meeting on Development Co-operation: Responding to the Asia Crisis is
available from the Internet at: http://www.ausaid.gov.au/mdc-rac/index.html




Table 1. Australia’s merchandise trade with developing countries, 1997

USD million Per cent
Exports  Imports Trade For ref. Exports  Imports
surplus(+) | Net ODA

Developing countries

by incomegroup

L east-devel oped 570 112 +459 126 0.9 0.2
countries

Other low-income 5080 4708 +372 107 8.1 7.6
countries

Lower middle-income 7752 4088 +3 365 400 12.3 6.6
countries

Upper middle-income 3857 3182 +676 16 6.1 51
countries

High-income 5264 2242 +3 022 1 8.4 3.6

countries

Total developing 22523 14331 +8 193 1061 35.9 23.2
countries

All other countries 40 291 47 502 -7211 n.a. 64.1 76.8

Total 62 815 61 832 +982 n.a. 100.0 100.0

Source: OECD.

Among developing countries, Australia’ s main trading partners are:

Korea. Exportsworth USD 5 017 million in 1997 (including gold, coal, iron ore and auminium)
and imports worth USD 2199 million (including gold, passenger motor vehicles,
telecommuni cations equi pment, ships and computers).

China. Exports worth USD 2 951 million in 1997 (including iron ore, wool, copper ores and
crustaceans) and imports worth USD 3 513 million (including clothing, toys, games and sporting
goods and footwear).

Indonesia. Exports worth USD 2 516 million in 1997 (including cotton, crude petroleum and
auminium) and imports worth USD 1 680 million (including crude petroleum, gold and
jewellery).

Malaysia. Exports of USD 1 752 million in 1997 (including milk and cream, aluminium, copper
and wool) and imports worth USD 1 557 million (including computers, telecommunications
eguipment, integrated circuits, crude petroleum and furniture)

Chinese Taipei and Singapore, which are no longer eligible for ODA, are two other large trading
partners.

Australia' s trade pattern has changed somewhat in the wake of the Asian financia crisis. Although
Australia s imports from crisis-affected countries have continued to increase, its exports have declined and
Australia is now running a trade deficit with Indonesia and Malaysia. Nonetheless, owing in part to the
importance of primary products from Australia for these countries and their effort to trade their way out of
economic difficulties, the fall in exportsis not as much as initially anticipated.



Australia’ stariff regime

Australia has been lowering its tariff rates over the last decade, which has opened up the Australian
market to exporters from both developed and developing countries. In addition, two groups of developing
countries - least-developed countries and countries in the Pacific (including Papua New Guinea) - have
specia access to the Australian market. Through one or both of these schemes, 11 of Australia’s 20 largest
ODA recipients in 1997-98 receive privileged access to the Australian market. Nonetheless, non-tariff
barriers, such as quarantine restrictions, can still be an obstacle for importers.

For most of the century, Australia has protected domestic industries by erecting high tariff barriersto
restrict imports. In 1988, Australia reversed this policy and in 1991 announced a programme of tariff
reductions which led to the fall of all tariffs - other than those on passenger motor vehicles and on textiles,
clothing and footwear - to a maximum of 5% on 1 July 1996. Audtralia is now a comparatively open
market, with 44% of tariff lines having a zero tariff rate.

In spite of these genera tariff reductions, Australids textiles, clothing and footwear industries
continue to receive relatively high tariff protection. Tariff levels are nonetheless declining. “Peak” tariffs
for clothing and finished textiles will decline from 31% in 1998 to 25% on 1 January 2000, and will remain
a that level until 2005. The government plans to reduce the peak tariff to 17.5% on 1 January 2005.
Similarly, tariffs on other textile, clothing and footwear products will decline from their present range of
between 5% and 22% to between 5% and 10% by 2005. Tariffs on passenger motor vehicles are scheduled
to fall to 15% in 2000 and to 10% in 2005.°

Under the Australian System of Tariff Preferences (ASTP), goods imported from least-devel oped
countries receive a five percentage point margin of preference where the genera tariff is 5% or higher.
Where the general tariff is already less than 5%, goods are imported tariff free. The ASTP now applies to
all products, which is not the case with many other donors General System of Preferences (GSP)
Schemes. Nonetheless, only 0.2% of Australia’s importsin 1997 originated in least-devel oped countries, as
compared to 0.1% in 1988.

Trade between Australia, New Zealand and developing countries in the Pacific is governed by the
South Pacific Regional Trade and Economic Co-operation Agreement (SPARTECA). This agreement
provides developing countries with duty-free and unrestricted access to the Australian and New Zealand
markets for al products - with certain exceptions including passenger motor vehicles and textiles, clothing
and footwear - on a non-reciprocal basis. Some Pacific countries, such as Fiji, have welcomed and
exploited the opportunities created through the Agreement. At his address at the 50th Anniversary
Conference of the South Pacific Commission (SPC) in 1997, the President of Fiji noted that “| have always
stressed that quite the best aid the major countries can provide for our idand territories is the provision of
markets for our fruit and vegetables and other idand produce, and the opportunity to trade on fair and
viable terms. The SPARTECA Agreement, despite difficulties, is an example of such an opening.” In
1997, 1.6% of Australia simports originated in developing countriesin the Pacific, up from 0.6% in 1988.

6. See WTO (1998), TPRM Australia



Australia has also initiated and supported specific measures to encourage imports from developing
countries, such as running seminars on how to access the Australian market and providing funds for pest
surveys to evaluate compliance with quarantine regulations (needed to confirm claims of area freedom).
Australia also funds the South Pacific Trade Commission in Sydney, which promotes trade and investment
between South Pacific Forum island countries and Australia by providing technical and financia assistance
aswell as advice to partner governments and the private sector.
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BELGIUM

AID INSTRUMENTS: POLICIESAND APPROACHES

Cross-cutting themes
Sustainable development and the environment

Under the International Co-operation Act, “ Sustainable development is predicated on the satisfaction
of current needs, without compromising the needs of future generations, and its achievement entails a
process of change adjusting the utilisation of resources, the alocation of investment, the targeting of
technological development and institutional structures to meet current and future needs alike”.

Sustainable development entails a viable process for al the members of society. The close
interdependence between the economic system and the resources of our natural environment needs to be
rebalanced in favour of responsible management of the planet’s resources. relentless consumption of non-
renewable resources will condemn the generations who will succeed us on Earth. The effects of
unsustai nable consumption are aready affecting the whole of mankind, but the poorest suffer first.

In adhering to the objective of sustainable development, the government undertakes to comply with
the recommendations of the major international conferences of the past ten years when preparing its co-
operation programmes. In order to incorporate the environmental dimension in al its development
operations, DGCI has adopted the hifocal structure previously employed by AGCD: an Environment unit
in the strategy department, and an Environmental Programmes unit in the multilateral co-operation
department. It is proposed to strengthen the Environment unit by hiring a qualified specialist.

Operations to protect the environment are largely governed by treaties and conventions negotiated at
the internationa level, involving both the industrialised countries and the countries of the South. DGCI is
responsible for a whole range of aspects, from desertification to biodiversity, ozone-depleting substances
(Montreal Protocol) and climate change (Kyoto Protocol). Contributing to the protection of biodiversity is
amajor aspect of Belgian policy. In principle, no bilateral or multilateral co-operation will be conducted
involving programmes which release genetically modified (or transgenic) substances into the environment.
Research into consequences and alternatives, on the other hand, will be encouraged, in conjunction with
the developing countries.
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Box 3. The Belgian approach to fundamental needs’

Belgium considers that the fundamental needs of the poor have to hold a central place in
development co-operation policy. Quite clearly, there are minimum essential requirements without
which life is impossible or is unacceptably reduced to mere survival. But the concept of fundamental
needs that is often employed is a materialistic one which confuses actual need with the means of
meeting it. For instance, needs are assimilated to consumer items or services peculiar to western
culture (as when the need for education is considered as a need to go to school). What is more,
needs are treated as though they existed quite apart from their socio-cultural and environmental
context, and as though they were the same for all. This presents a uniform picture of poverty, denies
the culture of the individuals concerned and refuses them any right to choose a novel path of
development in line with their own potential. It also bars the way to any plurality of development paths,
since it assumes that poverty may be relieved simply by transferring given quantities of standardised
goods and services to the most disadvantaged.

Needs never exist as entities distinct one from another. Any physiological need, for instance, always
includes a social and cultural dimension. In addition, essential needs are not confined to the
physiological sphere. Human beings, whether poor or rich, have spiritual, psychological and emotional
needs whose intensity and expression are also influenced by the specific context.

One need which development co-operation has so far overlooked too often is the need for
participation in cultural life, to be recognised as a member of a cultural entity and the need for a
wholly recognised cultural entity or community. Belgian development co-operation aims to devote
greater attention to this cultural dimension of needs. That entails recognising cultural diversity and
cultural rights, especially for minorities. It means taking both equality and diversity into proper
account.

The Process Integrated Management (PRIMA) method used by DGCI in preparing its devel opment
operations provides, in the identification stage, for criteria to determine the viability of the operation and
its impact on the natural environment. The identification report must dea with the operation’s effects on
the environment or the health status of the population. When adverse effects may occur, it must specify
remedial measures. A further important point is to determine whether the operation will ensure that
management of the environment and natural wealth lies with the groups and institutions directly concerned.

Apart from a few projects which are specificaly concerned with protecting the environment, Belgian
co-operation funds numerous bilateral operations where the environmental component is not
inconsiderable, in particular in rural development, re-forestation around villages, exploitation of natural
resources and combating desertification. On the multilateral side, Belgian assistance contributes to three
international programmes: i) the World Environment Fund (WEF), with DGCI scheduled to provide 1.66%
of total contributions over the period 1998-2002 to the WEF Global Environment Facility Trust Fund
(GEFTF); ii) Action 21, through support for the plan of action approved in Rio de Janeiro in 1992, in
particular for the treaty on combating desertification [in this context, an important role is played by the
Federal Council for Sustainable Development (CFDD), established in 1997. CFDD issues opinions on
sustainable development policy, at the request of the government or the federal parliament or on its own
initiative, through holding forums and symposia.

1 See La qualité dans la solidarité. Partenariat pour le développement durable (Eddy Boutmans, State
Secretary for Development Co-operation, 5 April 2000). Policy Memorandum.
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Its members are drawn from civil society: NGOs, organisations of consumers, workers and
employers, energy producers and scientists. Representatives of the federal government, the communities
and regions and of councils dealing with environmental and socio-economic issues are non-voting
members]; and iii) the Montreal Protocol, through contributions to the multilateral fund to finance
additional investments needed for atransfer towards more environment-friendly technology (contributions
of USD 1.85 millionin 1998 and USD 1.94 millionin 1999).

Poverty alleviation

For Belgium, as for other DAC countries, combating poverty holds a central place in efforts to
achieve sustainable development. Belgium considers that poverty has to be defined in qualitative as well as
guantitative terms, covering for instance inadequate access to natural resources and to essential public
goods and services. That links up with the broad concept of “fundamental needs’ described in Box 1.
Moreover, the reference to the political dimension of poverty highlights the close relation between the
fundamental needs of human beings and human rights as defined in the Universal Declaration. But
elementary needs cannot be satisfied unless a number of preconditions are met. For this reason Belgium
couples respect for the safety and freedom of men and women living in insecure circumstances due to war
and socia injustice with its priority aim of combating poverty. This goes hand in hand with specia
attention to the rights of children, who are the first victims of poverty and war. Belgian co-operation policy
seeks to integrate these political dimensions explicitly. Strategies to combat poverty must supersede any
one-dimensional approach in sectors and projects. Combating poverty is also a matter of redistribution and
empowerment, in short a matter of rights.

This approach to combating poverty needs to become an operational practice in development
co-operation, across all sectors and themes, and be materialised in the co-operation programmes concluded
with partner countries and regions. A number of basic principles have been endorsed for this purpose (see
Box 2).

Belgium attaches undeniable priority to combating poverty. Its approach and the operationa
principles that it has defined take full account of DAC directives on the subject. It is expected in particular,
that the country strategy and sector strategy notes will take account of this priority and will be written
within the strategic framework of the fight against poverty. But there is still along way to go in order to
anchor this operational priority in country and sectoral strategies and put in place a system of monitoring
and evaluation to determine whether objectives have actually been achieved.

Box 4. Basic operational principles

Strengthening rights: strengthening the capacities of individuals, social groups and public authorities, in
various forms, must be the central strategic thrust in operational programmes.

Participatory development: co-operation programmes will be determined on the basis of consultation
with recipients who freely express their needs and report their specific problems, and on the basis of
initiatives and solutions proposed by the recipients themselves.

Quality of management and institutions: good governance should not be an absolute precondition for
engaging in co-operation. The requirement could establish a vicious circle, since the lack of good
governance can in fact be an essential element in a country’s development problems. Rather, Belgian
co-operation seeks to contribute to strengthening and enhancing the institutions concerned and hence
securing gradual achievement of this condition. A differentiated approach, which includes strengthening
parliament, local and regional government, the judiciary, mediation services, citizens’ groups, and so
on, is called for.
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Partnership - a differentiated approach: Belgian co-operation will evaluate the various forms of
partnership in conjunction with the recipient countries and on the basis of their development agenda.
This applies both to dialogue on policy and priorities and to the operational aspects of co-operation.

Attention to culture: Belgian co-operation intends in future to devote more attention to the cultural
dimension. It will incorporate cultural aspects in its operations at various levels.

Impact on the environment: The identification and preparation stages for operational programmes
should include a procedure for assessing their likely impact on the environment in various forms
(biodiversity, depletion of natural resources, waste, urban development, etc.) and the formulation of
corrective measures to protect or rehabilitate the environment.

Gender: Systematic attention must be devoted to re-balancing the rights and opportunities of women
and men.

Decentralisation: Belgium will provide support to decentralisation initiatives where they are part of
the country’s policy. Decentralised co-operation will also be pursued in countries where the central
government is deficient. In such cases, however, Belgium will associate this course with efforts to
strengthen the central government’s institutional capability.

Flexibility: Belgium is seeking to conduct a modern human resource policy to secure continuity and
quality, allowing wider responsibilities to case managers and reducing their supervisory duties. It
wants to achieve more flexible allocation of financial resources through a less rigid framework for the
development co-operation budget in terms of appropriations and financial years. It is seeking to
devise more flexible arrangements for consultation with the authorities in partner countries.

Co-ordination, complementarily and coherence: Belgium is endeavouring to achieve
complementarily among the large number of actors involved, by arranging meetings for consultation.
The latter is an essential aspect of co-ordination and division of duties among actors in the field, at the
initiative of the developing countries. Last, Belgium is seeking to secure greater coherence by
harmonising the poverty alleviation policies conducted by government departments.

Integration in long-term planning: In the context of sustainable development, long-term planning
with the partner countries and the range of actors involved is essential. Concentrating bilateral co-
operation on a limited number of countries may be a first step. On the same principle, the programme
approach needs to be given greater emphasis with Belgian actors in indirect co-operation.

Conflict prevention and consolidation of society

Conflict prevention, democratisation and promotion of the rule of law have become priority objectives
for Belgian assistance. A specia unit was set up within AGCD in 1997 for this purpose. In June 2000 a
Conflict Prevention unit was established in the DGCI’s strategy department: the unit is responsible for
managing projects and programmes to do with conflict prevention and with thematic and conceptual
follow-up.

In conflict situations, development co-operation can contribute in various ways to conflict
management or establishing peace. This may be within the traditional co-operation framework, by
strengthening the social fabric or broadening the scope for development through greater access to health
care and education. It can be supplemented by operations to promote human rights and exploit the potentia
for conflict management, by mine clearance, by reforms in the administration of justice and police
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services, and by enhancing the legitimacy of government and strengthening civil society. All these
operations aim to counter exclusion and marginalisation and should hence restrict the use of armed force.

Over the period 1997-99 the main aspects of the programme in this area were clearance of anti-
personnel mines, support for democratisation, human rights and elections, and support for the judiciary.
Attention to child victims of conflict is a new aspect which was taken up in the DGCI budget for 1999. In
geographical terms, development operations have been concentrated chiefly in central and southern Africa,
apart from some in south-east Asia (Cambodia, Laos and the Philippines) to support mine clearance
projects and the socia reintegration of ex-combatants.

One theme which has received special attention is insecurity and arms. Mot of the conflicts currently
under way in the developing countries rely on light weapons, which cause immense damage. Apart from
the human victims, light weapons promote crime and insecurity, destroying the outlook for development.
Following an international conference on disarmament for sustainable development (Brussels, October
1998) and publication of a Call for Action, two meetings were subsequently held in conjunction with the
World Bank’ s post-conflict department.

With regard to policy and strategic options for conflict prevention, in extreme crises there is scope
only for humanitarian action. In less serious conflicts, the strategy of Belgian co-operation seeks to take the
underlying causes of interna strife into account. These strategies will depend substantially on each
country’s circumstances, the type of policy being conducted, and the capacity of local institutions.

Dialogue, consultation and, where possible, functiona co-operation are pursued with non-
governmental actors and other donors. In the Great Lakes region - Burundi, Democratic Republic of the
Congo, Rwanda - the mgjor efforts by Belgium focus on humanitarian aid and peace-building in the broad
sense. As a contribution to structural stability, these efforts will as far as possible be consolidated in the
more traditional sectors of co-operation. New initiatives in peace-building and conflict control (reform of
the judiciary, human rights, the child-soldier issue) will be extended. In reality Belgian co-operation
pursues a two-stage policy, seeking first to foster peace and stability and then to help build up more
structured co-operation over a longer timescale. In the case of the Democratic Republic of the Congo,
Belgiumisinitially seeking to establish a partnership for peace and structural stability. It provides financial
support for work by the peace facilitators in Burundi (Nelson Mandela) and Congo (Masire).

Belgium has played a pioneering role in the international drive against anti-personnel mines. It is also
one of the small group of countries taking a leading part in countering the proliferation of light weapons.
The emphasis on child security will be reflected in particular through support for UNICEF, under the child
rights programme and operations for the release and re-socialisation of child soldiers, and support for the
specia UN representative for children’ srights.

Gender equality

Since 1999 the law on international co-operation has given statutory force to the principle of gender
equality. The provision referring to “rebalancing the rights and opportunities of women and men” endorses
three guidelines that have been applied since 1995: strengthening capacity in partner countries, integrating
the concept in overal international co-operation policy, and acceptance of the relevant orientations and
guidelines set out by DAC and the European Union. Gender equality is mentioned in the law as one of the
criteria for assessing the relevance of operations. It is also one of the three trans-sectoral themes that
Belgian co-operation has to take permanently into account.

