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The Peer Review Process

The DAC conducts periodic reviews of the individual development co-operation efforts of DAC members.
The policies and programmes of each member are critically examined approximately once every four or five
year s. Five members are examined a-operat@an Dirgctoratd grozide®
analytical support and is responsible for developing and maintaining the conceptual framework within which
the Peer Reviews are undertaken.

The Peer Review is prepared by a team, consisting of representatives of the Secretariat working with
of ficials from two DAC members who are designate
memorandum setting out the main developments in its policies and programmes. Then the Secretariat and
the examiners visit the capital to interview officials, parliamentarians, as well as civil society and NGO
representatives of the donor country to obtain a first-hand insight into current issues surrounding the
development co-operation efforts of the member concerned. Field visits assess how members are
implementing the major DAC policies, principles and concerns, and review operations in recipient countries,
particularly with regard to poverty reduction, sustainability, gender equality and other aspects of
participatory development, and local aid co-ordination.

The Secretariat then prepares a dr a-bperationempichristthe basis
for the DAC review meeting at the OECD. At this meeting senior officials from the member under review
respond to questions formulated by the Secretariat in association with the examiners.

This review contains the Main Findings and Recommendations of the Development Assistance Committee
and the report of the Secretariat. It was prepared with examiners from Finland and Spain for the Peer
Review on 3 June 2008.

In order to achieve its aims the OECD has set up a number of specialised commi
One of these is thBevelopment Assistance Comieie whose members have agreed t
secure an expansion of aggregate volume of resources made available to devel
countries and to improve their effectiveness. To this end, members periodically re
together both the amount and the nature of their outions to aid programmes, bilateral
and multilateral, and consult each other on all other relevant aspects of their developi
assistance policies.

The members of the Development Assistance Committee are Australia, Au
Belgium, Canada, Denmark, iand, France, Germany, Greece, Ireland, Italy, Japai
Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switze
the United Kingdom, the United States and the Commission of the European Communitie
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BCEAO
BTC

CERF
CGAP
CONEA

CST*

DAC
DCD
DCF
DGCOOP

EBRD
EC
EPA
EU
FAO

GHD
GNI

HDI
HIPC

ICRC

IDA

ILO

JAS
KFW*
LDCs
LuxFLAG
LUXMINT
MAE*

MDGs
MSF*

NATO
NGOs

List of Acronyms

Central Bank of Western African States
Belgium Technical Caperation

Central Emergency Response Fund
Consultative Group to Assist the Poor
Nati onal Coordinati
| 6 a(Budkima Faso)

Commissions sectorielles thématiques (Burkina Faso)

on for Ai d

Development Assistance Committee

Development Capperation Directorate

Development Caperation Fund

General Directorate for Cooperation (Ministry of Foreign Affaif Burkina Faso)

European Bank for Reconstruction and Development
European Commission

Economic Partnership Agreements

European Union

Food and Agriculture Organization of the United Nations

Good Humanitarian Donorship Principles
Gross national income

Human Development Index
Heavily Indebted Poor Countries

International Committee of the Red Cross
International Development Association of the World Bank
International Labour Office

Joint Assistance Strajg

Entwicklungsbank (German Development Bank)

Least Developed Countries

Luxembourg Fund Labeling Agency

Luxembourg Microbanking Intermediary Scheme

Minister for Foreign Affairs and Immigration (Ministére des Affaires éjéans et de
Il 61 mmi gLuxembbuogh

United Nations Millennium Development Goals

Médecins Sans Frontiéres

North Atlantic Treaty Organisation
Nongovernmental organisations
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OCHA United Nations Office for the Coordination of Humaniga Affairs
ODA Official development assistance
OECD Organisation for Economic Gaoperation and Development

PANEA* Pl an déactions pour

Fas®f fi cacit® de

PIC* Indicative Ceoperation Programme (Programme indicatitdepéation)

STHE.A* Technical Secretariat for Aid EffectivenesSé cr ®t ar i at techni

| 6ai de)
SWAp Sectorwide approach
UN United Nations
UNDP United Nations Development Programme
UNEP United Nations Environment Programme

UNFPA United Nations Populatn Fund
UNICEF United Nations Children's Fund

UNIFEM United Nations Development Fund for Women
UNHCR Office of the UN High Commissioner for Refugees
UNRWA United Nations Relief and Works Agency for Palestine Refugees in the Near East

WAEMU West AfricanEconomic and Monetary Union

WFP World Food Programme

* Acronyms in original language.
Signs used:

EUR Euro

USD  United-States dollars

() (Segretariat estimate in whole or part
- Ni

0.0 Negligible

. Not available

é Not available sepately, but included in total
n.a. Not applicable

Slight discrepancies in totals are due to rounding.

Annual average exchange rate (EUR per USD)
2003 2004 2005 2006

0.8851 0.8049 0.8046 0.7967
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THEDACOS MAI N FANDBRECANEENDATIONS

Summary

Luxembourg is a generous and committed dottsraid rog in real termdy almost 12% from
2006 (constant USR91million) and 2007 (constant USB25million) to 0.90% of its GNI, making
Luxembourg the third most generous domopercentage termgvery yearsince2000Luxembourg hag
achieved an aid to nationmcome ratio of at least 0.7%. It has also promateernationalefforts b
strengthen the quality and increase the volume of aid.

Luxembourg has improdethe management dts aid programmgcreating astrong foundation fo
more effective aidLuxemlourg has openekgionaloffices in five priority countries anid translaing
its international commitments into practicéts second generation of mulfear ceoperation
programmes with ten priority countriesiakes aid more predictabld. u X e mb o u ritigué
programme is coherent and well structured thanks to an efficient use of financial and human re
Aid allocations are concentrated and aligned to the expressed needs of a few priority countrie
are the worl@ least developedt alsoworks with a small number ahultilateral organisationg/hich
share Luxembour gfesordaingpleneftingenonmanitariansassisthiscesemplary in
many respects and followhe lines of internationally agreed principles. Luxembéusg d ég
country partners appreciatieet open and flexible manner in which it engages in policy dialogug
implements its aid programme.

At the same time, the Grand Duchy faces challeirggsplementing the aid effectiveness agen
it could do more to uspartner country administrative systems and couldmerate in new ways wit
other donors Ensuringthat its staff has the necessary competencies, and thafsitaccess tother
needed expertigs a constant challengkn addition, the Development €peation Directorateeeds tg
enhance its capacities to become a learning organisatian.other donors it will be a challenge f
Luxembourg to shore up public and political support for meeting aid effectiveness commitme
taking risks such as engagiin difficult environments, including fragilsituations.

Foundations for development ceoperation
Solid legal and political orientations anchored in foreign policy

Luxembourgers share a deep and growing sense of international solidarity which isnabeed
vagaries of Luxembourgbés history over the | ast
expressed through the developmenbperation programmes of both the State and the NGOs, which
have become a visibl e cignpgolioymaremdlp plade Lukxemioergixéndher g 6 s
international map.

The 1996Act on development coperation gives a mandate and clear overall objectives to the
Grand Duchy 0 s-optratiorepolicyp winemshould address the sustainable economic and
social development of developing countries, especially the least devetbpethht against poverty
andthe gradual integration of developing countries into the world econdhgy/law also gives broad
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direction to the sectors which shouid financed, and established ®evelopmeniCo-operationFund
which the Ministry of Foreign Affairs uses to manage 70% of the aid budget.