The Belgian Government has established a consultative committee on women and development, for
which DGCI provides secretariat services. The committee has 24 full members and 12 alternates, including
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representatives of NGOs, universities, women's panels, DGCI and individua figures. The committee has
been active since 1994. It has prepared papers for the State Secretary concerning the Beijing platform
(1995), the policy memorandum from the Women and Development unit (1996) and a number of sectoral
issues. One-day events highlighting the situation of Afghan women under the Taliban regime were
organised in March 1998. In the following year the committee launched preparatory work for a symposium
on co-operation and sustainable development, and closely monitored the preparation of Belgium’s country
reportsin the framework of Beijing +5, and the preparation of women’s marchesin 2000.

Belgian co-operation seeks to promote gender equality via a two-stage strategy: i) according gender
equality a centrd role by incorporating women's interests in programmes and sectors, strengthening the
active participation of women in programmes and sectors receiving support, and bolstering women’'s
contributions to enhancing the quality of international co-operation as a whole; and ii) providing direct
support for women’s groups in partner countries, via capacity promotion and backing for the development
of palicies and activities targeting the needs of these groups.

The strategy will involve the following specific operations: building an overal vision, raising
awareness and training on gender issues; tranglating positive experiments at project or micro level into
national or meso strategies and into international relations at the macro level; support for institutional
aspects, notably via support for the DGCI’s Women and Development unit through recruitment of a
speciaist, strengthening the gender dimension in PRIMA management instruments, seconding local
experts on gender issues to partner countries, reviewing the advisory and awareness roles of the committee
on women and development, and making the gender dimension operational in priority sectors and themes.

Debt relief

Debt relief transactions for developing countries have assumed considerable importance, above the
DAC average: 7% in 1997, 13% in 1998 and 5% in 1999 of total Belgian ODA, against an average of 4%
for al DAC membersin 1999 (see Annex |, Table 1-2, ODA by major headings). Three actors are involved
here: DGCI, the Ministry of Finance and the National Del Credere Office. The law establishing CTB
provides that this agency too may take an active part in implementing operations of this kind. But its
precise role has not yet been clarified. It may relate to the management of environmental or social
counterpart funds linked to some debt relief transactions.

Relief of commercial debt to the private sector in Belgium was by far the principal category. Debts
relating to ODA loans, on the other hand, accounted for only a marginal proportion of overal transactions.
The main beneficiary countries, over the period 1995-99, were Bolivia, Tanzania, Cote d'lvoire,
Madagascar, Cameroon, Benin and Togo. 1998 was an exceptional year, with a record USD 122 million in
debt cancellations. Recent decisions on the Heavily Indebted Poor Countries (HIPC) initiative, with which
Belgiumisinvolved, indicate that this component of Belgian ODA will rise in 2001 and subsequent years.

In September 1991 the Development Co-operation Department committed itself, for a period of 10
years, to devoting an annua average of BEF 550 million (USD 12.6 million) for debt relief or debt service
transactions for over-indebted developing countries. The transactions concerned debts held by OND on
behalf of the Belgian State. The types of transactions covered here are:

e DCD repurchases of debts held by OND on behalf of the State, for countries with which Belgium
has co-operation links.

e Interventions via the Paris Club through financial contributions by DCD in the framework of
relief transactions agreed by Belgium within the Paris Club.
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In 1997-99 Boalivia, Benin, Cote d' Ivoire and Surinam benefited from transactions in the first category
and Tanzania, Bolivia, Madagascar, Togo and Ethiopia from transactionsin the second category.

Promotion of the local private sector

Belgium recognises the key role of the local private sector, especially small and medium
enterprises (SMEs) and micro-firms. As aresult, Belgian co-operation has recently established a policy, a
programme and appropriate instruments to promote the private sector in poor countries. The hew approach
is entitled the “ private sector development programme”. It isin line with the guiding principles of Belgian
assistance as laid down in the law on international co-operation, the guidelines and operations set out in the
government statement and the DAC priorities and guidelines relating to official financial support for the
development of SMEs and micro-firms.

The operations proposed will be mainly in the following areas:

*  Macro-economic, tax, regulatory and legal action, designed to promote an environment for
business growth. Here, Belgian co-operation will generally have an auxiliary role in overal
approaches devised and co-ordinated with the support of multilateral organisations.

Promotion of additional fair trade channels.

e  Strengthening the scope for the poorest developing countries to take part in multilatera
negotiations on trade and the international financial system.

«  Training for young entrepreneurs and business managers.

» Establishing diversified, effective and viable local or regiona structures for financial and
technical support to SMEs and micro-firms.

e Organising and securing representation of the private sector as a full-fledged component of civil
society, helping it to assume its position as a partner for governments and local authorities in
policy dialogue and in the establishment of support services tailored to the specific requirements
of local business.

It is in terms of intermediate ingtitutional capability, the meso level between general policy
formulation and direct assistance to business, that the private sector support programme will largely
operate. The aim in particular is to help establish and strengthen effective local or regiona organisations
close to their customers - namely businesses, groups of entrepreneurs and local authorities.

The operations may take a variety of forms, including: i) free consulting services and technical
assistance for central and regional governments and local authorities; ii) standardised and relatively
diversified training and technical support for the private sector, such as standardised training courses for
young entrepreneurs and existing businesses to raise their management capabilities; iii) financial support,
returnable at least in part in the form of shares in the capital of financial and investment corporations,
leasing companies, mutual credit and local savings institutions, and technical support firms etc.; lines of
credit to these ingtitutions; participation in guarantee schemes; conversion of debt into risk capital or
funding for technical support services to business; temporary start-up subventions for essential support
services to business, in particular micro-firms in the informal sector or firms operating in the socia
economy; and iv) dialogue with the private sector in Belgium and business promotion agencies in Belgian
communities and regions, to raise awareness of opportunities for partnership in the devel oping countries.
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To work effectively as a facilitator, Belgian co-operation must equip itself to participate, along with
other funding sources and local partners, in establishing and co-managing reliable specialist structures that
can manage financia or non-financial support for business effectively. Technical support in the form of
grants or other non-recoverable contributions will usualy be handled by CTB. But direct and indirect
financial contributions, in the form of recoverable investment, will be handled through a society created in
partnership with the Belgian corporation for investment in developing countries. It will be a society for
promoting investments in developing countries, BIO, which is to be set up this year. In this regard, it is
important that BIO's articles of association, procedures and criteria for intervention give priority to the
least developed countries, strengthening loca ingtitutional capacity and the fight against poverty, in
particular through support for small and medium-size enterprises.

Policy coherence

The federal government’s ODA administration has partnership relations with a large number of
ingtitutional actors. public authorities and non-governmental structures in partner countries; other federal
ministries and regional or local authorities; NGOs, indirect co-operation via universities (in particular
VLIR and CIUF) and research ingtitutions, as well as specialist agencies established under private law such
as APEFE and VVOB; multilateral agencies; the private sector, etc. In its role as a lead player, DGCI
strives to achieve greater complementarity within the federal government and between the latter and other
partners, ensuring that the range of contributions, approaches and forms of intervention are mutually
complementary. Such internal consistency is an ongoing challenge, however, against a federalist
background where there are manifest centrifugal tendencies.

Consistency and harmonisation of the federa government’s ODA operations with other policies
impacting on the countries of the South are approached via statute, policy and administrative structures and
are tackled at the functional level us well. The Law of 25 May 1999 outlines the statutory framework for
Belgium's international co-operation. It provides for a number of strategy memoranda with which all the
operations funded directly or indirectly by the public authorities must comply. The starting point for policy
coherence is the government statement of July 1999 and the two policy memoranda prepared by the
foreign policy and international co-operation sectors. The Council of Ministers is the highest forum for
securing consistency in federal policy. For a number of years an inter-ministerial working party for
development co-operation has been seeking to promote greater synergy between operations by individual
federal ministries responsible for formulating and implementing policy and action impacting on the
countries of the South. On 22 September 2000 the Council of Ministers decided to reactivate this working
party. It is made up of the following members of the government or their delegates. the Ministers or State
Secretaries for the Budget, Foreign Affairs, Foreign Trade, Finance, Agriculture, Defence, the
Environment, Sustainable Devel opment and Development Co-operation. The working party can also call in
other members of the government when topics relating to the spheres of policy for which they have
responsibility are being discussed. The following matters are considered:

»  Tradereations with the developing countries.

* Belgium and international financia institutions.

o Debtrelief.

*  Food security.

*  Environmental aspects of the sustainable development plan.

» Climate and environment conventions and their relevance for the developing countries.
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»  Solidarity operations by individual ministries with particular developing countries.

Similar administrative arrangements are found in several other areas of government activity. For
instance, representatives of DGCI sit on the Finexpo committee which advises the State Secretary for
Foreign Trade on trade support operations (super-subsidies, interest rate stabilisation). The same
committee &l so advises on government-to-government loans.

For matters of special importance such as policy in the Great Lakes region, multilateral negotiations
on international trade, arms exports, the diamond trade, asylum policy and other policies impacting on the
developing countries, particular functional arrangements ensure that the viewpoint of international co-
operation is taken into due account. Within the European Union, Belgium strives most particularly to
harmonise the various facets of policy to foster sustainable development in the South.

Missions in the field identified a potential problem of consistency in trade policy. That is the case in
Vietnam where the trade representations (with three regional delegates) seek to promote Belgian firms in
their regions (Flanders and Wallonia) and the delegate for the French community seeks to promote firmsin
the Wallonia-Brussels entity. It isleft to the Ambassador to ensure that the Belgian stance in these spheres
is coherent in the field, but the task is no easy one.

As in every DAC member country, contradictions remain within the range of policies impacting on
the developing countries. The inter-ministerial working party’s response could be a significant first step
towards identifying these contradictions and seeking to resolve them in the way that is most effective for
the aims of development policy.

Information and public awareness policy

Unfortunately DGCI has no recent research on the views of the Belgian public towards co-operation.
This is a mgor handicap in defining a properly targeted policy on information and public awareness. In
practice the latter depends increasingly on cultural activities, involving music and folklore. M ore measured
consideration of development and poverty does exist but is often confined to specidist circles. The media
cover topics such as globalisation, food supplies, immigration and refugees. International co-operation is
dealt with in the media, but largely from the standpoint of the living conditions in devel oping countries.

The DGCI information department has two appropriations for funding public information activities.
One is for co-financing third-party initiatives, and the other for the government’s own activities. Belgian
NGOs which are approved by DGCI also receive credits as co-financing for their development education
work in Belgium. The overall budget for these activities rose between 1997 and 2000 from BEF 376
million (USD 10.5 million) to BEF 582 million (USD 13.3 million). Around two-thirds of the total is
alocated to Belgian NGOs.

The appropriation providing grants for third-party information work serves in particular to fund the
awareness drive Annoncer la couleur. Covering the academic years 1997-98 and 1998-99, the first stage in
this drive was designed to familiarise primary and secondary pupils with the day-to-day realities of lifein
the South. This stage was organised in conjunction with nine of the country’s ten provinces, the Museum
of Central Africain Tervuren and NGOs. As 1999-2000 was a year of transition, the federal government
has decided to extend the campaign into 2000-03. The approach will be much the same asin earlier years,
except that overall co-ordination has been assigned to the new Maison internationale in Brussels, rather
than approved NGOs. This ingitution was established in May 1998 by a decision of the Council of
Ministers, and it became operationa in September 1999. Since then, it has hosted meetings and
exhibitions, including a photographic exhibition on the Aids epidemic in Africa and another on Sudan. The
Maison Internationale is responsible for co-ordinating the awareness drive Annoncer la couleur and for
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promoting fair trade. It al'so provides facilities for voluntary associations whose aims are similar to those
pursued by international co-operation.

The second appropriation serves to fund information work organised and managed directly by DGCI.
There are four main objectives here: i) institutional information, to secure greater visibility for international
co-operation, notably by producing and distributing DGCI’s annual report, its fortnightly newsletters
DGCI-Contacts and DGIS Info, and preparing and distributing the State Secretary’s policy memoranda. A
travelling exhibition was launched at the end of 2000; ii) general information on international co-operation
issues, chiefly through co-produced radio and television programmes. A number of programmes are
produced each year in this way with the French- and Flemish- language radio and television stations, at a
total cost of some BEF 20 million ayear. DGCI’ s bi-monthly magazine Dimension 3 also comes under the
general information heading; iii) development education: DGCI has a systematic presence in schools at all
levels, through some fifteen delegates who lead group or class discussions on particular topics, present
audio-visual material, and so on. Each year, 35-45 000 school children are thus reached by the DGCI
presentations. Adding in Annoncer la couleur and the work of a number of NGOs in schools, it can be seen
that teachers are well supplied with services dealing with development co-operation in Belgium. At the
same time the supply is somewhat piecemeal, with no direct link with the normal academic programmes;
and iv) logistica support by the information department for DGCI events such as international
conferences, foreign trips by journaists, etc. One example of such activity involves the internationa
conference on disarmament for sustainable development, in October 1998.
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CANADA

POLICY COHERENCE FOR DEVELOPMENT

Canada’ s approach to policy coherence for development

Promoting overall coherence of non-aid policies with regard to their impact on globa poverty
reduction has become an important issue for the G8, the OECD and other international organisations.
When agreeing to the Action for a Shared Development Agenda in 2002, OECD members reiterated their
commitment to elevate policy coherence for development as a general concern in non-aid policies and to
enhance the understanding of the development dimensions of such policies and their impact on developing
countries. In this context, Canada agreed to be assessed in terms of the checklist of suggested strategic
issues for systematic policy review contained in the DAC Guidelines on Poverty Reduction. Canada' s
progress in promoting policy coherence can be assessed at three different levels: political commitment to
poverty reduction at the highest level; co-ordination and implementation mechanisms within and across
federal departments; and ability to undertake the necessary analysis.

Political commitment

Canadian political leaders have recently demonstrated a strong interest in responding to the
development challenges faced by poor countries and the need to ensure greater policy coherence for
development. At the International Conference on Financing for Development, Canada' s Prime Minister
emphasised the important role of trade, investment and debt reduction for economic development along
with aid. Canada made a major turnaround in announcing at the last G8 Summit its decision to increase
market access for products from LDCs.

Canada has endorsed the principles for effective development, which include the need for greater
coherence between aid and non-aid policies, as set out in the DAC Strategy for the 21% Century and
reiterated in the Guidelines on Poverty Reduction. At the same time, Canada's commitment to policy
coherence for development remains to be articulated in a comprehensive way so as to better mobilise
efforts across federal departments. Canada in the World, the only government-wide policy basis for
development co-operation, which dates back to 1995, recognises the importance of coherence among the
foreign policy instruments pertaining to developing countries. At the same time, coherence is expressed
mostly in terms of consistency and complementarity among various components within international
assistance, rather than coherence of non-aid policies with development. In its Policy Statement on
Strengthening Aid Effectiveness, CIDA for the first time provides a substantive description of policy
coherence for development with a recognition of the need to ensure that efforts to reduce poverty are not
undermined by non-aid policies and actions of other federal departments. The document elaborates two
new initiatives taken to enhance policy coherence: increased market access for amost al products from
LDCs and aid untying. However, the document only briefly suggests that CIDA should review the impact
of Canadian non-aid policies on developing countries and assess opportunities in improving policy
coherence for development, without further elaborating on the way forward. Since Canadian aid is an
instrument serving foreign policy objectives, there is a risk that development policies and programmes
could place Canadian socio-economic interests ahead of responding to the needs of devel oping countries.
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Government co-ordination

Inter-departmental co-ordination for internationa affairs takes place formally only at the Cabinet level
though this does ensure co-ordination and leadership at the highest level of government. CIDA is
represented in the Cabinet by the Minister for International Co-operation. For inter-departmental
co-ordination at lower levels, officials meet regularly on a more informal basis as needs arise.
Inter-departmental co-ordination is perceived as satisfactory, which does not mean that diverging views are
always easy to reconcile nor that global poverty reduction always supersedes other Canadian objectives.
Whether the efficiency of decision-making in international development could be increased with more
structured co-ordination is a question that Canada could consider. The creation of monitoring mechanisms
and the reinforcement of existing ones would enable the government to exercise enhanced oversight in
some areas that have a bearing on policy coherence for development (e.g. screening of draft legislation,
assessment of socia and environmental standards in export credits and guarantees extended for projectsin
developing countries, oversight of corporate socia responsibility of Canadian multinationals, prosecution
of Canadians who engage in exploitative sexual activities with children abroad, etc.). Experience shows
that such mechanisms could enable CIDA to play an enhanced role in the inter-departmental community.

In the context of policy coherence, many development agencies face the challenge of not being
perceived as equal partners by other government bodies. CIDA’s status was strengthened in 1996 by the
appointment of a separate Minister for International Co-operation with responsibility for CIDA. At the
sametime, DFAIT acts as a co-ordinator for the entire government’ s international activities - its Bureau for
Global Issues was established with the purpose of strengthening the consistency of the government's
response to a number of global issues." The respective roles and responsibilities of CIDA and DFAIT in
promoting greater policy coherence for development may need to be further defined.

Analytical capacity

For a more systematic approach to policy coherence for development, Canadian non-aid policies (e.g.
trade, agriculture and immigration) need to be analysed in terms of their impact on developing countries,
with the findings discussed in inter-departmental policy co-ordination fora. In the area of trade, progress
has been made in that DFAIT is now consulting CIDA on development-related issues. DFAIT and CIDA
jointly fund a CIDA-staffed position at Canada's mission to the World Trade Organisation to cover trade
and development issue. Given its knowledge and experience, CIDA appears to be well-positioned to
promote the interests of developing countries within Canadian government forums. The recent
strengthening of its Policy Branch gives it the means to undertake the necessary analysis and to make
appropriate recommendations on behalf of the Canadian government. CIDA has strengthened its Policy
Branch with aview to playing such an advocacy role in a pro-active and systematic way.

The checklist from the DAC Guidelines on Poverty Reduction has been designed to encourage DAC
members to establish the capacities and systems to help them enhance policy coherence for development in
their decision-making. Accordingly, there are a number of specific areas - some of which are indicated
hereafter - where Canada could pursue more analysis in order to promote an informed debate on non-aid
policies. Two specific issues, trade and immigration, are elaborated in the next section of this chapter.

« International trade, foreign direct investment and international finance. Concerning
export credits, Canada has agreed to implement recent OECD proposals to ensure that
official export credits and guarantees are consistent with the objective of sustainable
development. CIDA could be more systematically involved in the screening process of

1. Global issues include environment, population growth, international migration (including refugee issues),
international crime, human rights, democratisation, preventive diplomacy and post-conflict peace-building.
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projects in countries eligible for ODA. Regarding foreign direct investment, there are a
number of Canadian companies active in the extractive sectors of natural resources in
developing countries. Canada could usefully deepen its assessment of the impact of such
investment in terms of poverty reduction, environmental sustainability aswell as political
and social stahility.

Agriculture and food aid. Developments in Canada’'s agricultural policy have shown
considerable improvements towards market orientation. Support to producers is about
half the OECD average; and producer prices for most commodities - with the exception
of dairy, poultry meat and eggs - are aligned with world market prices. Nevertheless,
total support to agriculture in 2001 amounted to CAD 8 billion (USD 5.2 billion), which
was over three times the amount of ODA. Agricultural subsidies undermine potentialy
competitive farming in developing countries by reducing world market prices and
inducing these countries to import cheaper surplus foods from OECD countries, while
most of their economies depend on agriculture. Canada is therefore encouraged to take
account of how its new Agricultural Policy Framework as well as future policy
developments may affect developing countries. In addition, Canada continues to provide
tied food aid, athough it has adopted in recent years more flexible forms of this
assistance. Nevertheless, Canada should show greater flexibility in sourcing food aid
from developing countries as appropriate, in order to support the latter's efforts in
developing their own agricultural production.

Natural resources and environmental sustainability. The promotion of sustainable
development and sustainable use of natura resources is a key priority for Canadian
development co-operation. Canada's announcement at the World Summit on Sustainable
Development in Johannesburg to ratify the Kyoto protocol is welcomed - and Canada is
encouraged to ensure its implementation, since poor people in developing countries are
more vulnerabl e to the consequences of climate change.

Health issues. Canada is a strong supporter of global efforts to fight infectious diseases,
particularly HIV/AIDS. Canada has been actively involved in debates on trade-related
intellectual property rights (TRIPs) in the context of improving access to drugs in
developing countries. Canadais encouraged to remain engaged in these debates to ensure
that the development dimensions of TRIPS are fully explored.

Governance and conflict. Implementation of its legislation to fight international
bribery,? including monitoring the activities of Canadian enterprises abroad, will require
sustained attention.

Recent achievements and remaining challengesfor Canada

Like other OECD countries, Canada has over the years introduced severd preferential schemes aimed
at improving market access for selected goods from certain groups of developing countries. These include
the Generalised Preferential Tariff, the Commonwealth Caribbean Countries Tariff and the Least
Developed Country Tariff. Canada has aso signed free-trade agreements with several countries, mainly in
Latin America. Almost al agricultural imports from LDCs have been able to enter Canada duty free, with

Canada's legidation to comply with the OECD Convention on the Bribery of Foreign Public Officiasin
International Business Transactions became effective in 1999.
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the exception of dairy, poultry and eggs. However, the importation of textiles and clothing products has
been excluded from these schemes - a sensitive issue for Canada - while these products are important for a
number of developing countries, including some LDCs. In fact total imports from LDCs were facing the
highest average tariff rates with 8.8%,% as compared to the overall developing country average tariff of
2.45% and an average world tariff of 0.82%. Canada collected CAD 28 million (USD 19 million) in
custom revenues in 2000 on imports from Bangladesh, which was equivalent to half of Canadian bilatera
aid to the country. Textile and clothing industries in developing countries have also been affected by
Canadian exports of used clothing, which is atop Canadian export to many African countries.*

As announced at the last G8 summit, Canada has joined the growing international trend to provide
increased market access for L DCs. Recognising the importance of enhancing trade opportunities to reduce
poverty in developing countries, the government of Canada will extend, as of January 2003, duty free and
quota free access to all imports from LDCs’ - with the exception of three agricultural products (dairy,
poultry and eggs). These exceptions are not likely to affect trade with LDCs, although further analysis may
be necessary for a full assessment. Canada’s initiative is welcomed. The government decision was made
following public consultation which met general support.®

In the absence of detailed analysis by Canada, it is difficult to predict the impact of the Canadian
initiative on LDCs. Imports from LDCs into Canada (CAD 415 million- USD 279 million) are
insignificant, since they represent only 0.12% of total Canadian imports, which is the lowest share among
G7 countries. A country like Bangladesh is likely to benefit the most, since clothing imports from the
country represented 50% of Canadian imports from LDCs in 2000. Canada could help African LDCs—
which constitute the majority of LDCs but contribute only to a third of imports from LDCs into
Canada - explore opportunities in the Canadian market. The rules of origin will be an important factor to
determine the extent to which LDCs can take full advantage of market liberalisation.” Canada intends that
its rules of origin will be the simplest and most generous of any major country, including for textiles and
clothing. In general, increased trade opportunities may also be influenced by other non-tariff barriers, such
as health and safety standards, phyto-sanitary measures as well as human rights and labour standards.

Within its aid programme, Canada has been active in supporting trade capacity building in developing
countries in order to enhance effective market access. Such efforts aim at strengthening the capacity of
developing countries to participate in internationa trade negotiations, to develop domestic policy and
ingtitutions in trade-related areas and to establish supply capacities for exports. Specific focus on LDCs,
which has so far been limited, will be reinforced with additional resources for trade capacity building made
available as part of Canada' s commitment to Africa announced at the last G8 Summiit.

Immigration

Canada has always been a country of immigrants, with currently one in six citizens born abroad. A
new Immigration and Refugee Protection Act came into effect in June 2002 that reinforces Canada s
efforts to attract skilled workers and entrepreneurs as well as extends the dependent children’s age limit
under family reunion. Like many OECD countries, Canada faces challenges stemming from an aging

Half of Canadian imports from LDCs were actually facing tariffs averaging 19%.

3
4, In 2000 used clothing was among Canada’ s top three exportsto 23 countriesin Africaand 5in Asia.
5 Myanmar is not eligible for political reasons.

6

The government expects employment loss to be limited and is planning adjustment programmes for
Canadian workers likely to be affected in the textile and clothing sectors.

7. Rules of origin, based on North American Free Trade Agreement (NAFTA), will require a 25%
value-added in LDCs for products using raw materials not originating from LDCs.
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population and a dow population growth rate. Once a country dominated by migration from the
United Kingdom and other European nations, Canada s most important migration flows today stem from
countries in the developing world, with skilled migrants specifically being targeted. Of the 250 000
immigrants and refugees who entered the country in 2001, 53% came from the Asia and Pacific region
(16% from China and 11% from India), and 19% were from Africa and the Middle East. In addition,
Canada accepts up to 30 000 refugees and displaced persons a year. Of total immigration, 55% were
economic migrants (mostly skilled), 27% were family reunions, and 11% were refugees.

This reality has implications for many sending countries — notably developing countries - that cannot
be ignored. Migrant remittances increase inflows of foreign currency to sending countries and returning
migrants may invest and bring skills. The interaction between developing countries and their diasporain
advanced countries can be a new dynamic for development; at the same time, the departure of
much-needed human capital can also be detrimental to a developing country. This is especially important
in the different areas of basic socia services, such as health care and education. One issue that has received
attention recently is the problem of OECD countries such as Canada actively recruiting health care workers
from developing countries to meet a growing domestic shortage. As aresult, the sending countries are left
depleted of a scarce resource when improvements in their own health systems are badly needed.
Furthermore, the age of dependent children under the new family reunification scheme has been extended
from 18 to 22 years. This has implications for developing countries, which would lose human resources
that they have invested in through training and college education. Canada, in turn, would stand to benefit
from these skilled and educated people without having invested in them. In general, there is an opportunity
cost for developing countries in allocating scarce resources to higher education as opposed to primary
education, particularly in light of achieving universal primary education.

While freedom of movement is fundamental in a globalised and democratic world, OECD countries
must ensure that their immigration policies are designed to reduce rather than aggravate poverty in the
developing countries concerned. Canada should assess the potential impact of its immigration policy on
developing countries' human resources development. Migration and development are interconnected and
CIDA can play arole in conducting analyses to better understand the linkages. It is important that relevant
federal departments, such as Citizenship and Immigration Canada and DFAIT, work together with CIDA
to develop a comprehensive policy on international migration and its relationship to devel opment issues.

Tied aid

Canadds aid is highly tied by nature because of the drive to maintain a strong involvement of
Canadian civil society and private sector organisations. According to DAC statistics, Canadian bilatera
ODA (excluding technical co-operation and administrative costs) in 2000 was 75% tied, which was one of
the highest rates among DAC members. Tied aid generally has higher costs and it risks undermining the
principle of partnership and ownership pursued by Canada. This is, for example, confirmed by a review
carried out in 1997-98 on food aid — 90% tied - which found that cost effectiveness could be enhanced by
diversifying procurement within and beyond Canadian sources. However, in order to maintain public
support, CIDA has always emphasised income and employment for Canadians as benefits of its aid
programme. CIDA staff are required to fill out a section on benefits to Canada in the Annua Project
Performance Reports and to devote a section on this topic in the Agency’s Annual Report to Parliament.
However, in recent years CIDA's policy statements have emphasised poverty reduction as the most
important result for Canadian interests and against the background of renewed public communication
efforts (see Chapter 1), CIDA is encouraged to further strengthen this focus on the results achieved in
developing countries through development co-operation rather than on the returns to the Canadian
economy.
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In 2001, the DAC adopted the Recommendation on Untying ODA to LDCs, which took effect on
1% January 2002. The Canadian Cabinet approved a new untying policy to comply with the DAC
Recommendation in June 2002, some six months beyond the deadline, indicating the difficulties this issue
presented in the Canadian context. Implementation modalities have yet to be approved by the Treasury
Board. Since procurement of goods is small in the Canadian aid programme, and technical assistance is
excluded from the DAC Recommendation, its implementation is not expected to have a substantial impact
on reducing Canada’'s overal level of tied aid (less than 1.5% of Canadian aid to LDCs, according to
CIDA estimates). Consequently, Canada should, as the recommendation encourages, undertake its best
efforts to identify and implement supplementary untying opportunities beyond the provision of the
Recommendation so as to promote a more balanced effort sharing among DAC members. CIDA has
already sought and obtained authority to award service contracts to non-nationals. An experiment is also
being piloted in Honduras, where the procurement of all goods and services within the programme of the
geographic branch is to be untied and managed through the local United Nations Development
Programme (UNDP) office.

One of CIDA’s instruments consists of providing grant funding to create credit lines to offer private
enterprises in partner countries the foreign currency for acquiring Canadian goods and equipment. The
repayments by the private enterprises are deposited into counterpart funds which then become available to
partner countries to cover various local costs in support of CIDA's country programmes. In Bolivia, such a
fund (CAD 15 million for five years) represents 25-30% of the annual core bilateral aid budget. CIDA is
completing an update of the current counterpart fund policy. In this context, it is encouraged to review the
relevance of these instruments for poverty reduction and local ownership.

Future considerations
Canadd s commitment to policy coherence for development needs to be supported by a system for
mobilising efforts across the government, including more structured collaboration between CIDA, DFAIT

aswell as other federal departments and agencies.

Canada should take a more pro-active approach in analysing the impact on developing countries of
non-aid policies such as trade, agriculture and immigration.

Canada’ s recent decision to increase market access for LDCs is welcomed. Canada is encouraged, in
itsinitiative, to provide liberal rules of origin.

Canadais encouraged to move forward in implementing the DAC Recommendation on Untying ODA
to LDCs and to further untie its aid in order to increase ownership and capacity in partner countries.
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DENMARK

AID MANAGEMENT AND IMPLEMENTATION

Policy responsibility and policy coherence
Palicy responsibility
Overview

One of the strengths of Denmark’s development co-operation is its organisational coherence. It is
therefore not surprising that there has been amost no change in this area since the last aid review. In fact
the basic organisation has remained in place since 1991. At that time Danida was a separate entity within,
but an integral part of, the Ministry of Foreign Affairs. In order precisely to enhance the coherence of the
aid system, the reorganisation implied that the South Group, one of the three main departments in the
MFA, dealt with all relations, multilateral as well as bilateral, with developing countries. Thus regional
and country desks deat with al aspects of foriegn relations: officia and private development
co-operation, foreign policy, trade and other commercia considerations. Consequently Danida missionsin
the field, where they existed, were merged with the Embassies, which at the same time were given
responsibility for implementation of the aid programme. This was followed by the appointment in 1993 of
a Minister for Development Co-operation, with the objective of bringing additional policy focus to the
organisation, in favour of development assistance (previously the Minister for Foreign Affairs was at the
same time Minister for Development Co-operation). Policy coherence is indeed the objective which has
been re-affirmed by Srategy 2000: “Danish development policy encompasses al our relations with
developing countries, economic and political as well as multilateral and bilatera. The officia
development assistance is a central instrument in development policy”. As will be seen below the only
substantial factor which may impair this coherence is the tying status of Danish ODA, however informal it
may be.

The Ministry of Foreign Affairs

Since 1991 the organisational structure of the MFA is characterised by the division between the South
Group and the North Group, with ajoint Administrative and Services Secretariat, as can be seen from the
chart below. It showsthat thereisalso in the MFA across-cutting Secretariat for Foreign Trade. It was
established in 1993, reconstituting to some extent an export promotion department which had existed
before 1991, and has competence for developing countries, but its activities are more related to OECD
member countries. When it deals with countries of the South Group, it co-ordinates at staff level with the
Departmentsinvolved, and so do similarly staff in the North Group if needed. The Minister for
Development Co-operation is, within the South Group, responsible for development policy and assistance.
All other matters under the MFA are under the authority of the Minister for Foreign Affairs. TheMinisters
also co-ordinate on aregular basis. All in all the reform seems to have brought about a better co-ordination
of the various activities, by shortening the communication
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channels, improving the circulation of information, and therefore by reinforcing the potential for
policy coherence, with a unified and clear decision making structure. After a few years of experience,
integration at field level has been especialy fruitful.

The North Group is in charge of relations with industrialised countries, Central and Eastern Europe
and most States of the former Soviet Union, whereas the South Group isin charge of relationsin al policy
areas with developing countries. Multilateral organisations are under the responsibility of either the North
or the South Group, depending on the main orientation of their activities. The administrative structure is
based on geographic lines. The South Group is thus composed of four departments for mgjor regions, three
departments for groupings of multilateral agencies [four, if the general policy department, which also deads
with European Union (EU)-assistance, is included], and eleven other departments or units. Two are in
charge of cross-cutting issues: gender and the environment. There is a strong Technical Advisory Service
which includes 40 of the 60 technical advisors working in Danida, assembling 15 different professions and
expertise in specific areas such as tropical agriculture and medicine or tropical forestry. It has an important
input, since it isin charge of the technical preparation of projects up to their presentation to the Board for
International Development Co-operation. In 1997 the Evaluation Unit was removed from the Department
of Evauation, Research and Documentation to become more autonomous as a Secretariat reporting
directly to the State Secretary heading the South Group.

Out of Denmark’s 102 Embassies or other missions (non honorary) there are 19 in the 20 programme
countries, the only programme country without an Embassy being Niger, where activity is in fact low.
Since 1991 the number of staff working for the South Group has increased sizeably, at a quicker pace than
the aid programme, i.e. from 272 in 1991 to 434 in 1997 (a 60 per cent increase, against a 36 per cent rise
for ODA in US dollars). These figuresincludes 140 officials working in the Embassies, whose number has
increased even more, from74 in 1991 to 140 in 1997 (plus 89 per cent). As a result the ratio of
headquarters/field office staff has decreased from 2.7 to 2.1.

However, a new and more accurate method for calculating total staff resources engaged in aid
administration has been introduced in 1999, in order to take into account the fact that staff membersin the
South Group, both at headquarters and in the field, also perform other functions relevant to the MFA than
aid administration. New figures, which are approximately 20 per cent lower than the previous ones, have
therefore been recalculated for the period from 1997 to 1999. These figures, which are not comparable
with the earlier ones, appear in Table 1 below. They still show that there has been over the last two years a
sizeable increase in staff resources:. by 20 per cent at headquarters and 26 per cent in field offices (22 per
cent overal). The capacity to manage the increasing volume of ODA, included the increased
environmental assistance, has therefore undoubtedly improved.

Table 1. Number of staff

1997 1998 1999!

Headquarters | Field | Total | Headquarters | Field | Total | Headquarters | Field | Total

201 137 338 230 147 377 241 172 413

1. = estimated numbers

Source: Danida.

29



All Embassies have local programme officers, usualy well qualified, which ordinarily facilitates the
liaison with local authorities as well as capacity-building. All thisis consistent with the responsibilities of
the Embassies. However, due to the limited number of staff in each Embassy, it is not sure that the MFA
has always the right skill-mix and does designate people who have enough technical expertise to assume
the primary responsbility for the implementation and monitoring of al the various projects and
programmes.

Danida’'s staff are generally competent, highly motivated and dedicated to their work. Although
candidatures are presented and recruitment is done for the MFA as a whole, in general only people who
have an interest and a background in development co-operation are sent to programme countries or to other
developing countries, after they have received in-house training. There is a Training Centre in Danida,
which provides specific training, in particular on new issues like for instance SPS. In practice, given the
relatively high prominence of development co-operation in Danish foreign policy, there appears to be no
digtinct difference in career prospects or status between South Group staff and people working in the North
Group: there are possibilities to go from one group to another at any point in a career, a one or two year
stay at headquarters before being sent back to the field. Access to Ambassadorial posts is open to people
in both groups. In order to foster mobility between Copenhagen and the field, staff normally has to be
appointed to headquarters after each assignment in an Embassy.

The division of labour

As far as division of labour is concerned, primary responsibility for the implementation and
monitoring of the aid programme has been given since 1991 to Danish Embassies, and within the
Embassies the Ambassador has clear authority for the aid programme. Beyond implementation and
monitoring stricto sensu, Embassies are responsible for drafting and preparation of country strategies, in
co-operation with the Regiona Department at headquarters, and for projects and programme identification
and preparation, in co-operation with the Regional Department and the Technical Advisory Service. The
latter is responsible for the appraisal, under terms of reference established by the Regional Departments,
which prepare the final documents, and are also in charge of the approval process. However the Embassies
prepare draft approval documents and finalise Government Agreements. Once implementation is over they
are a'so responsible for the completion process.

Embassies are aso fully responsible for the preparation and implementation of small projects, up to
an amount of DKK 3 million per project, within a yearly envelope of 10 per cent of the core bilateral
programme. It gives an extra flexibility to the programme, since it is most often used outside the main
sectors of intervention. A number of these small projects are prepared with and implemented through local
NGOs, or the local offices of multilateral agencies (in line with the policy of active multilateralism). An
evaluation of these so-called “minor projects’ gave them relatively good marks, although sustainability can
be an issue. Although the local grant authority has generally proven to be an effective way of providing
poverty-oriented support, the instrument is not always used to its full extent because of lack of capacity in
the Embassies, where this capacity is often overstretched relative to increased responsibilities in aid
management.
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The workload is indeed heavy, but is rendered manageable, as in many other aid systems, by a high
and systematic recourse to consultants, which may sometimes be excessive: while there is certainly good
expertise in Danish consultancy firms, they cannot substitute Danish permanent staff at the Embassies,
since they do not have the same long term perspective and responsibility.