A clear vision that would benefit from a forwaabking policy statement

The Ministry of Foreign Affaits onepage fAstratepyesaadspai ement o
co-operationoutlinesL u x e mb wisian gr@olicy framework.lt makes explicit reference to the
Millennium Development Goals andriority sectors which cover health, education including
vocational training andintegmation in the labour market, integrated locakea development,
microfinance, and humanitarian assistanthkis statement stressésu x e mb ccammg@n@est to
concentrge on 10 priority countries to reach %, and toimplement the Paris Declaration on Aid
Effectiveness. The current vision works well fothe Ministry of Foreign Affairs. However,
Luxembourg would benefit from a forwaldoking statement thdboks at the longterm evolution of
its development coperationprogramme. By preparing the statementonsultation with key actors,
Luxembourg can create public awareness of the importandmlahing the shorterm need to
demonstrate results to shore up public and political support with the need to takengkge in
difficult environments, includig fragile states, artd meet commitments to aid effectiveness.

Luxembourg should complete its operational strategies

Luxembourg has taken a pragmatic approach to strategic planning which is based orthis law
Astrategy and prilhas DAClaedsE gudtliaes enrdeveldpmeatsperatien.
Multi-annual ceoperation programmes (PIQs)th priority countriesand framework agreements with
other partners are also usedfurther define its stratggAt the same timeLuxembourg havecome
more activein policy dialogue at the country level and is committed to implementingP#res
Declaration. In thisnew context staff i at headquartersand in the fieldi require more strategic
guidance In response, Luxembourg started develomipgratianal strategie$or key sectors in 2007.
The DACwelcomes this development aedcourages Luxembourg to finaliseesestrategies for all
priority sectors as well as for cresstting issuesLuxembourg could benefit from drawing on similar
policy work condicted by the DAC and other donors.

High public support but low awareness

There is high political and public support faevetlopment caperationin Luxembourg where
there i s a consensus for at taadi abouh gne NGO pemb o ur
5000i nhabitants. However, t his i s accompani ed
development policies and programmes. The DAC comm#érelslinistry of Foreign Affairsfor its
comprehensivelevelopment educatiostrategy which is backed by a dedicated lmidigge and aims
to strengthen public awareness of global development challeBgek a strategic approach could also
be taken ér theMi n i sdomnydicationa b o u t Luxembourgbés aid progr
address the less visible, and more complaspects of development -operation such asid
effectiveness and development result

Promoting policy coherence for development: can it be more systefmatic

The consensual n a tsociety s eoef msL utxee mboangbat e i nt
coherencewithin government, although this is aldacilitated by the small size of the public
administration, informal dialogue and good crgs® v er n me n t awareness of Lt
policies, including development @peration.Thus, Luxembourg stagehat fithereare probably little
or no points of friction between national policies and Luxembourg's developmenyiecation
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policyd. There are many advantages in having sucbnsengs-based culture which is conducive to a
flexible and pragmatic approadigwezer it may also inhibit riskaking.

Luxembourg played a key role in promoting policy coherence for development within the
European Union in 2005 when it held the Presidency of the European Council. In particular,
Luxembourg is to be congratulated for hayiocoordinated agreement between member states on
12 sectors relevant for policy coherence for developnigme. important leadership and direction that
the EU provides on policy coherence may explain why Luxembourg has not prepared its own formal
position on this issueHaving such a position would be useful for national level discussions about
policy coherence for development. It would aéssist the Ministry of Foreign Affairs in promoting
policy coherence across government and raising awareness aitdsppplort for policy coherence on
a long term basis. The Int&finisterial Committee for Development &peration is meant to serve as
an interface on policy coherence within government. While the Committee serves Luxembourg well as
a body to ensure a cetent development policy it does not discuss how important national policies
may promote or work against the development of poor countries. Consequently, the Committee should
have a clear mandate in this respect, accepted throughout government.

Recommendtons

1 Luxembourg would benefit from a forwatdoking policy statemerthataddresses how it will
implement the aid effectiveness agenda, including how it will engage in riskier development
co-operation such as new aid modalities anaperation in frag# states. This should be done
in a consultative manner to build transparency and generate greater ownership of the policy.

1 Compleing its operationabtrategiesvould help Luxembourgp ensure that the
implementation of second generation PICs and othgegisoare consistent with the
development policy

T Luxembourgneedsa communication strategy on aid effectivenéisat demonstrags the
improved development results donors achieve by wuagktiogether this would help build
public support for a programmeattitakes more risks.