The decision making process

Ambassadors and heads of department can decide freely for project financing up to DKK 3 million
per project, ambassadors, however only within the annua envelope of 10 per cent of the programme
amount in their country. All projects and programmes above DKK 3 million must be submitted to the
Advisory board, which has delegated its advisory role to its Chairman regarding financing proposals
between DKK 3 and 5 million (in the sake of rapidity, to be able to react quickly in case of emergency
situations). In al cases the final responsibility is that of the Minister for Development Co-operation.
Bilateral appropriations above DKK 20 million and multilateral appropriations above DKK 8 million have
to be submitted for approval to the Finance Committee of the Danish Parliament. For humanitarian
assistance the threshold of DKK 8 million also applies; these appropriations, however, are not submitted
to the Board. These procedures guarantee that there is democratic control over financing decisions.

The Board for International Development Co-operation, moreover, plays an unusually important role
relative to most DAC Members systems. It is composed of nine members, al appointed by the Minister
for a three-year period. It is congtituted in such a way as to bring together organisations and groups of
Danish society which are involved in development co-operation, and therefore it fulfils a useful bridging
function between Danida and these organisations, which are part of the resource base. The Chairman of
the Board currently comes from the academic world. The Board usually meets every month and gives
advice to the Minister on policy issues, strategies, i.e. on all the proposals that are sent to the Parliament’s
Foreign Affairs Committee and on programmes and projects which go to the Finance Committee. The
Foreign Affairs Committee is consulted on country strategies as well as on sector policies, or guidelines on
Cross-cutting issues.

Poalicy coherence and untying

Policy coherence as discussed here does not refer to the internal coherence of the aid programme
strategy, organisation and management, which is obviously very strong, but to the external coherence
between development policy and its main goal, which is to reduce poverty, and the objectives of other
policies pursued at the same time in other areas like trade, investment, agriculture, fisheries, and so on.

In fact the only area where there could be a rea bilateral problem in this respect (as opposed to
problems deriving from EU policies) relates to the policy of “informal”tying, which aims at ensuring a
return to Denmark of a proportion of its bilateral assistance. Denmark’s procurement policy differs from
that of any other DAC Member. Its objective is ensuring ex post procurement of Danish goods and
services at alevel of about 50 per cent of total bilateral assistance. This policy of "informal tying" came
into force in 1989 after the discontinuation of tied development loans and has been adhered to ever since.
In practice, project components for which there are Danish suppliers are reported as tied; parts for which
recipient procurement -- or procurement through international competitive bidding-- is expected are
reported as untied. On the basis of this policy, and according to Danidas 1997 annual report, the
proportion of Danish bilateral assistance considered as tied increased to 55 per cent in 1997 from 53 per
cent in the previous year. These figures represent the so-called “return percentage” and are calculated on a
different basis than ODA reported to DAC.

Partner countries and DAC Members have expressed concern with practices involving tied aid,
because this form of aid can impair local ownership and capacity building, while recipients incur
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substantial economic costs. Against this background, the DAC High Level Meeting (HLM) agreed in 1998
on a mandate to work towards a Recommendation, to be presented to the 1999 HLM, to untie ODA to the
Least Developed Countries. The initiative was subsequently endorsed by the OECD's Business and
Industry Advisory Committee, the Ministerial Council Meeting and the leaders of the G-8 Birmingham
Summit. During the 1998 DAC Development Partnerships Forum, on aid untying, procurement and
capacity development, participants pointed out that if donors are serious about aid and the development
partnerships strategy, there is no alternative to untying aid.

Although the Danish authorities accept in principle al the arguments in favour of untying, they fear
that the untying initiative could create a problem with Danish public opinion, because of their concern
about balance among donors. Denmark has a high ODA/GNP ratio and a relative large share of bilateral
ODA isgoing to LLDCs (in 1997, 46 per cent of total gross bilateral aid expenditure allocable by country,
against a DAC average of 26 per cent). The Danish authorities are reluctant to risk undermining the public
consensus on development assistance by further untying Danish ODA to LLDCs. They fear that the
initiative could be interpreted as benefiting poor performers among donors, i.e. those with very low levels
of ODA going to LLDCs. This argument ties to traditional strong Danish advocacy of better performance
by other industrialised countries.

The DAC Mandate on untying recognised the need to take into account differences in the structure
and starting points of Members' programmes with respect to volume, ODA/GNP ratio, distribution and
exiging untying of aid. Denmark's has requested that DAC Members agree to the following proposal:
"Following the coverage and other provisions that will ultimately be agreed by the DAC, each DAC
Member should untie ODA to LLDCs up to an amount equivalent to 0.15 per cent of its GNP. Untying
above the 0.15 per cent level should be voluntary. If a Member's total ODA to the LLDCs is less than
0.15 per cent its untying effort will be correspondingly smaller”. For the period 1996-97 (and on the basis
of reporting on the actual tying status to the CRS), untied Danish ODA to LLDCs represented 0.17 per cent
of GNP.

Most DAC Members, however, do not see "formuld' or "benchmark" approaches as offering
satisfactory solutions to these issues. Moreover, burdensharing is first and foremost an issue among the
donor community, with little or no interest to recipients. Finaly, there are many different starting points
and specia positions donors could claim. To take account of these differences in structure would
undermine the essence of a multilateral untying initiative and constitute little towards implementing the
Partnership Strategy. In general, DAC Members are mindful and appreciative of the efforts of high
performance donors. They are willing to recognise and applaud the leadership role of Denmark and other
high performance donors in the Recommendation. However, to claim an exception to the genera
application of the draft Recommendation would unravel the consensus that is building in taking a
multilateral step towards the implementation of the partnership strategy. Denmark’s full participation in
this effort is essentia to deliver the strategy, but equally to maintain its leadership role in the field of
development co-operation.

Country programming and sector concentration
Country programming
Country strategies
Country-specific strategies are the basis for the medium-term planning and programming of Danish
assistance in the programme countries. They are compiled with a five-year perspective, with poverty

reduction as their overriding objective, and are supposed to be revised every five years. This process has
started in Viet Nam, where the first country strategy dates back to early 1994. Strategy formulation is a
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complex process that aims at securing local ownership and extends over amost a year, with the
participation of representatives of both the recipient country and the Danish civil society. It usually begins
with discussions in the field between the Embassy and a working group of local researchers and NGOs,
which draft papers on sectors which could be of interest for Danish assistance, and on selected
Cross-cutting issues.

The outcome of these discussions, with proposals on sectors to be selected, is then submitted to
Copenhagen, where hearings are held with representatives of the civil society. Danish NGOs are indeed
constant partners and give their opinion on country strategies and sectors selection. This lays the basis for
in-country discussions between the geographical department in the South Group and the authorities of the
recipient country on the fina selection of sectors and instruments of Danish aid. The Embassy then
provides a draft of the country strategy, which is discussed with the authorities, usually on the occasion of
annual aid consultations, before the strategy is finalised. The corresponding papers have been
systematically published, between 1994, with the Strategy for Viet Nam, and 1997. As indicated above,
strategies for Kenya and Niger are pending, because of the unwillingness of the government to discuss
human rights and democracy related issues, in the first case, and because of internal unrest in the country,
in the second case.

Although country strategies do not contain firm commitments of ODA, they include indicative
planning figures for five-year periods. They also provide the planned indicative division of ODA in terms
of sectorg/sector programmes. The actual allocations of ODA to countries and programmes are set out in a
five-year rolling plan for the whole aid programme, which is submitted to Parliament in December each
year, and approved with the annual budget. These procedures allow both for a certain degree of continuity,
through the five-year planned figures, and for the necessary flexibility since the figures are revised
annually. These revisions are made on the basis of a dialogue with the recipient country authorities on the
content and organisation of development co-operation. This dialogue takes place in particular on the
occasion of annual consultations addressing overall issues and discussing the whole aid programme and its
“country frame” (indicative figures over five years and for all the selected sectors), and second at regular
meetings on individual sector programmes, or sector reviews.

Annual consultations

Annual consultations at country level are a useful mechanism to ensure a good communication
between Danida and the recipient country authorities, which might explain, at least partly, why Danida has
a comparatively good record on projects disbursement and implementation. These consultations are more
political and policy-oriented than they used to be in the past when they focused mainly on projects. They
are preceded and prepared by annual technical consultations, which themselves build on annual sector
reviews. Both consultations always take place in the recipient countries, with the participation of senior
staff from Copenhagen: the Danish Delegation to the “political” negotiations is usualy headed by the
Head of the Geographical Department in charge of the country. There are clear procedures that imply that
the Delegations, which are provided with extensive and detailed mandates, systematically address:

e Political issues: human rights and democracy, ratification of United Nations (UN)
Conventions.

e Macro-economic issues [on the basis of International Monetary Fund (IMF) and World Bank
policy papers], which are of growing importance with the move to SPS; and include issues
like fiscal policy, in particular the poverty orientation of taxation.

e Poverty reduction, through a discussion of the distribution of budgetary expenditures to the
social sectors (health, education and water and sanitation) in a follow-up of the
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20/20 principle adopted by the 1995 World Summit for Social Development, although a
recipient country’s adherence to this principle is not in itself a precondition for receiving
Danish aid.

»  Selected sectoral policies.

Although in some countries the government’ s capacity to take the lead in these strategic discussionsis
guite weak, the objective is to foster as much as possible local ownership. There are countries where the
partner can really be said to be in the driver’'s seat, like for instance Eritrea, or big countries like India or
Egypt. In any case Danish Delegations do not confine themselves to meetings with government officials,
but also hold discussions, in a separate meeting, with representatives of the civil society.

Agreed minutes are established for both the “political” and technical consultations, and signed by both
parties. They are not considered as confidential documents. On the contrary they are useful reference
instruments, which are disseminated to other donors, in order to ensure complete transparency of the aid
programme and to facilitate co-ordination among donors. Although preparing and holding these annua
consultations might be seen as and is indeed a time-consuming process, they are viewed as indispensable,
not only for the sake of dialogue with partners, but also for internal reasons like the need to report to the
head office and to justify to Parliament and to the Danish taxpayer.

Sector concentration

Srategy 2000 had stressed the need to concentrate Danish assistance in each country on a limited
number of sectors or sub sectors, selected on the basis of the needs of the recipient countries and of the
existence of a good degree of Danish expertise in the areas involved. Consequently, three to four sectors
have been chosen for each country; with the exception of Mozambique, where Danida has retained five
sectors, and Eritrea, where the number is only two.

The choice of sectors shows that there has been a balanced approach aiming at granting assistance
both to productive sectors, to bolster economic growth, and to social sectors that ensure the development of
human resources. Heath has been chosen as a sector for development co-operation in9 out of
20 countries, and education in5 of them, both sectors representing 20 per cent of bilatera ODA in
1996-97. However, taking into account other sectors like water and sanitation (in 8 countries), women
focused or democracy related projects and afew others, aid going to social infrastructure and devel opment
represented 41 per cent of bilateral aid in 1996-97. Moreover the most frequently selected sector is
agriculture, which appears in 15 countries. Of all the productive sectors it is the one where most of the
poor in developing countries are concentrated, which again testifies to the strong orientation of the Danish
programme towards poverty reduction

Moreover, it is worth noting that this orientation is still reinforced, as indicated earlier, by the
geographical concentration of the projects in the poorest regions or provinces of the programme countries,
a policy which has been observed on the occasion of both field visits. This geographical concentration is
also improving the overall efficiency of aid, since it tends to maximise the synergy between projects in
different sectors, for instance between rural development, water management and reform of public
administration projectsin the Dak Lak Province in Viet Nam, one of the poorest areasin this country.



Private sector promotion
Overview

Following a 1993 report on the Srategy for involvement of Business and Industry in Bilateral
Development Co-operation, Strategy 2000 has proposed a greater involvement of the Danish private sector,
as part of the resource base, in organising and implementing development assistance. Business and
industry are now considered as partners in the development process. At the same time, as developing
countries are recognising the importance of the private sector as an engine for propelling future growth,
Danida has expanded the instruments to promote private sector devel opment.

The private sector development (PSD) programme

A Private Sector Development Programme has been tested during a trial period from 1993
through 1995 in Ghana, India and Zimbabwe. Following the recommendations of areview in 1995 it has
been made permanent and extended to include Egypt, Uganda and Viet Nam as well. Recently India was
excluded from the programme. It was replaced by Bangladesh at the beginning of 1999.

The core of the PSD programme is a business to business component, to support the establishment of
partnerships between Danish and local companies. The form of co-operation can range from a narrowly
defined management or production agreement to a joint venture with capital injection from both parties.
Companies can apply for subsidies in connection with preliminary activities such as initial visits and
pilot/feasibility studies, or for project subsidies for environmental investments and improvements to the
working environment as well as grants for training, technical support and export work. The programme
also included two other components, namely support in improving the commercial environment, and
support for the commercialisation and privatisation of state-owned enterprises.

The 1995 review had been somewhat critica of the administrative handling of the individual
applications, pointing out that the process should not be made more complicated than absolutely necessary,
but it is supposed to have been streamlined. However, some in the Danish business community consider
that things could be dealt with quicker if the staff in the PSD Secretariat in Copenhagen had a more private
sector way of thinking and more links with the Danish industry. In any case the programme is quite
sizeable, given the limited number of countries which it covers, since the Danish Government has provided
it with a DKK 750 million budget for the five-year period 1996-2001, being understood that the funds are
not pre-allocated on a country-specific basis. It has been effective in helping so far 140 Danish companies
to establish partnershipsin the six eligible countries. It isthought that there is a need to better link it to the
mixed credit scheme.

In addition to the PSD programme, a major private sector development programme is being
implemented under the Transitional Development Programme to South Africa --called the
Business-to-Business (BtB) Programme Denmark/South Africa. The facilities of the BtB programme are
similar to those of the PSD programme, while there are differences in regard to objective and target group.
The objective of the BtB programme is to develop and strengthen business opportunities and create jobs
for the disadvantaged population groups of South Africa, through the support to the development of
commercialy viable businesses, based on formation of business partnerships between South African and
Danish companies. DKK 190 million have been allocated to the programme during the transitional period
1995-2001. By the end of 1998 the programme has facilitated the establishment of 40 partnership
co-operations. A total of DKK 166 million has been allocated for preparation activities and running
projects.
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The mixed credit programme

A mixed credit programme, sometimes called associated financing, was created in 1993. It benefits
from an annual indicative budget of DKK 300 million. These funds, which are managed by a Secretariat
for mixed credits in the South Group of the MFA, are subsidies used to reduce the interest rate of export
credits extended on commercial terms by Danish banks, to finance projects involving Danish exporters in
accordance with the Helsinki package, so that there is a grant-element of 50 per cent for creditsto LLDCs,
or 35 per cent for other developing countries. However, Danida has decided that countries digible for this
scheme should have a GNP per capita lower than 80 per cent of the limit for World Bank 17-year loans,
i.e. USD 2492 in 1997/98. This self-imposed threshold is criticised by the Danish business community,
since it excludes countries like Thailand. Furthermore the schemeis no longer used for India and Pakistan,
because of the nuclear tests, and China, because of the human rights issue. The scheme approximately
represents 3 per cent of total ODA. At the end of 1998, 40 per cent of the programme was related to the
financing of windmills.

The credits can finance development projects where Danish supplies represent at least 50 per cent of
the contracts, meaning that local supplies cannot be higher than 50 per cent. Deliveries from third
countries are authorised up to a maximum of 30 per cent. There must be at least a limited competitive
bidding if the buyer belongs to the public sector, which can be restricted to Danish companies if they arein
sufficient number. If this is not the case an international competitive bidding is required. For private
sector procurement the contract might be based on direct negotiations with at least two to three suppliers.
Price verification may be applied by Danida. Credits are guaranteed by the Danish Export Credit
Fund (EKF) which in co-operation with the MFA publishes alist of eligible countries, quarterly updated.

In 1997 the Committee for Mixed Credits, set up by the Minister for Development Co-operation,
appropriated support to 12 projects, with atotal Danish contract value of USD 143.7 million.

The Industrialisation Fund for Developing Countries (1FU)

The IFU is a sdf-governing fund that started operating exactly 30 years ago to promote investment in
developing countries, mostly by providing risk capita to joint venture companies, but also by extending
loans and issuing guarantees. The initial funding by the Danish government was DKK 300 million, and
from 1979 to 1995 IFU has been totally sdlf-financed. However, in order to cope with the increase in its
activities the Danish Government decided in 1996 to alocate DKK 150 million per year to IFU, as new
capital over the period 1996-2000. At the end of 1997 itstotal equity amounted to DKK 1 400 million. It
can invest in developing countries with a GNP per capita lower than USD 5 445, but investments from the
new resources will support projects in developing African countries with a per capita GNP lower than
USD 2 500, i.e. the same limit as the one used for mixed credits.

From its creation through end 1997, IFU has financed 350 projectsin 68 countries. In 1997 aone IFU
carried out investments in 43 companies for a total amount of DKK 319 million. In all the projects there
must be a Danish co-investor who must provide an amount of equity at least equivalent to IFU’s
investment (there are only two cases where there is no Danish partner: the West Africa Growth Fund in
Cote d'lvoire managed by IFC, and an investment fund in Kenya). Although local partners are looked for
and welcome, it is not compulsory to attract IFU’ s financing. An investment is kept on average 7-8 years,
since the intention is to act as a catalyst, and then to disinvest, ideally with a profit. At the end of 1997, it
had an investment portfolio in 200 companies.

IFU plays its catalytic role, not only through the seed-money it brings, which usually does not exceed

30 per cent of the share capital, and goes with valuable expertise and advice, but also through its
relationships with International Development Finance Institutions, which are co-investors in around 20 per
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cent of the projects, and in particular the International Finance Corporation (IFC). 1FU requires the share
capital not to be less than 40 per cent of the tota investment. IFU normally seats at the board of the
companies it investsin. Although it is not involved in their daily management, it can play an active role
when needed.

IFU has aten-member Board of Directors, mostly from the private sector. They are appointed by the
Minister for Development Co-operation. |IFU has a small staff of 35 people in Copenhagen, and four
regional offices in China, India, Mexico and Zimbabwe. There is also a network of 21 IFU advisors in
developing countries. 1FU works in close co-operation with Danida, which can provide supplementary
financing through the mixed credit scheme and the Private Sector Development Programme in the six
eligible countries, and contributes to training activities in projects cofinanced by IFU. These interventions
have a very good leverage: all investments since the beginning, corresponding to DKK 3 166 million at the
end of 1997, have triggered total investments of DKK 34 808 million, and generated 54 000 jobs in
developing countries. As for the geographica distribution of its portfolio, amost 50 per cent isinvested in
Asia, around 25 per cent in Latin America, and around 25 per cent in Africa

It is not easy to know whether this policy can be considered as quite effective. The current
environment is rather difficult, especially in Sub-Saharan Africa, and has deteriorated in Asia. A
cost-benefit analysis of its impact on developing countries does not seem easy to figure out either.
Moreover IFU is not bound by the same guidelines on strategic and cross-cutting issues that other Danish
ODA is following. Therefore there is room for strengthening synergies and consistency between the
various instruments available and for expanding Danish SMEs investments in developing countries.

Aid evaluation, efficiency and perfor mance measurement
Objectives
Aid evaluation has generally two main purposes:

« Accountability about the aid process, by providing the political community and the general
public with professional documentation, in order to maintain public awareness about the
deployment and results of Danish devel opment assistance and resources.

e Learning from accumulated experience, by gathering and analysing data about current and
completed aid activities, with the aim of determining their effectiveness, efficiency and
impact, to help make ongoing and future activities more effective and thus improve Danish
devel opment assistance.

Organisation of the evaluation process

There has been an Evaluation Unit in Danida since 1982. After afirst restructuring in 1991, it was
transferred on 1 December 1997 from the Department of Evaluation, Research and Documentation, in
which it was a subdivision, to become an independent unit. It has been renamed as a Secretariat and it
reports to the State Secretary heading the South Group. Thisisin line with DAC recommendations for aid
evaluation, which stress the need for independence of the evaluation function. The Evaluation Secretariat
is asmall unit of four professionals and two trainees. It implements an evaluation policy which has been
approved in August 1997. The policy paper states that the Secretariat is responsible primarily for
preparing multi-annual and annua evaluation plans, in a dialogue with the operationa departments and
Danish Embassies, and presenting them to the Board of Danidafor approval.
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There are 8-10 evaluations per year. All of them are carried out by external and independent
professionals. The terms of reference of the evaluations are prepared by the Secretariat, in consultation
with Danida’ s management and staff as well as the relevant representatives of recipients. The Secretariat
also selects the consultants, following special procedures for awarding contracts, in order to protect its
independence. It is interesting to note that 20 per cent of the evaluations are carried out by foreign
companies, and that 50 per cent of the experts are non-Danish (half of them come from developing
countries). The corresponding budget represents on average DKK 15-18 million ayear.

Scope of the evaluation process

The scope of evaluations covers ongoing and completed projects and programmes, Danish aid to a
particular country (one such evaluation of a country programme is in progress), one or more sectors in a
particular country or a sector in anumber of recipient country (the health sector is currently under review),
aid instruments (aid via NGOs, mixed credits, emergency aid, etc.), and multilateral aid, primarily in
co-operation with other donors. For the moment, it is too early to evaluate SPS. In the future it will be
difficult to assess the activities of Danida in an isolate way (although it might be possible to focus on the
value added of Danida “software”). This implies an increasing number of evaluations will be joint
evaluations carried out in close co-operation between donors and the recipient countries.
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I mplementation of evaluations

Since 1997, it has been decided to better distinguish between the two main purposes of evaluations,
each evaluation being classified depending on its objective, i.e. accountability or accumulation of
experience:

e As regards accountability to the general public and the Board, the Secretariat will provide
once ayear a paper summarising the findings, which will be published starting in 1999.

» Asfor lessonslearning, the evaluations can cover multidisciplinary subjects, like strategies or
cross-cutting themes (gender, environment, capacity building, and so on).

Evaluations usually involve Danida management and staff as well as the representatives of recipients,
which have to participate in the analysis and in the formulation of lessons learned, conclusions and
recommendations. They consider the issues of relevance to Danish aid palicies, the achievement of
objectives , the sustainability of aid as well as its organisation and efficiency, and the experience gained.
The evaluation team has the final responsibility for the content of the reports, which are al published in
English, together with a brief summary on the main conclusions and recommendations.

Follow up to the evaluations

There is a very systematic follow up to each evaluation, which starts with the elaboration of afollow
up memorandum taking note of Danida’ s position on the conclusions and recommendations and identifying
the departments responsible for the agreed follow up activities. The evaluation Secretariat controls the
implementation of these activities. Itisalsoin charge of disseminating or contributing to the dissemination
of the evaluation results and experience to Danida staff in other departments, authorities in recipient
countries, other interested bodies and to the Danish public. It organises seminars or workshops for staff
and assists Danida s training centre in the dissemination of evaluation experience. Further it contributes to
the incorporation of lessons learned in policies, strategies and guidelines.

Performance measurement

An attempt has been made in 1997 to assess past performance of Danish aid from the analysis of
50 evaluation reports corresponding to 267 projects covering the five-year period 1992-96. The
conclusions of this exercise were rather favourable, since 25 per cent of the projects were considered as
clear successes, 55 per cent were deemed acceptable, meaning that they had reached their objectives
despite some problems mainly related to maintenance, and 20 per cent or 47 projects, including
33 government loans -- aform of aid now abandoned -- had been found unsuccessful.

In order to meet the need of providing tangible evidence of the visible results of Danish development
assistance, Danida has issued in April 1998 a set of guidelines for an output and outcome indicator system,
for al major sectors within Danish bilateral assistance. The system has still to be implemented. It will be
used in performance monitoring, in particular as an input into the annual sector reviews, and as a side
effect should facilitate and further streamline the overall evaluation process. The indicator system is
indeed viewed as a communication tool and the start of a more elaborate documentation of the results of
bilateral assistance, before becoming a management tool.

As dready mentioned, the major evaluation of poverty reduction in Danish development assistance,

shows that Danida's activities have postive results on the ground, and a tangible impact on the
achievement of poverty reduction, which is the paramount objective of Danish development assistance.
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Overall assessment

The DAC Expert Group on Aid Evaluation reviewed Danida' s Evaluation Unit in 1996, and a survey
of users of Danida' s evaluation report was completed within this framework in 1997. It concluded that
“Danida’ s Evaluation unit and evaluation system are among the top group of donor evaluation systems in
terms of compliance with the DAC's Principles for Evaluation of Development Assistance”, and that” the
views of the users of Danida s evaluations and an examination of the evaluation procedures within Danida
generally support this conclusion”.

Humanitarian assistance and transitional assistance
Humanitarian assistance

Although humanitarian assistance is not covered by the Act on International Development
Co-operation, it is recorded as ODA, and represents a significant amount: USD 131.6 million in 1997
channelled through multilateral institutions like the UNHCR, the WFP and UNICEF. Of this total,
USD 83.6 million is for specific emergency appeals. NGOs also play an important role in implementing
thistype of aid.

Danida encounters the same difficulties as other donors to deliver this type of assistance, which is
demand driven and hard to plan, and has to be implemented in extremely difficult situations. Various
institutions have been put in place to address these difficulties. First, a Humanitarian Contact Group with
representatives of Danish NGOs and relevant ministries has been established in 1995, under the
chairmanship of the MFA, to monitor and coordinate Danish humanitarian efforts in conflicts and
catastrophe situations on an ongoing basis. It also follows the humanitarian activities of the Environment
and Disaster Relief Facility. Second, an International Humanitarian Service (IHS) has been set up and is
operational since the beginning of 1995. It isin charge of posting Danish experts and other personnel as
part of the civilian element of humanitarian, conflict-preventing and peace-keeping measures. Experience
to date is considered as positive since the IHS has built a highly experienced and professional corps of
experts. In 1997, they were involved in severa countries, in particular in Bosnia-Herzegovina and Croatia
for the Organization for Security and Co-operation in Europe (OSCE), to support the enforcement of the
Dayton Agreement, and in Hebron to help implement the agreement on the Isragli withdrawal .

It is a stated policy to better link humanitarian assistance and the long term development process.
This implies to provide continuity between emergency relief and development oriented assistance, which
has to be seen in a longer-term perspective. A project in a drought-affected area in Ethiopia tries to mix
humanitarian support and long term initiatives and a policy paper is being prepared on the subject.
However, due to the concentration of aid, these long term efforts are limited, programme countries being
put aside, to countries receiving what Danida calls “transitional assistance”.

Danish transitional assistance (DTA)

Humanitarian assistance makes the bulk of transitional assistance, defined as assistance to non
programme countries undergoing a period of political transition (typically following war or a change of
political system) or of economic transition (e.g. from a planned to a market economy). The concept of
transitional assistance introduces some flexibility in the programme by creating an intermediate category of
countries between programme countries and non-programme countries: the list of those which received
such transitiona assistance in 1997 has been indicated in Chapter 1 above.

As permitted by the DAC under the category of emergency and distress relief, Danida reported

USD 94.6 million for first-year costs of receiving refugees in Denmark in 1997. Other transitional
assistance is usually allocated within multi-year time frames. To give but afew examples Angola has been
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granted USD 34.5 million over the period 1996-2000. These funds will be used for providing emergency
relief and assistance to resettling repatriated refugees and the internally displaced, support to demobilising
soldiers and to land-mine clearance. The most important recipient of transitiona assistance has been South
Africa, with a contribution of USD 129.4 million over the period 1994-98, to support and develop
democracy in South Africa and to contribute to solving the country’s serious poverty problems. This
funding has been complemented by an allocation of USD 23 million to prolong the programme up to 2001.

A major evaluation of thefirst five-year programme of DTA to South Africa has been carried out by a
team of experts from Denmark, South Africa and the United Kingdom, and their report has been published
in August 1998. It concludes that Danish assistance “has been speedy, flexible and courageous’, and that
“Denmark has supported many important policy reform efforts and acted as both facilitator and catalyst in
change processes, aimed at consensus building”. The report also considers that “the various areas have
complemented each other and al have to some degree contributed to the overall objectives of
democratisation and reforms aimed at poverty reduction”. However, another evaluation of transitiona
assistance as a whole for the 1990-95 period, published in 1996, was somewhat more critical, since it
indicated that the quality of project preparation varied from excellent to unsatisfactory, and that
sustainability of transitional assistance was very difficult to achieve, particularly in support to human rights
and democratisation.

Palicy regarding debt forgiveness

For amost two decades there have been London Club reschedulings of external debts owed to private
banks, together with Paris Club rescheduling of public or publicly guaranteed debts. They take place after
agreements are achieved with the IMF and the World Bank on large financia packages, which solve the
debt-servicing problem in the short term. However, the reief is only temporary, and the problem
re-emerges in the long run since the debt burden is in fact increased as a result of transfersin the form of
new loans, including from the Bretton Woods institutions. The question of debt reduction is particularly
acute, at the moment, in the case of highly indebted low income countries where around 30 per cent of
debts are owed to multilateral creditors which, as a matter of principle, do not reschedule their debts.

Therefore, further improvement in their situation required the reduction of this type of debt. Since
1990 Denmark has made increasing bilatera contributions to the servicing of multilateral debt owed by its
poor and highly indebted programme countries. At the Copenhagen Social Summit in 1995, Denmark
launched the idea of forgiving concessional multilateral loans. This may have contributed to the launching
by the World Bank and the IMF of the Debt Initiative for the Heavily-Indebted Poor Countries (the HIPC
initiative), which was approved in 1996. It requires all creditors, including the multilateral financial
ingtitutions, to contribute to debt reduction relative to their share of a country’s total debt so as to make the
remaining debt burden sustainable. In this connection Denmark has undertaken to contribute
DKK 170 million (or USD 32 million), to the HIPC Trust Fund, which is administered by the World Barnk,
and out of which USD 9 million have been earmarked for Nicaragua. This makes Denmark one of the
important contributors to the Trust Fund.

Apart from Denmark’s contribution to this initiative, new guidelines for Denmark’s contribution to
ODA debt reduction have been adopted in May 1995. This policy relates to the oustanding amount of old
government loans, which have been abandoned in 1989. The new criteriafor eligibility to debt forgiveness
are: LLDC status, low-income and highly indebted status according to World Bank criteria, and status as
one of Denmark’s programme countries, many of which are heavily-indebted. Priority is to be given to
countries meeting several of these criteria.  Furthermore, when there is a concessiona Paris Club
rescheduling for a country with outstanding ODA debt to Denmark, Denmark would normally forgive all
debt falling due during the consolidation period. The amounts involved have been declining from 1995 to
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1997 (see Chapter 3 below), but cancellation of outstanding ODA-loans disbursed by Denmark amounted
to 42 per cent of the stock as per November 1998.

Official aid to Central and Eastern Europe

By definition, this type of aid is not accounted for as ODA, and it is not managed by Danida, but by
the Secretariat for Assistance to Central and Eastern Europe, which belongs to the North Group in the
MFA. It has competence for Russia and Ukraine, but not for countries in the Caucasus or in Central Asia.
The MFA has its own support programmes to these countries, the most important being the programme
with the Baltic States and Poland to help them prepare for membership of the European Union, caled the
FEU programme. Around DKK 100 million have been allocated to it for the period 1996-98. Activities
elsewhere are limited.

Other Ministries and agencies, 18 of them in total, administer their own programmes within their
respective spheres of competence, the Secretariat being in charge of overall co-ordination, both internal
and external, with recipient countries and with other donor countries or multilateral institutions.
Environment is by far the main field of intervention, since it will receive DKK 2 hillion, provided by the
Environment Fund, out of the DKK 2.5 billion allocated to the Baltic Sates and Poland alone during the
period 1998-2001. The remaining DKK 500 million mostly go to technical and administrative assistance.
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EUROPEAN COMMUNITY

POLICY COHERENCE

The EC has made a systematic attempt to improve policy coherence with development objectives.
The “ Everything but Arms’ initiative is an important example of how further policy coherence is being
sought between trade and development policies in the external relations area. There remain several
policy coherence challenges, especially where internal EC policies, such as the Common Agricultural
Policy and Common Fisheries Policy, come into contact with development policy. New institutional
mechanisms have been developed in the EC reform process, and these help to address several coherence
challenges. These could be further devel oped to address more complex issues.

EC policy on coherence

The EC has a policy environment defined by Treaty obligations, the overall development policy,
regional co-operation agreements and bilateral agreements, and community policies. The Maastricht Treaty
set out the importance for the EC of the 3 Cs — Complementarity, Co-ordination, and Coherence. This
chapter focuses on coherence, which concerns the need to ensure that the objectives and impacts of
different policies and agreements do not contradict or undermine one another. Given this policy
framework, this Peer Review welcomes the determination of the EC to address issues of policy coherence
in a systematic manner.

The joint statement of the Commission and the Council on Development Policy includes the
following sentences on coherence: “Efforts must be made to ensure that Community development policy
objectives are taken into account in the formulation and implementation of other policies affecting the
developing countries. The way to achieve thisisto make a systematic and thorough analysis of any indirect
effects of measures in especialy sensitive areas and to take development problems into account in the
Commission decision-making processes.” In the Cotonou Agreement, there are further statements that back
up this intention. Other regiona agreements are coming up for renewal, and may make similar statements.
In other EC activity areas (e.g. trade and fisheries) there are also similar statements about the need to
ensure coherence with external relations and development policies. (See Annex [V.)

Challenges of policy coherence
Seeking coherence

There is a need for the EC to address two main types of coherence between development policy and
(a) externa policies of the RELEX family e.g. trade or foreign policy; and (b) internal Community policies

e.g. Common Agricultural Policy (CAP), Common Fisheries Policy (CFP).

In the area of external policies the Everything but Arms (EBA) initiative is an important example of
the EC trying to achieve greater coherence between trade and development policy. The remova of
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restrictions on the exports of least developed countries to the EU is widely considered a positive step.” The
challenge is for the least developed countries to meet the non-tariff barriers to market entry (e.g safety and
phyto-sanitary standards). Indications of the impact of this change are not yet available, as the EBA only
became applicable asfrom 5 March 2001.

The College of Commissioners adopted the Directorate-General for Trade (DG Trade) proposal
during 2000, following intensive consultations, firstly between departments and later between
Commissioners. The striking aspect of this initiative was the widespread interest it provoked. RELEX
Director-Generals discussed the EBA initiative before the Commission adopted the proposal and coherence
was thus actively sought. The ACP States were also consulted as soon as the Commission had formally
adopted EBA. It was discussed with them during meetings of the joint ACP-EC bodiesin the context of the
Cotonou Agreement. Although the least developed countries were not officially consulted, there were
systematic contacts with representatives in Geneva and several meetings were held with representatives in
Brussels after the adoption of the EBA regulation by the Council. NGOs were also consulted through the
Civil Society Dialogue mechanism of DG Trade. Within the EC, there has aso been a specific "socia
dialogue.”

While EBA is a positive example of seeking coherence, there are also situations when policy
incoherence may arise. Such situations particularly concern the internal Community policies (see below).
Causes may include the diversity of EC ingtitutions involved in the decision-making and insufficient
exchange of information and co-operation in policy formulation. Another cause might be when certain
interest groups are able to influence the decision-making process so that insufficient account is taken of
other stakeholders' interests. The following case studies highlight some of the challenges for the EC in
addressing such issues.

Textile trade and devel opment

Developing countries have been affected by different EC trade arrangements depending on their
geographical location and trade preference status. In the textiles sector, the Multi-Fibre Arrangement
(MFA) was signed under the auspices of the WTO in 1974 placing quantitative restrictions on imports of
textiles and clothing from low-cost countries. However, least developed countries were exempted from
quota restrictions under the MFA. In 1995, the Agreement on Textiles and Clothing (ATC) replaced the
MFA and made provisions to phase MFA out over 10 years (1995-2005) through progressive raising of
guotas and integration of products into the WTO. Although welcome overal for developing countries,
many of which will benefit, a few least developed countries are expected to lose, including Bangladesh.
(SeeBox 6 and Annex V1.)

1 It has been noted that the EBA may be extended to al developing countries in the near future. Although

this would assist these countries, it will erode any competitive advantage that the least developed countries
had.



Box 5. Bangladesh: trade in garments and development opportunities

EC market access for garments

EC co-operation with Bangladesh is guided by the EC’s development policy (2000), the ALA Regulation
(1992), the EC Strategy towards Asia (2001), the EC-Bangladesh Co-operation Agreement (2001), CSP
(2002-2006) and a raft of wider policies on trade plus secondary bilateral agreements and regional
agreements. These policies are broadly coherent in their objectives at a macro level, and Bangladesh has
benefited greatly in recent years from the economic growth generated by quota-free access to the EU
market for its ready made garments (RMG). Over the past couple of decades, Bangladesh has also
benefited from the EU’s Generalised System of Preferences (GSP), which provided for duty free access for
all semi-manufactured and manufactured goods originating in least developed countries. In 1986
Bangladesh signed a bilateral textiles agreement with the EU, which confirmed its preferential access for
textiles and garments. Since the mid-1980s, Bangladesh has achieved moderate success as an exporter
of Ready Made Garments (RMG), which constitute 70% of exports, especially to the EU. The main reasons
for Bangladesh’s success has been the low cost of its garments to EU consumers due to its cheap labour
and duty free status.