T  Within the Interministerial Committed,uxembourg shouldiefine appropriatemethodsthat
will promote monitor and evaluat@olicy coherence, including for developmein a
systematic manneo as to arbitrate between policies.

Managing aid volume, channels and allocations: highly strategic and concentrated

The DAC welcomes Luxembourgbés commitment to r
In 2007, L uaid dudgeovas 0@ s of gross national income (USBR5 million). Thi
assistancés provided through untied grants. The share of multilateral aid has increased since 2003 to
reach 30% of total aid in 2006 and is increasingly channelled in a more strategic and appropriate
manner, thanks to muénnual framework agreementdth four UN agencies and the integration of
multi-bi co-operation in PICs with priority countriesuxembourg can be congratulated for increasing
and strengthening its multilateral -operation and should sustain this effdrixembourg is among
the mostgenerous DAC countries when it comes to allocations to NGOs which over the period since
the last review averaged 12% of the total aid budg#tile support to NGOs will contribute to
Luxembourgébés international vV i s and scatteredyNGO prdjeets e f f i
may be limited.
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Luxembourgds c¢commi t me ndspetially couhtrges thad ratbnes onthec ount r
human development indéxand its efforts to concentrate on a fpriority countries ar@vident from
bilateral aid allocations. Fiftyf o u r per cent of Luxembour gés bi l
developed countries 2006 compared to the DAC average of 2@ixty three per centfdilateral
aid was all ocat ed aidreciplentsxire 20006, wirwhich gwo are fragilé States
(Niger and Laos)In addition, most priority countries received a significantrease in bilateral
assistancén the second generation PICs, launched inZD06 and t he number of A
has decreased from 20 (2008)t 12 (2006) . This demonstrates Lux
geographical concentration.

Furthermore,hie humber of projects being implemented by Development has not incress
significantly despite greater aid volumes. This implileat projects & not proliferating andesources
areconcentratdin bigger projectsLuxembourg is encouraged to sustain efforts indasing the size
of its projects as it evolves to prograntresed approachebhe Development Goperation Fund and
the indicative five-year budget envelopéor each PIC give greater aid predictability for partn@ns
two cases annual allocations are maasdfhough none of it is provided as budget suppstil,
Luxembourgneeds to manage its budget careftitlyensure thahnnualdisbursements are made
meet aid targets

Luxembourg also performs well on sector concentratibne bulk (53% in 20006) of
Luxembourgds bil ater al ai d g ohedlth, edocatiefivieciudging i nf r
vocational training and pro$sional integration, integrated local area development, and water and
sanitation. Ten percent falls under mgiéictor supporl. u X e mb o u r gt csosseuiling fssuest
is more evident in operations than in statistics. Luxembourg would benefit from st@tegic
guidance and statistical reporting on these issues. Reporting on ODA statistics, in general, remains a
challenge for Luxembourg.

Recommendations

1 In the light of the many NGOs eligible for official aid and the strong support they receive,
Luxemlourg should consider how the effectiveness of this aid could be strengthened through
incentives other than geographical focus.

T Some improvements have been made in the statistical data provided to the DAC by
Luxembourg. To achieve further needed improvement t he Mi ni stryds st e
capacity should be strengthened.