Threats to the garments trade

The EC’s arrangements for rules of origin make it particularly difficult for Bangladesh, which still imports a
higher percentage of textiles than are allowed under the EC rules. The Government of Bangladesh argues
that, with the previous arrangements there have been backward linkages from garments so that the supply
of buttons and stitching thread, with the support of foreign investment, is now 100% Bangladeshi. The
government further argues that, if the proportion of allowed imports were increased, Bangladesh could still
be competitive in the EU market and would further increase the proportion of Bangladeshi material.” The
EC might help the Government by improving the competitiveness of RMG; by putting in place measures to
protect the poorest from a loss of livelihood; and by reducing dependence on RMG through diversification
of the export sector and taking advantage of the preferential arrangements under the EBA.

Nonetheless, Bangladesh is expected to lose out to new developing country competitors, such as India,
Indonesia and Pakistan (and China when it joins the WTO), which will be in a position to increase their
exports to the EU when quotas are removed. These countries also have low labour costs and are likely to
be more competitive than Bangladesh as they have their own domestic textiles industry (to supply the
garments industry) and in some areas are more efficient due to better infrastructure, marketing etc. The
losses that Bangladesh is likely to suffer will include a decline of export earnings and a loss of employment
for many thousands of workers, primarily female. Such losses would undermine several of the EC’s
development co-operation objectives in Bangladesh, including poverty reduction, gender equality,
economic growth, and improvement of social indicators (health, education, nutrition and population).

New opportunities offered by the EBA

The EBA offers an opportunity for Bangladesh to diversify its exports to compensate for the likely losses of
RMG exports. The options for Bangladesh in ensuring competitive export diversification are limited so the
full support of the EC development co-operation and trade co-operation is needed to tackle the challenges.
One of Bangladesh’s major products with export potential is rice, but since this is a sensitive product,
access to the EU market will not be fully liberalised until 2009 under the EBA. The EC may be able to help
Bangladesh identify other opportunities through its development co-operation.

2 Interview with the Minister of Finance, 10/3/2002.
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The EBA initiative opens up new opportunities for all least developed countries. EBA has removed all
the quantitative and tariff barriers to the EU market for least developed countries with the exception of
bananas, rice and sugar where transitional periods have been agreed before full liberalisation is granted.
The objective is to enable the least developed countries to achieve higher economic growth and better
integration into the world economy by increasing and diversifying their exports. There are, however, some
non-tariff constraints, such as rules of origin.®> Many developing countries are involved in the added value
processing or manufacturing, but many of the raw materials may originate from non-least developed
countries. If the proportion of raw material from non-least developed countries is above 50% they are not
accorded preferential treatment. In practice, the benefits of the EBA to least devel oped countries depend on
two critical factors - the extent to which the initiative represents an improvement on their current terms of
access to the EU market; and their capacity to increase their exports of the newly favoured products.

Development effects of the Common Agricultural Policy

The CAP requires the EC to dispose of surplus product on the world market through the use of
subsidies. The EU market is also protected from agricultural imports. There are also tariff and non-tariff
barriers to developing countries trying to increase and diversify their exports to the EU. Since the late
1980s, these arrangements of the CAP have been criticised for the adverse effects of developing world
agriculture, livelihoods and food security. Specific cases of EU export subsidies that have been criticised
include: Beef exports to coastal West Africa in the late 1980s, Tomato concentrate to West African
markets (1999); Dairy exports to Tanzania, Brazil and Jamaica (1999); and Canned fruit and vegetables
undermining the South Africaindustry (1999).

The incoherence arising between development policy and the CAP in Burkina Faso illustrates very
clearly the adverse impacts that EU export subsidies on agricultura products could have on loca
development and the livelihoods of the poor. In essence, the CAP has, for decades, undermined the EU
Poverty Reduction programme in Burkina Faso, which not only included livestock development projects,
but other rural livelihoods projects managed by DG Development. (See Box 7.) Critics claim that the
subsidies were used later to market their products to southern Africa and then to Russia. The EC points out
that EU farmers in receipt of subsidies decide where to market their products; the Commission does not
regulate the flow of products to market.

The reductions of export subsidies made under obligations of the Uruguay Round Agreement on
Agriculture (URAA) implemented in 1996 had little effect, as EU subsidies remain very high, and since
this time, there have been several cases of export subsidies undermining local markets. The extent and pace
of liberalisation in the current negotiations of the WTO in the Doha Development Agenda agreed in 2001
will be important and it is also akey areain which to improve coherence.

Another key area concerns barriers to market access. The URAA reduced import tariffs on
agricultural products by 36%, with a minimum of 15%, by 1 July 2001. It also dtipulated that export
subsidies and volumes had to be cut by 36% and 21% respectively by 2001. It has had a limited affect on
the high EU tariffs. There aso still remain prohibitive non-tariff barriers. Reform of the CAP has been
proposed in Agenda 2000. There will be a review of the CAP in 2003, which may give the opportunity to
reduce the barriers to imports and subsidies on exports. Although this reform process was supposed to
include consideration of development interests, it has been estimated” that the level of aggregate reforms

3. Other constraints on trade include sanitary and phytosanitary safeguards on foodstuffs and agricultural
products.

Levelling the field; will CAP reform provide a fair deal for developing countries, Stevens C., Kennan J.
and Yates J. (IDS, 1998).

46



might actually have a dightly negative overall impact on developing countries as they will reduce some
distortions from which devel oping countries benefit and leave other important distortions unchanged.

Box 6. EU policy incoherence in West Africa, particularly Burkina Faso

EC co-operation with Burkina Faso is guided by a number of different policy and strategic documents including: the
EC’s development policy (2000), the Cotonou Agreement (2000), the Burkina Faso CSP (2001-2006), the EBA plus
secondary bilateral agreements and regional agreements. In terms of development co-operation, the EC has been
engaged in Burkina Faso for more than 40 years and has been the principal donor since 1997. Its new CSP for Burkina
Faso sets its strategy firmly in the country’s own national poverty reduction strategy (the DCSLP). The main areas of
EC intervention are: macro-economic support via budgetary aid (EUR 150 million) and sectoral support
(EUR 100 million) to the rural transport sector and rural development sector with a focus on food security.

Burkina Faso’s main industries include cotton lint, beverages and agricultural processing. Its agricultural products
include peanuts, shea nuts, sesame, cotton, sorghum, millet, corn, rice and livestock. In 1999, its total exports were
worth over USD 220 million and included cotton, livestock and livestock products and gold.

EU export subsidies on beef and Burkina Faso’s livestock industry

Burkina Faso has limited exports to the EU, but they had a thriving market in live cattle with their neighbouring
countries such as Ghana, Benin and Cote d'lvoire. During the 1980s, EU beef exports to West Africa increased
sevenfold due to the granting of export subsidies to EU farmers. The subsidised beef in the coastal regions of West
Africa was 30-50% cheaper than local cattle. Although the subsidies may have helped EU farmers, it had an adverse
impact on poor livestock farmers in West Africa, and critically damaged the local market for Burkinabé exports.

In 1993, European NGOs launched a campaign on EU subsidies on exported beef to West Africa, on the basis that it
was a clear example of policy incoherence under Article 130V of the Maastricht Treaty and undermined livestock
development projects financed through the EDF. The EC reduced the subsidies admitting there was incoherence.
According to a Commission paper (1994) on coherence in Community policies, "It is therefore necessary to take
measures to end the serious incoherence that exists between the agricultural policy and development policy of the
Community. Such measures are all the more urgent because this harmonisation is a duty imposed by the Treaty on
European Union" (Article 130V).

EU export subsidies on tomato concentrate

Despite the lessons apparently learned from the 1980s in West Africa, in 1999, EU farmers received subsidies for
tomato concentrate exported to West African markets. Again, as in the case of beef exports above, EU tomato
concentrate arrived in West African markets at lower prices than locally produced concentrate and undercut the local
market. This had a negative effect on both the local agro-processing industry and tomato growers.

The EBA covers a few important agricultural products for developing countries. Bananas, rice and
sugar are key exports for a many developing countries so liberalising access for these products to the EU
could have a positive impact on many developing countries. Nonetheless, these products are considered
sensitive for the EU. Thaose countries that have been exporting at high EU prices under the

Lomé protocols, such as Mauritius, Fiji and Guyana, will be losers in the new liberalised context and
the effect on them could be devastating. For this reason these product have been included on a phased
basis® to mitigate the adverse effects of rapid liberalisation of these products.

There are concerns about the effects of both protection and liberalisation on the other developing
countries (i.e. not the least devel oped), which are seeing an erosion of their preferences to the EU market at
the same time that duties are being reduced. Some of them are highly dependent on single products and

Bananas in 2005, rice and sugar in 20009.
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will need significant help with adjustment measures especialy to modernise or diversify their agricultural
production and economic base.

Reforming the Common Fisheries Policy

The Common Fisheries Policy (CFP) is concerned with the legitimate interests of the EU fishing
industry. The legal basisisin Article 33 of the Maastricht Treaty. The CFP covers all fishing activities, the
farming of living aguatic resources and the processing and marketing of fisheries products. The CFP
focuses on four main areas: a) the conservation and management of marine resources; b) fisheries relations
and agreements with non-member countries and international organisation; c) structural measures and
d) the common market organisation for fishery and aguaculture products. As an integral part of the CFP,
DG Fisheriesis tasked to conclude a series of bilateral fisheries agreements with third countries in order to
secure dternate sources for fish for the EU where there are problems of declining fish stocks and
over-capacity of fleets in home waters. This practice, endorsed by UNCLOS,® mostly involves a type of
financial compensation agreement, where the EC pays financia compensation to the country in return for
access rights. DG Fisheries argues that this cost is justifiable as it contributes 25% of Community fish
production, supports 40 000 jobs, relieves pressure on depleted resources and secures supply for EU
market. This type of agreement has been concluded with 15 ACP countries. (See Box 8.)

Box 7. Fisheries in Mauritania

The Coalition on Fair Fisheries Agreements (CFFA)’ had launched a campaign in 1999 regarding the re-negotiation of the EU
bilateral fisheries agreement with Mauritania, expressing concern over the depleting stock of Octopus, one of the key products in
Mauritania export earnings, of which fish products account for 50%.

Mauritania and the EU ratified a new Protocol in 2001, which renewed its fisheries agreements for 5 years from 1 Aug 2001. The
new protocol increases the authorised number of Community cephalopod boats by 30% and justifies this by the “departure of
Asian vessels' . At the same time, the Protocol contains many of the new provisions stipulated in the Green paper on the future of
the CFP (e.g. to monitor resources with the national fisheries research body, to increase surveillance, to give afinancial package to
develop artisanal fisheries).

Despite these provisions, the CFFA believes the new Protocol is fundamentally flawed, arguing that an investigation revealed that
the Asian vessels were loaned to Mauritanian fishermen on the basis of a commitment to certain yields. When loca fishermen did
not meet these due to dwindling stocks of demersal and cephal opod, these boats were taken back. Moreover, the CFFA claims that
the European Commission completely ignored figures on safe catch levels from the national Mauritanian Fisheries Research body
(CNROP) which set the maximum sustainable yield at 35 000 tonnes / year and recommended that the idea catch rate should be
20 000 tonnes / year. Even before the increase in vessels, the EU has been catching 26 000 tonnes a yesr, leaving very little for the
Mauritanian fisherman. CFFA argues this is a major reason for the fall of Mauritanian exports of octopus of 50% since 1993 and
why many ships are at a standstill.

Within the EC there were aso concerns. No impact assessment was carried out, even though it is a 'region of concern' for
DG Environment. This was apparently because it was a 'renewal extension’, rather than a new agreement and it seemed that
DG Fisheries was not obliged to follow their own new guidance in this case. Furthermore, information on the agreement was only
passed on to DG Development for ‘rubber stamp' approval after it had been signed. The Council of Ministers, after expressing alot
of concern, commissioned a study and then introduced a requirement to hold areview every three or four years.

e The UN Convention on the Law of the Sea (UNCLOS) states that coastal countries that are unable to fully
utilise or harvest fisheries resources within their Exclusive Economic Zone (EEZ) should alow other
industrial vessels (i.e. countries) access to surplus stock.

7. CFFA is a Brussels-based NGO including members from Friends of the Earth, Green Peace, European
Research Office, and others.




Although the CFP addresses the legitimate interests of EU fishing fleets and charges DG Fisheries
with its implementation, other parts of the Commission have interests in the CFP that are quite different
from those of DG Fisheries. In summary, the following have been the main criticisms within the EC of the
bilateral fishery agreements negotiated by DG Fisheries under the CFP:

The costs of EU Fisheries Agreements do not justify the ends. The EU Court of Auditors
is concerned with the efficiency of EC expenditure in achieving the policy objectives it sets
out. It argues that, not only does the Community pay large sums of money for rightsto fishin
the waters of third countries, but the EC also subsidises up to 80% of the cost of long distance
fishing fleets, with vessel owners only paying 20%.2 By 1996, the EU budget for international
fisheries agreements was EUR 280 million, up from EUR 6 million in 1981. Some
devel oping country governments themselves have at first welcomed the financial returns from
the agreements but have later regretted the effects on fish stocks and community livelihoods.

The agreements may undermine the development of the artisanal fisheries sectors in
many developing countries and therefore threaten the livelihoods and nutritional base of local
small scale fishing fleets and coastal communities. DG Development is responsible, under the
Cotonou Agreement, for increasing the means of protecting fisheries resources and
monitoring their exploitation and increasing the contribution of aquatic resources to
economic growth, food security and the fight against poverty. These objectives may be
undermined by the financial compensation’ in fisheries agreements that encourage
governments to open their waters to EU fleets despite the effects on local artisana fisheries.

Thereisadanger of over-fishing and further damaging declining fish stocks, especially
as there is often a lack of monitoring of catches and stocks. DG Environment is tasked to
ensure sustainability, particularly of natural resources, a core aspect of the Community. They
are increasingly concerned with depleting fish stocks worldwide and believe this is
aggravated by many bilateral fishing agreements, which do not involve adequate monitoring
of fish stocks. DG Environment is now pressing for a Code of Conduct for "Responsible
Fishing".

The Common Fisheries Policy is currently under review (from March 2001) and itsreform islikely to
be agreed by the end of 2002. The Commission’s Green Paper does recognise the need to take account of
development objectives and contains broad statements on the need to protect local small-scale coasta
fisheries and ensure sustainable stock management. However, in terms of concrete action to take, these fall
short of the expectations of DG Development and others. The actions listed are mainly technical assistance
to help with research, stock management and surveillance and the development of local professiona
organisations. Much more could be done including the systematic introduction of impact assessments.

Despite various commitments by DG Fisheries to take increased account of development interests in
the formulation of fisheries agreements,™® NGOs cite further recent examples of DG Fisheries not taking
sufficient account of development interests or implementing their own guidance. Vessel transfers to loca

8.

10

Subsidies come in various forms, including construction and modernisation of powerful vessels, costs of
access to other waters, and vessel transfers to non-EU fleets.

The annual disbursement of financial compensation is EUR 280 million and, in particular countries, the
compensation may be greater than all European aid.

Examples include concluding ‘second generation’ agreements with the aim of greater involvement of
partner countries; provisions to protect local coastal fishing; help with scientific research; the commitment
that it will promote the consultation of traditional fishing communitiesin the use of EU funds. Commission
Communication on “Fisheries and Poverty Reduction” (November 2000).
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boat owners reduces the overcapacity of the EU fleet, but contributes to over-fishing and increased
competition, especially considering the power and capacity of the large trawlers (e.g. Mauritania and
others). Insufficient impact assessment is made of the local fishing industry and stock levels (Mauritania
and others). EU market access via tariff reductions was made conditional on the signature of a bilatera
fisheries agreement (South Africa).

The EU has come up with a range of solutions to address the issues outlined above and to improve
coherence. The CFFA has also made suggestions to the EU (see Annex 1V).

EC ingtitutional mechanismsto strengthen coherence

The huge task of reforming the EC isin progress. The aim of the reformisto clarify the mandates and
responsibilities, strengthen accountability, improve efficiency and develop greater transparency. Although
the white paper on reform does not specifically refer to ‘improved coherence,' this will be one of the
outcomes of the reform. Coherence, co-ordination and complementarity were set out in the Maastricht
Treaty™ to ensure effective policy development, programming and implementation. Through the reform
process in the EU generally and the Commission in particular, improved coherence will result from new or
modified institutional mechanisms:

Overadl governance of the EC programme was described in Chapter 1. Coherence issues arise in
relation to the discussons between Member States in the Council of Ministers and the different
Management Committees for the various programmes (EDF for the ACP countries, ALA for Asia and
Latin America etc). In essence, the regional programmes are now comparable since they are al within the
Development Policy framework focused on poverty reduction, but in practice Member States also have
different interests, which, in the EC context, have expression in the Committee discussions. Taking the
Mauritanian fisheries as an example, some Member States may primarily have interests in fisheries
production for EU consumers, while others, without large fisheries interests, may primarily express general
scientific and development issues.™ All these interests need to be expressed in the Committee discussions
so that the EC can address primary concerns with coherence. The case studies above also demonstrate the
importance of the Court of Auditors for bringing forward issues of coherence.

The different composition of the regions, the different priorities, Commissioners and DGs, also mean
that there are different perspectives within the Commission. The regional programmes aso have their own
regulations but there has been a process to harmonise these in recent years. The RELEX “family” was set
up in 1995, and EuropeAid established in 2001 to harmonise implementation. The RELEX family operates
formally at the level of Director General and Commissioner, with the intention of assuring coherence on
horizontal questions across the area of external relations. It operates as a kind of inter-service consultation
mechanism with civil servants from the different RELEX DGs producing briefings on the policy issues of
interest to more than one DG. DG RELEX contains a Secretariat to this family known as the RELEX
Planners. When there is a difficult external relations coherence issue to resolve, this group takes the

1 Article 130U of the Maastricht Treaty (which became Article 177 in the Treaty of Amsterdam) sets out the

objectives of EC development co-operation as. i) the sustainable economic and social development of the
developing countries, and more particularly the most disadvantaged among them; ii) the smooth and
gradua integration of the developing countries into the world economy; iii) the campaign against poverty
in the developing countries. The "Coherence Article 130V" in the Treaty of Maastricht (which became
Article 178 in the Treaty of Amsterdam) obliges the Community to take account of its development
objectivesin the policies that it implements, which are likely to affect developing countries.

2 Interviews suggested that Germany was the prime exponent of developmental and environmental interests

in the discussions of the renewal of the CFP agreement with Mauritania, while Spain expressed the EU
producer and consumer interests. On other issues, Member States may express different priorities.
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decision. Europe Aid is the implementing arm of the RELEX family and has a mission to develop the
programmes to match the policies, assess the resources required for them and manage their implementation
in conjunction with key workers in the field. Already employing over 1 000 staff, it is expected that this
will expand in the near future. It carries out a wide range of implementation functions, some of which can
contribute to the 3 Cs. (See further information in Chapter 5.)

The role of the RELEX family in policy coherence has been criticised because it focuses only on
external Community policies so it misses some key incoherence issues arising from internal Community
policies (e.g. fisheries - CFP, agriculture - CAP). Its mandate is limited to examining new policies, not
exigting policies, so it tries to ensure that new policies are coherent with old policies that may need reform.

The RELEX family now has a new role in producing the new Country Strategy Papers (CSPs). In
principle, this role should overcome the criticisms made above because of the innovations about policy
coherence in the CSP. Commission guidance on CSPs, in June 2000, stipulated that the section on the EC’s
co-operation strategy should contain a*“ coherence paragraph” in which the EC “policy mix” in acountry is
explained, covering the various linkages and identifying any incoherence. For example, this section should
include, for the ACP, alook at future negotiations on EPAs if appropriate and deal comprehensively with
trade issues affecting the country. (See Box 9.)

The CSP and the process of checking the policy mix will require attention to the established
inter-service consultations with other DGs. This is an important ingtitutional mechanism for bringing out
coherence issues. Consultation often takes place informally, even before the official process of consultation
when putting forward a Communication to the Council and Parliament. This consultation process is aided
by the drive to aid the Commission's effectiveness in information exchange and procedure simplification,
and serves as a central tool for embedding coherence. The new internal information system and integrated
web site, allows a more effective, integrated user-friendly search system, which not only identifies the
Units, but also 'focal points and the 'Country teams' organised around each CSP.

The quality of the CSP is being examined by a new service, the Interservice Quality Support
Group (IQSG). The iQSG has a President, nominated by the RELEX Commissioners and
12 representatives, in their personal capacities, from external relations DGs. A Secretariat consisting of
three civil servants has been set up within DG Development charged with drawing up the annual work
programme, preparing meetings, documents and reports. Operational since 2001, the iQSG is a
quality-screening body that focuses on the programming process for externa aid and in particular the
establishment of the EC’'s country and regiona strategies. Its mandate is “to ensure that programme
documentation (and periodic revisions) respect minimum quality standards, the results of evaluation
studies and the objectives set by the RELEX group of Commissioners’ (Commission Communication, 16
May 2001, Part 2.1). One of the many quality control functions of the iQSG is to ensure that the issue of
coherence is comprehensively dealt within programming documents such as the CSP. (See Box 9.)
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Box 8. “Policy Mix” in Country Strategy Papers

“The principle of coherence or consistency with other EU Policies requires attention... Starting with overall assessments of the
EU’s dtrategic priorities, to be reflected in comprehensive ‘Strategic Framework Papers’ programming should subsequently
produce the right ‘policy mix’ for each country or region incorporating both external assistance and other Community/EU policies
and priorities (trade, CFSP etc). The linkages between external assistance and other Community policies in fields such as fishery,
agriculture, commerce, conflict prevention, food security and migration should, as appropriate, be examined and dealt with in this
section ...” (The Reform of the Management of External Assistance”, Commission Communication, May 2000.)

In May 2001, the RELEX planners issued an informa guidance note on achieving the right ‘Policy Mix’ in Country Strategy
Papers (CSPs), “CSPs and Policy Mix: Guidelines for the examination of the issue of Policy Mix in Country Strategy Papers.”
This informal paper says that CSPs, in considering how EC resources should be spent in a partner country or region, must take
account of amuch broader range of issues and must consider whether the overall policy mix is satisfactory or not. However, asit is
unredlistic to expect the CSP itself to contain a full analysis of all Community policies, it should therefore just contain a summary
of the analysis and conclusions. Instead a special and non-public analytical document should be the vehicle for a candid assessment
of EU policies. Thiswould be considered by the iQSG and RELEX DGs and RELEX Commissioners.

The formation of the iQSG is undoubtedly a positive move. Although the group is fairly new, it has
already screened 115 proposals which led to the adoption of 50 CSPs with a clear and recognized
improvement of their quality. Constraints on the ability of the iQSG include a huge mandate of which
coherenceis avery limited part and the understaffing of the responsible Secretariat in DG Development for
the amount of work.

A ‘foca point’ on coherence has also been set up in DG Development to screen other DG’s policy
proposals for their consistency with development policy. It was suggested to this peer review™ that Quality
Support Groups (QSGs) will be set up in each external relations DG to help develop the ‘policy mix’
non-papers for presentation to the iQSG and RELEX Group aong with the CSPs. However, the EC
subsequently points out that this suggestion is not aformal proposal and none have been planned.

The Evaluation Unit is now required to report directly to the Board of Commissioners for EuropeAid.
It is programmed to conduct several studies relating to coherence issues discussed above'. (See also
Chapter 5.)

Future considerations

Although there are good arrangements in place for looking at the coherence of new policies, there are
major challenges with regard to examining existing interna Community policies (e.g. CAP and CFP).
These policies are under review by the EC, and the RELEX family could make strategic aliances with
other concerned DGs to highlight the various coherence concerns. At the same time, it may be necessary to
strengthen further the linkages between concerned DGs by establishing clear focal points and facilitating
the devel opment of information exchange, including through intranet and internet.

The CSP plays an important role in stimulating inter-service consultations between different DGs and
for raising issues of coherence for Member States in the Management Committees. Questions arise whether

B Peer Review interviews with EuropeAid in Brussels, February 2002.

14. Studies include the 3 Cs: Coherence, Complementarity and Co-ordination (with member states 2001-04);
the linkage between fishery agreements and poverty reduction (2002); the effects of trade policy on
development (2003); the links between environment and development (2004); and the ‘Policy Mix’
synthesis (2005).
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the roles of Commission services and Member States at these different levels are satisfactory. To what
extent should the Member States be focusing on strategic issues, such as overall EU interest and policy
coherence, rather than on the details of country policies? To what extent should DGs be able to address all
relevant policy coherence issuesin policy and programming documents?

The CSP also has a central role in providing a framework for analysing policy coherence issues, and
identifying the areas of incoherence. However, the EC recognises that the CSP cannot address al the
relevant issues, and that the analytical capacity of the “Country Team” and of the iQSG to highlight the
causes of incoherence and to make recommendations is necessarily limited. The issue of analytica
capacity, staff skills, and training is taken up again in Chapters 5 and 6, and here we note that these issues
also encompass the need for capacity in policy coherence issues.

Linked to the above question of analytical capacity is the capacity of the EC to monitor policy
coherence and to evaluate impact. The studies of the Evaluation Unit have been noted favourably, but there
appearsto be a staffing deficit to ensure the capacity of the EC staff to monitor the emergence of coherence
issues and to feed results back into policy and programming discussions. The extent to which these issues
might be addressed by “deconcentration” may also be considered in Chapters 5 and 6.

53



FRANCE

THE COHERENCE OF DEVELOPMENT ASSISTANCE POLICY

Development assistance and the tying of aid
Tying aid reduces its effectiveness

Virtually all of France's bilateral aid, except for debt relief, is tied to the procurement of goods and
services originating in France, or recipient countries, and France therefore considers it to be partially
untied. But it is not considered as partially untied under the DAC definition, for to qualify as such most
developing countries would have to be eigible. Nevertheless, this* clause of origin”, asit is also known, is
worded so as to alow French aid to cover the local costs of projects without limitation, except in the case
of financial protocols, which generally set a ceiling on such costs. However, investment financed through
aid generally involves the importation of capital goods that can only be supplied by French firms (when
they are unable to do so, exemptions from the clause of origin are generally granted, with the approval of
the Adviser for Commercia Affairs). Furthermore, these capital goods are often in fields in which
competition among French companiesis relatively limited or non-existent, or can be circumvented through
agreements between companies. In addition, in some sectors or sub-sectors there is only a single company,
which can raise costs substantially and obviously lessens the effectiveness of aid.

A report submitted to the Prime Minister by Yves Marchand in 1996 entitled Afro-realism: An urgent
call for a new enterprise policy in Sub-Saharan Africa, considered that the following disadvantages of tied
aid judtified its abolition:

— Tied aid redtricts the recipient country’s freedom, without guaranteeing the quality of the
products concerned.

— It lows down the aid process because of the complexity of supply-source verification (since
most industrial goods contain imported components, it is the criterion of overall value added,
the bulk of which must be of French origin, that was selected in practice, but thisis difficult to
verify).

— Captive markets are not a good commercia reference for firms vis-a-vis their clientele.
— Theuntying of aid at the EU level would certainly be advantageous for France.
Four years after this proposal, it must be admitted that nothing has been done to untie aid, even
though all the system’ s actors are convinced that thisis a necessary step. But the lobby of the major French

corporations and of the Mouvement des Entreprises de France (MEDEF), through the DREE, seems
sufficiently powerful to have been able to block all attempts to do so thus far.



The DAC initiative on untying aid to the LLDCs

In 1998, the High Level Meeting of the DAC approved the decision to work on a recommendation on
untying aid to the LLDCs. Since then, DAC Members have agreed on a number of the recommendation’s
provisions, in particular the list of most of the ODA activities to be covered and the provisions for ensuring
transparency and equality of treatment. However, a full consensus could not be reached at the 1999 High
Level Mesting.

France laid down four conditions for its joining the consensus on a draft recommendation:

— Maintaining the level of aid to the LLDCsis akey concern for France. It considers that the aid
effort in favour of the LLDCs isinsufficient and that further reduction would be unacceptable.
France cannot be satisfied with the draft recommendation’s commitment to maintain ODA
levels to the LLDCs and to ensure that aid allocations to the LLDCs will not decline as result
of this initiative. Instead, France proposes an incentive mechanism defining an eligibility
threshold for the untying of aid. This envisages that only those DAC member countries whose
ODA/GDRP ratio to the LLDCs is equal or superior to a certain threshold, which might be
fixed at the average of DAC Member countries, i.e. 0.03%, would untie their aid between
themselves.

— The complete exclusion of technical co-operation is considered to be another essential
condition in order to preserve a sense of national involvement in development assistance in
public opinion and among policy-makers in donor countries.

— Food aid must be covered, since there is no justification for excluding it asit is agenuine form
of development assistance. Any recommendation must therefore provide for covering this type
of aid on the basis of awell-defined timetable.

— European Community aid should be excluded from the coverage of the recommendation.

At the 1999 High Level Meeting, DAC Members expressed their commitment to continuing to work
towards a recommendation, an objective supported by the annual OECD Ministerial meeting and the G8
Summit in Cologne. A substantial magjority of DAC Members do not share France's views on untying.
These Members are in agreement on the basis of a consensua recommendation, focusing on the
similarities between the different approaches proposed by Members or groups of Members. But
considerable efforts are ill required to meet the concerns of the other Member countries and reach a
consensus at the High Level Meeting in May 2000. France's position will be decisive to the success of the
efforts to reach a consensus in DAC on this major initiative for improving the quality of aid to LLDCs, in
line with the DAC' s partnership strategy.

Development assistance and cultural policy
The cultural dimension of French co-operation policy

France considers that the cultural dimension is an essential component of its international
co-operation policy. The importance that it attaches to this dimension is based on the view that
globalisation is a factor that exacerbates cultural competition. The document presenting the aid reform
contains an analysis in this regard that underscores the risk of a dominant culture being spread by the
market economy, possibly prompting reactions of rejection. It observes that the market-based approach has
now expanded beyond the audio-visual sector to new fields, such as the higher education market.
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This document also points out that the “cultural” field is continualy expanding. Starting from the
initial core of the fine arts and language, it has progressively broadened to include scientific and
technological knowledge and then, with the audio-visua sector, the field of entertainment. It has
subsequently spread to the field of sports, so that culture now encompasses the overall image of a country.
Similarly, the number of actors has multiplied, with many entities becoming involved, such as multilateral
organisations, loca and regiona authorities, NGOs, foundations, companies, universities and other
ministries. Lastly, there has been a diversification of the means of transmitting culture, new media having
been added to the traditional transmission networks (cultural institutes, primary and secondary schools).

In aworld that must remain multi-polar, the Francophonie is considered to be an essential component.
It has to constitute an area of linguistic and cultural co-operation that is capable of meeting the key
challenges of the modern world, such as the information society, Internet and the audio-visual sector. The
document referred to above also stresses the fact that “if they are to be dynamic, societies must be able to
have a cultural project that gives equal emphasis to creative initiatives and national cohesion. Openness to
the modern world, coupled with values of solidarity and sharing, explain the attachment to the aim of
promoting the culture of the French-speaking world. But it must now be convincing to the elites in these
countries as well as responsive to the needs of their populations’. This approach explains why the full title
of the minister in charge of aid isthe Minister for Co-operation and the Francophonie.

In the eyes of those responsible for co-operation, this analysis justifies placing cultural co-operation
on the same level as development co-operation. In particular, it justifies the fact that “in the present
competition situation, one of the priorities must be to strengthen the media and support the audio-visual
sector abroad. The new information and communications technologies, which are indispensable tools for
conveying knowledge, sharing know-how and providing training, will also receive specia attention. They
should facilitate access to scientific and cultural information for all development actors and to the
exchange that they expect the Francophonie to be able to provide”. The network of cultura institutions,
centres and Alliances Francaises plays akey rolein this regard.

I mplementation of cultural policy

In the field, cultura co-operation takes many forms. As the same document again points out: “relying
on the world's foremost network, which is highly operationa and field-based, cultural, scientific and
technical co-operation carries out co-operation projects, participates in university programmes, organises
cultural events and sponsors numerous exchanges of grant-holders, trainees and experts on the basis of
mutual interest”. In practice, however, it is very difficult to determine the share of cultural co-operation in
France's ODA, since it is not listed among the sectors into which the ODA reported to DAC is broken
down. It islikely that some of these amounts are not reported to DAC, that some are reported as non-sector
allocable aid (the annua average of non-sector allocable aid was USD 113 million in 1997-98), and that
most are reported under education. Chapter 4 described the main components of this very important
segment of French aid, in particular educating foreign pupils in French primary schools, the costs incurred
in enrolling foreign students in the French higher education system and scholarships and grants. As part of
the effort to promote French higher education, a new agency called Edufrance has just been set up. By
bringing together the MFA and the Ministry for National Education, it should play a role in
professionalising the international initiatives of French universities.

The difficulty in making at an overal estimate is aso due to the fact that the French presentation of
the budget does not match the breakdown of the different DAC sectors. According to the categories listed
in the report appended to the 1999 budget recapitulating appropriations for co-operation in 1998,
appropriations to the MFA in this field in the initial Finance Act were as follows. subsidies to public
ingtitutions, FRF 504 million (USD 85 million); cultural, co-operation and research ingtitutions abroad,
FRF 225 million  (USD 38 million); cultural and scientific  co-operation, FRF 1.12 billion
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(USD 190 million); and subsidies to audio-visual operators, FRF 538 million (USD 91 million).
Expenditure on development research, which forms part of the budget of the Ministry for National
Education, Research and Technology, amounted to FRF 1.17 billion (USD 200 million). In all, tota
expenditure on cultural co-operation very broadly defined, but consistent with France' s conception thereof,
can be estimated at just over FRF 6 billion, or approximately USD 1 billion and 17 to 18% of France's
ODA.

Cultural co-operation: complementarity or coherence

On-site visits confirmed the diversity of the initiatives suggested by the information provided above.
In fact, this diversity raises a problem, for it means that cultural co-operation is highly fragmented among
many small initiatives and small projects. Even though they all are aimed at promoting France’s cultural
policy, they do not seem to be adequately co-ordinated or to form part of an overall plan.

Other programmes of a cultural nature are aimed at promoting local cultures (see Box 5). However,
these cultural development initiatives are carried out through the same channels used to promote the
international cultural policy of France abroad and in the French-speaking world, i.e. the extension of
French culture. This twofold responsibility can create confusion, at least in the perception of other
development actors, which complicates the comprehension and visibility of cultural development. What is
more, athough cultural development and cultural co-operation in the broad sense are in no way at odds
with development co-operation, one may well wonder how these activities are directly related to poverty
reduction. Furthermore, most of those we met in the field agreed that cultural co-operation and poverty
reduction require separate approaches and, even though the two types of initiative are complementary, they
cannot be combined within a single basic objective.

BOX 9. Aid to Cultural Development

The French position. Traditional development aid is insufficient without additional measures to strengthen
the capacity of developing countries to modernise. Consequently, culture is intimately connected with
development inasmuch as it determines these countries’ ability to adapt to change, and especially to the
change triggered by the development process. In fact, artists often treat themes dealing with the changes
in the society in which they live and become spokespeople for their compatriots. Development cannot be
lasting unless society perceives it as a positive process and accepts the forms it is taking and unless it
contributes to social cohesion. Artistic creation, the appreciation and promotion of a people’s cultural
heritage and active involvement in audio-visual media are all part of the development process. So it is the
ambition of cultural development to make the cultural sector one of the actors of social development.

The identity of the peoples of the world and their resulting diversity are an essential aspect of the French
conception of development and are promoted by international co-operation. One of France’s objectives is
to enable its partner countries to resist the globalisation and homogenisation of cultures. Furthermore,
culture is one of the means of enabling the population to participate directly in development. Together with
support for democratic institutions, freedom of cultural expression is a means of promoting democracy and
good citizenship. Consequently, culture, which is seen as a key aspect of social and economic
development, has a very important place in French co-operation.

Lastly, culture is an economic sector open to civil society and individual initiative that contributes to job
creation and requires relatively little capital.

The objectives of cultural development. The objectives of cultural development are to help countries
design and implement a cultural policy, to promote cultural goods in sub-regional and international
markets, to support private creation initiatives (such as cultural enterprise incubators) and to promote the
training and professionalisation that are the essential to pursuing an artistic career.
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The actors of cultural development. The policy of supporting cultural development is implemented in the
field by French cultural centres, bi-national cultural centres, Alliances Frangaises, technical assistants and
experts working in co-operation projects and actors in the field of intercultural dialogue. Technical
assistants are part of national structures and appear in the organisation charts of the national Ministries of
culture. They operate within the framework of a letter of engagement, drafted jointly with the host country,
and thus come under two separate sets of administrative authorities.

Nevertheless, a number of questions remain unresolved. French initiatives in this field are still not fully
consistent with those of multilateral development agencies and an effort should be made to ensure that
they are more complementary. In addition, these activities are not currently being evaluated since the
criteria for such an evaluation have still to be defined.

An example of aid to cultural development is the project for supporting the production, promotion and
diffusion of the performing and visual arts of contemporary Africa, for an amount of FRF 17 million
(USD 2.8 million). This project made it possible to found the “Sanga” African dance festival organised by
the Association “Afrique en création”. Described by the French press as an “historic event”, this festival
was preceded by extensive preparation and workshops throughout Africa, and involved some 60 dance
companies from Tunisia to South Africa; it “revealed to the rest of the world African artistic expression as a
combination of tradition and modernity”. Following the third festival held in November 1999, the winning
African dance companies were able to go on a European tour.