Organisation and management
Clarity of structures and responsibilities

Luxembour@ s structures f or -opseatian@rie wal ordaaise@ &nd leaves n t
little room for confision between different actors. The Ministry of Foreign Affairs takes the lead for
development ce@peration policy and programming while the Ministry of Finance manages relations
with the international financial institutions. Tke&ecuting agency, Lubevdopment receives project
mandates from the MFA and is accountable for t|
of Foreign Affairs and LwDevelopment are clmcated with clear responsibilities at the country level:
the MFA engages in policy @liogue and LwDevelopment in project management. It was evident in
Burkina Faso that dialogue between the two entities is open and informal. The Development
Co-operation Fund and muléinnual framework agreements with priority partners, multilateral
organsations and NGOs also contribute to clarity of objectives, financial support and reporting.
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Luxembourg can be congratulated for having opened country offices in five out of ten priority
countries. This has facilitated deeper consultation with partnentréesi and donors and the
identification of priorities for the second generation PICs. Luxembourg should capitalise on this
presence tachieve ownership and alignmemtd to promote its priorities, including microfinance and
disaster risk reduction, in poy dialogue at the country levelhe stronger county presence also
provides a basis to consideathetherfurther decentralisation of aid managementhe field level
would be appropriate.

Becoming a learning organisation with the right competencies

Human resources remain a challenge lfon x e mb davelpréent Ceoperation Directorate
(DCD) where many officers are responsible for at least two aspects of the programme. Yet upon the
recommendation of a 2006 audit of the directorate three new staff wede The key challenge for
the MFA is to have access appropriate competenciaghen it needs therhh something that may
become more cruciahs Luxembourg adapts to diia of labour between donors. To ensure both
continuity within the Directorate and féigient access to expertise, Luxembourg should continue to
have a core cadre of people within the DCD with expertise in development. Other staff within the
Ministry could also be exposed to development by spending part of their career on this is&ue. If th
Ministry cannot recruit, then it should be an intelligent buyer of external expertise from a variety of
sourcesPragmatic ways of addressingtlatter includemobilising external competencies (primarily
from Lux-Development but also from external colt@nts) and establighg partnershipswith other
actors (donors andGOs)

Evaluation has improved since the last peer rexad#twoughmore progress is requireBxternal
evaluationgequire particulaattentionsince they do not follow DAC guidelinesdin order to ensure
that the lessons they offer are effectively taken into account. The Ministry also needs to ghell out
general guidelines that it intends to adopt and apply to external evaluations. These guidelines should
incorporatevarious aspectsf the programmeincluding the executing agency, different modalities
and the involvement of partner countries in the proddsse systematic evaluation along with better
dissemination of the findings and recommendations will contributerganisationallearning and
greater accountabiltyff ur t her mor e, Luxembourgbés monitoring
new aid modalities as it moves to se@ndprogramme approaches.

Recommendations

1 The Ministry of Foreign Affairs should tak&eps to ensure dhit maintains the expertise it
has builtup over the years, that it gives attention to developmsgtutionalmemory, and
secures access texpertise in specific sectorerosscutting issues and to support new
modalities.

1 Luxembourg should give systetic priority to externalevaluationscarried out according to
DAC principles and praedures including the dissemination of the findings and
recommendations.

Improving impact

During its EU Presidency, Luxembourg was an imporfante behindinternationalefforts to
improve the quality and impact of development assistamqadayed a prominent roleo-ordinating
EU member states preparing for the Paris Higliel Forum on Aid Effectivenesg&uxembourg
should use this experience to lever domestic support dffective implementation of the Paris
Declaration in partner countries and continudrige for aid effectiveness in its own programmes.
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Implementing aid effectively

Luxembourg started to prepare its ownperational action plan for implementing the aid

effectiveness agenda in 2007 when it commissioned a studywx e mbour gdéds Obl i gat
International Political Commitmentncluding the Paris Declaratiohe recommendations from the
study wil |l feed into Luxemb.oThe gy alsa stesses thite c t i

Luxembourg will have to ndergo fundamental structural and humarouese reforms to be in a
position to meet the Paris Declaration targets. Winning the necessary political will and momentum
will be crucial to successfully iptement the reforms.