Mention should also be made of the support granted to the Hanoi Ethnographic Museum and to African
museums.

Investment in the oil sector: theinconsistencies
The National Assembly's recent information report

To ensure a secure supply of energy, and of oil in particular, has always been a challenge for the
industrial countries. Like other countries, France has therefore supported the efforts and projects of the
major French oil companies, particularly by granting development aid or more directly official aid and
guarantees for projects to exploit hydrocarbons in producer countries. This largely explains the magnitude
of the development aid -- over and above the financing and guarantees directly provided by oil companies -
- received by countries such as Gabon or the Congo, and even by Angola in the early 1990s, or the
inclusion of Nigeriain the ZSP.

A parliamentary fact-finding mission recently examined these issues. Its investigations were prompted
by the proposal that a commission of inquiry be established to take stock of the activities of the company
Elf-Aquitaine and its subsidiaries in African countries and their impact on France's relations with these
countries. The report, approved by the National Assembly’s Foreign Affairs Committee, was published in
November 1999. It is entitled Reconciling Oil and Ethics, and is critical of how oil companies intervenein
developing countries and of the support they receive from the French Government.

The report analyses the impact of oil on France's African policy, and “calls for more transparent
management of relations between France and Africa in the name of ethics and the interests of France and
its companies in these countries’. It considers “that in Africa, the revenues generated by oil have not
contributed to development, for heads of state have used them to buy arms in Angola and
Congo-Brazzaville. In Gabon, Cameroon and Nigeria, it is difficult to say how oil revenues were used,
since the debt has grown, the populations have become poorer and infrastructures are in a deplorable state.
Dictators maintained in power, corruption, latent violence, repeated violations of human rights and
deterioration of the environment -- this is the sorry record of oil operations in all of Africa, part of Latin
Americaand certain Asian countries”.
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The report also points out that some of these countries have scant respect for human rights and that
corruption is rife in mgor international oil contracts, which are rarely awarded without paying large
commissions. Lastly, the exploitation of oil is often harmful to the environment, mainly but not exclusively
in producer countries. The report concludes by stating, inter alia, that “the parliamentary mission considers
that all too often an “exception” has been made when oil has been involved (in Burma, Nigeria, the Congo
and Cameroon), for, whatever the amount of funds invested and the quality of projects, development and
poverty reduction are not easily reconciled with the existence of armed rebellions, latent civil wars and
corrupt dictatorial regimes’.

The report’ s recommendations favour a more coherent approach

The report states that “the rules of conditionality of official aid granted to oil projects must be applied
more stringently. The mission considers that the economic interest of an oil project is not in itself an
adequate criterion in terms of development and poverty reduction. For the official aid granted by French
ingtitutions to oil projects in the ZSP to be effective, the rules of conditionality must be strengthened
upstream, by requiring that the recipient country have adopted legislative measures to include oil revenues
in the budget before disbursing the aid, and by ensuring that aid is managed transparently, that parties
injured by the exploitation of hydrocarbons receive compensation and that environmental standards have
been put in place”.

To achieve greater coherence, the report recommends “that Parliament be informed of decisions to
grant official aid and guarantees to projects for the exploitation of hydrocarbons, as the rules of
conditionality currently in force appear to be insufficient. Being based on economic criteria, they do not
take the social and environmental impact of the exploitation of oil sufficiently into account. The Agence
Francaise de Développement cannot continue to help finance oil projects in indebted countries that use
these ail revenues to purchase arms, that manage them opaguely without including them in the budget or
use future production as collateral to abtain loans. Good governance and respect for human rights must be
the prerequisites for granting official aid for projects of this kind”. The report also considers that “the
existence of a double standard regarding respect for human rights, anti-corruption laws and social and
environmental standards is not acceptable. France must encourage the extension of anti-pollution
agreements, combat social dumping and co-operate with its partners in fighting corruption”. The use made
of the ail rent is being considered from a number of angles, and the DAC encourages France to pursue
these efforts.

Lastly, the parliamentary mission suggested encouraging dialogue between multinationals and
associations for the defence of human rights. It recommended that a body be created to monitor the
enforcement of social and environmental standards by firms, and that a human rights bureau be established
in the Ministry for Foreign Affairs to provide interested firms with information on such ethical issues and
to liaise with NGOs.

Development aid and policiesfor defending democracy and human rights

France is the home of human rights and traditionally defends them vigorously. But in 1990, with the
President of the Republic's la Baule speech, there was a change in policy that established a link between
eigibility for French aid and democracy in the recipient country. In this perspective, France has placed
increasing emphasis on good governance and promotion of democracy and the rule of law, including on a
regiona basis. The link between aid and democracy was reaffirmed in what was known as the “Balladur
doctrineg”, formulated in September 1993, which sought to ensure that aid was only provided to countries
that were correctly managed, enjoyed civil peace and had democratic regimes.
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This “democratic conditionality”, which makes the granting of aid, or at least the amount of aid,
conditional upon the recipient country’s respect for democratic principles, began to be applied at that time,
to Togo in particular, where co-operation was suspended. In 1995, the doctrine shifted due to a more
flexible interpretation of democratic conditionality. This interpretation, which is shared by other DAC
Members, consists of considering that conditionality does not apply to al types of aid, but only to direct
aid to governments, i.e. only budgetary aid in the broad sense (together with structural adjustment aid).
However, all forms of project aid (including in the form of aid to government) may be maintained because
it is considered to be primarily of benefit to the population.

This greater flexibility seems to go together with a determination not to become involved in complex
situations, but to stand back and take stock. In some cases, such as Togo, French co-operation has been
slowed down, asis currently the case. But it is sometimes difficult to envisage stopping French aid in franc
area countries, where it might lead to an economic collapse that would have systemic consequences. The
French position is aimed instead at fostering the process of democratic change. France also generally
supports the decisions of the European Commission, which has become more stringent in this regard since
the revision of the Lomé IV Convention. It has reinforced its own action in this field in recent years.
However, the composition of the ZSP raises some questions regarding the application of democratic
conditionality.
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GERMANY

POLICY COHERENCE

A key feature of German development co-operation is its effort to attain coherence between national development
policy and the other national policies related to it. Policy coherence principles have been re-affirmed at the highest
political levels, including Parliament, and special leadership responsibilities have been given to BMZ. Because of the
multiplicity of actors, possible domestic political constraints and the limited political base of the BMZ, the
implementation of effective policy coherence will undoubtedly require a sustained political commitment in the years to
come.

Germany’s approach to developmental policy coherence

The BMZ has regularly stressed the need for greater policy coherence in its official statements and
documents. For example, as early as 1992, the BMZ raised the issue of EU subsidised beef exports by first
commissioning an in-depth study on their impact, then worked to raise the consciousness of the Federa
Ministry of Agriculture, which then supported the decision in the EU Council for Agriculture soon
thereafter to lower the size of export subsidies. The coherence issue has been a topic of periodic debate
within the Parliament over the last several years, but particularly since 1998. Parliament has periodically
sought to further strengthen the BMZ position to influence overal government support for development
policy coherence.

Box 9. Coherence: 1998 Coalition Paper Statement of Vision

“The new Federal Government will further develop the basic guidelines of existing German foreign policy”,
including “the promotion of lasting development in all southern countries. ... In the face of new economic,
technological, social and ecological challenges it will develop its foreign and security policy as a
contribution towards safeguarding our global future. ... It will be guided by a commitment ... to an
economically, ecologically and socially just balance of interests between the regions of the world and the
world-wide observance of human rights. Development policy today is global structural policy, aiming at the
improvement of the economic, social, ecological, and political conditions in developing countries. It is
oriented towards the guiding principle of global sustainable development. The new Federal Government
will reform, develop, and improve development policy along these principles, ensuring the coherence of
this policy among the different ministries. The current scattered nature of tasks of development policy will
be removed. Authority will be concentrated in the BMZ. The BMZ will from now on be the leading actor in
guestions concerning EU-development policy. The BMZ is to become a member of the Federal Security
Council. The new government wants to commence a reform of foreign trade promotion, in particular the
issuing of export guarantees (HERMES) according to ecological, social, and developmentally conform
aspects. Internal debt relief initiatives for the world’s most impoverished and indebted countries will be
supported. The new Federal Government commits to a new orientation for IMF and World Bank structural
adjustment policy, following criteria of development conformity and ecological sustainability. International
economic regimes such as the WTO and the planned Multinational Investment Agreement (MIA) have to
be re-designed according to ecological and social criteria.”

Upon taking control of government in 1998, the entering political coalition proposed broad reformsto
“renew Germany” along the lines of its Coalition Agreement. The vision embodied in that Agreement was
interestingly specific in relation to development policy (see Box 2) and advocated a fairly radical
re-orientation of international relations towards “Global Structural Policy” and the concentration of
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authority for leadership of development policy in the hands of the BMZ. This political statement of vision
has proven to be an important starting point for the series of subsequent actions that are building toward an
operational framework for developing country policy coherence. Nevertheless it needs to be remembered
that the BMZ cannot act alone in matters of development policy coherence. It has yet to sufficiently
develop the anaytical capacity necessary to carry out its substantive mandate, and frequently needs to
argue its case with more powerful ministries within the German system. As it progressively operationalises
its growing mandate for policy coherence, the BMZ has aready learned the importance of aliances with
developmentally involved German actors such as the Federa AA, individual NGOs or NGO groups
[e.g. Association for Development Co-operation (VENRO), Working Group on Poverty Reduction (AKA)]
or specialised lobby groups. It also calls upon specialists from key aid implementation agencies (e.g. GTZ
or GDI) to carry out specific policy analysis and support.

Global structural policy

Undoubtedly because of the country’s historical redlities,' ? including German re-unification and the
construction of Europe, the German Government and people appear to have largely accepted current
theories of globalisation, and situate many national priorities in relation to it. Taken at the level of their
developmental policy, it asserts the interdependency of nations in a global context. It prescribes the need
for German development co-operation to shape its development assistance programmes so as to address
globalisation issues, and, perhaps more importantly, to play a proactive role for all members of the German
Government to ensure broadest possible economic, social, ecological and political coherence, wherever the
German Government has arole to play. Early in his mandate, the Federa Chancellor asked leaders of his
administration to design policies in such away as “to make globalisation and the convergence of markets a
positive force for al”.

In relation to German policies towards the developing world, the BMZ has taken on a variety of roles
to ensure more systematic coherence. These include: i) policy discussion within the Cabinet by the
Minister, who is a full member; ii) the use of the new BMZ mandate to systematically review, for
development coherence, al new laws proposed by the government; iii) the creation of a poverty
Programme of Action 2015 as a framework to guide overall government development policy and action;
iv) the creation of new development-oriented guidelines for, and the participation of BMZ on, both the
Federal Security Council (arms exports) and the Inter-ministerial Committee on Export Guarantees. More
specific information on items (iii) and (iv) is noted below.

Implementation of coherence
To mount a comprehensive approach to policy coherence, Germany has targeted three different levels

of intervention: i) The first level of intervention encourages a greater coherence between the various
international arrangements and institutions, so as to better define internationa policies and standards

1. See Guido Ashoff, “The Coherence of Policies towards Developing Countries: The Case of Germany”
produced by DIE and GDI, April 1998, for a more complete analysis of the German approach to policy
coherence.

2. The broader German interest in maintaining national policy coherence begins with the German

Constitution, which requires all ministries to manage their respective portfoliosin a manner that is coherent
with the political guidelines laid down by the Chancellor. Policy coherence did not become an explicit
issue for development co-operation until the 1990s. Precipitating factors included (i) the increased German
political awareness of the cross-border character of development problems, (ii) the need to improve the
impact of aid in atime of evolving budget constraints, (iii) public debate on a variety of policy incoherence
issues, generally triggered by NGO campaigns, and (iv) the Treaty of Maastricht, which gave the call for
policy coherence its legal expression.
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and so as to ensure that the developing countries have an equal role to play as partners. ii) The second level
of intervention is to advocate structural coherence among al partners in Germany. Within Germany, all
policies, laws and structures will be examined for developmental coherence. iii) Finally, the third level of
intervention supports the recipient countries themselves in implementing reforms and structural changes
that are necessary to their development. To date, this three-pronged approach has been most specifically
used as conceptua reference in the context of the new German Programme of Action 2015 for Poverty
Reduction.

I nternational arrangements and institutions

Germany is broadly supportive of the OECD and other international organisations which work to
deepen international policy coherence in order to create opportunities for better growth and development in
the developing world. Coherence issues supported by Germany include work on internationa trade and
direct investment, international finance, food and agriculture, natural environmental sustainability, socia
issues, and governance and conflict.

One of the first actions of the current government with respect to this international agenda of
coherence issues was its sponsorship of the “Enhanced HIPC Initiative” at the 1999 Cologne Summit on
debt relief and reduction. Germany strongly supported this initiative, which permitted an integrated
approach to development debt around the operational mechanisms of HIPCs and PRSPs. Germany saw this
debt reduction framework as a concrete step toward the promotion of international financial policies that
are more coherent and supportive of international development policies. It also saw this initiative as
simultaneoudly innovative in relationship to international partnership, shared perspectives, and joint
participation in the field. The German programme for LDC debt forgiveness (USD 53 million in 2000) is
now focussed on the HIPC process.

Germany has embarked on a variety of other international initiatives, including trade (“how can we offer
aid while depriving them of markets for their agricultural production?’®), creating an investment climate
in the developing world that is attractive to foreign direct investors, and even health issues such as AIDS
or malaria (given their potential to wipe out the benefits of growth and debt forgiveness). One fina
example of the importance of international initiatives is in the treatment of corruption in development
policy. The German Government implemented in 1998 the EU convention on the fight against corruption
involving officials of the European Communities or officials of Member States of the European Union. In
November 1998, the OECD convention on combating bribery of foreign public officials in international
business transactions was signed, in February 1999, the penal law to combat internationa bribery became
effective. Germany is nhow moving its attention to the downstream operational issues of such initiatives,
including the manner in which it will be implemented and monitored.

Structural coherencein Germany
Poverty reduction

The coherence of German Government development policy was given a major boost with the Cabinet
approval of its new poverty strategy, the Programme of Action 2015, mentioned previously. The BMZ
successfully made its case to Cabinet that, in a globalised world with its risks and threats, developing world
poverty is a matter that merits becoming the overarching priority of German development assistance. The
Programme of Action 2015 lays out the different levels for co-ordinated action on the part of the German
Government, as well as its priority areas for action. Key action areas are at the level of pro-poor growth,

3. Quote from the BMZ Minister during a Peer Review interview.
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agrarian reform, trade, debt and development financing, socia protection, environment, human rights,
gender, good governance and conflict prevention.

The poverty strategy, by virtue of its widespread political acceptability and its strategically framed
agenda, provides a potentially powerful framework for joint international action and German Government
partnership toward a common and coherent agenda in terms of development policy. The rea challenge of
this approach now lies in the future. First, an implementation plan for the Programme, which will have to
be negotiated with other partners within Germany, is expected early in 2002, following which the best
intentions of the government will need to be translated more operationally into today’ s redlities.

Coherence on German exports

Germany maintains a large national programme of export guarantees and supplier credit coverage,
essentially managed by the agency HERMES, and which is subject to specific review by an
Inter-ministerial  Committee, composed of representatives from the Ministries of Economy and
Technology, of Finance, of Foreign Affairs, and of Economic Co-operation and Development. The size of
the export guarantee coverage in 2000 was EUR 19.4 billion, representing 3.3% of the value of total
German exports. HERMES statistics suggest that some 87% of these guarantees were for exports destined
to developing world countries.

While the Inter-ministerial Committee has existed for over 20 years, it has long been criticised by
specialised German NGO and watchdog groups as overly supportive of German exports that may be
harmful to the environment or other developmental concerns. In part due to these domestic pressures, and
in part due to international consensus building within the DAC and elsewhere, the new German
Government agreed in April 2000 to new “Guiding Principles’ as binding criteria for the review of
Inter-ministerial Committee actions. These guidelines highlight key global concerns, including ecological,
social and developmental impacts. They appear to provide a valid initial screening mechanism to ensure
coherence between German Government-sponsored exports and development policy. Central to the
acceptance of these new guidelines was a recent agreement in principle by all OECD members to adopt a
“recommendation on common approaches on environmental and officially supported export credits’ by the
end of 2001.

Existence of guidelines does not, of course, mean that they are adhered to.* Because of the large size
of, and the sensitivities surrounding, export credit schemes, it would seem appropriate for the German
Government, as a further confidence building measure, to undertake an independent analysis of the extent
to which the new guidelines are actually applied. These checks, if properly carried out, will hopefully
permit a more broadly believable and accepted agreement on guideline coherence in the German context.

Germany generally does not isolate its national policies on exports from those of the European Union.
It is important to note that Germany intends to pursue, with other European nations, trade promotion
policies that are consistent with its developmental policies. German officias assert that their influence
contributed significantly to the March 2001 EC decision to free up LLDCs access to the European market,
especiadly in the area of agricultural products. Germany also favours a liberalisation of the European
Common Agricultural Policy (CAP). While this will have the effect of favouring non-European
agricultural imports, this position may be due as much to a desire to reduce Germany’s large financia

4, One dissenting German watchdog group, Urgewald, has already suggested that “economic interests won
out over developmental ones’ in the recent case of the Tehri Dam in India, where the new guidelines were
not sufficient to stop German support for the dam despite perceived negative resettlement, economic and
environmental impacts.
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contribution to the CAP and to reduce costs to German consumers as it is to promote coherence in trade
policy toward the devel oping world.

The special issue of arms

From the point of view of development co-operation, arms exports to developing countries has been
viewed critically in Germany in recent years, even though Germany itself is not a large source of arms for
the developing world. German public opinion considers that a clear commitment by the recipient country
to good governance is a prerequisite to the effective use of its development aid. Excessive military
expenditures in the recipient country, beyond the needs of legitimate self-defence, raises obvious questions
about the sincerity of their commitment to development. Simultaneously, the German public is seized with
the recent multiplication of civil or inter-ethnic wars in developing countries, and is particularly concerned
with the extent to which these conflicts sap the utility of development co-operation efforts. Against this
background, arms exports by Germany (or other donors) especially to the least developed countries who
are strongly aid dependent, give rise to the suspicion of serious policy incoherence, and are therefore
followed closely by German NGO watchdog groups. Sensitive to this issue, the BMZ actively draws
attention to these issues in the context of its new membership (since 1998) in the Federal Security Council
(Bundessicherheitsrat), which is the authoritative body on all questions related to security, including
decisions on arms exports. BMZ considers that it has a mandate to provide the development perspective on
all security questions reviewed by the Council, but, here again, realises that arguing its position within this
broader body can be difficult, especially in a case where other 