Applying the principles of the Paris Declaration in the field

It was evident in Burkina Faso thatixembourghas skillfully used second generation PICs to
align with partnes 6 devel opment -erdimata withgoners. Andhe ghartitipatoryc o
approaches used by the Ministry and iDevelopment to formulate and manage projects are
conducive to ownership by partners, including
predominant implementation gfrojects according toLux-Developmeris own proceduresould
hamper greater alignment to country systems, donor harmonisation and national ownership. The new
PIC shows that there may ®me entry points for Luxembourg to harmonise around a sector
approach, to support basketargements and, in response to demands fihem partner countrieto
start preparing the ground for providing direct budget supparkembourg should examine the PICs
to identify such opportunitiedt is evident that part of the groundwork will alsoveao be done in
Luxembourg. The mandates, roles and responsibilities of both the MFA aridduetopment should
be clarifiedwith a view to conforming to the Paris Declarationr Exampleclarity is required on
which institution should take the leaddionor coordination and results based management including
accountability for results. Further decentralisation of aid management to the dewetrghould be
considered in this context.

Nevertheless, Luxembourgtisady tomove on other aspects of the affectiveness agenda. It is
the lead donor for vocational education in Cape Verde and is open to taking on this responsibility in
other sectors in priority countries. Sommves have been made towards joint work with donors
including the use of joint dam analysis for the PICs, delegated-ameration with Belgiumin
Ecuadorandconducting joint evaluationsuxembourg is commended for its willingness to be a lead
donor. It should seek opportunities for taking on this responsibility in other prioritgreesias part of
its efforts towards donor harmonisation.

Learning from experience on priority topics
Capacity development

Luxembourg, like other donors, believes that capacity development is an essential element for
development in general and thatstgrimarily the responsibility of partner countriehleTMFA talks
about three phases ofpacity development) training (general and professionafii) strengthening
existingcapacitieqprofessional training)ii) and building instutional supportfhanagement). While
Luxembourg does not yet have an operational strategy for capacity developrigematrécurrent
objective in LuxDevel opment 6s palbeitj il a tmored toaditiomale wiay. sCapacity
development rarely goes beyond the immediateagpaeeds of the project and the capacity of local
partners to own and run the project once Luxembourg has handed it over to partners. Furthermore,
Lux-Development should be able tielegate project implementatidully t o t he pr oj ect 0.
directorenabling LuxDevelopment to plag moreadvisory andsupportive role to local managers.
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Luxembourg could support more systematicallppacity developmentin the public
administrations of priority countries because many of them are among the least dewétlostitbng
capacity constraints. In addition, having its own operational strategy on capacity develbpvhéatt
builds on emerging good practice by other doriovgll help Luxembourg to prepare the ground for
using new aid modalities in these countries

Microfinance

The rationale ash mot i vati on f or Luxembour g &finanaec | usi
policy isfoundedbn Luxembour gds do me sintarnatioraldimanceal:centrand i s h ¢
has solid experience in developmentageration. Luxembourgaims to use its aid as a catalyst to
strengthen microfinance and inclusive financial sectors. At the level of international policy making,
Luxembourg chairs the UN Advisors Group on Inclusive Financial Sectors. It also ensured that
microfinarce found its place in the European Consensus on Development. Luxembourg has also
provided seed money to Luxembotbrgsed support structures that promote increased investment in
quality microfinance institutions. In 2008, Luxembourg launched a +million Euro (EUR 18.8
million®) regional microfinance project in collaboration with the Central Bank for West African States.

In many ways, Luxembourg follows internationally recognised good praitiderms of using
development assistance for microfinancerdinforces the capacities of microfinance instians
develog the capacity of the sector; dadilitates private investment

Internationally, Luxembourg is a successhmbassador foinclusive financial sectors and
microfinance and should considenhit can besplay this rolein priority countries It can achieve this
by systematicallyintegratingmicrofinancein its PICs and promotng it in policy dialogue withthe
partner governmerdnd donor partners.uxembourg shoul@lso capitalise on its newrojectin the
West African Region by ensuring that staff at country level participate in the steering group and take
messages to national level policy dialogue.

Recommendations

1 Luxembourg is encouraged to finalise an aid effectiveaetienplan in linre with the Paris
Declaration commitmentsThe results of the Paris Declaration monitoring exercise and
emerging good practices in the preparation of the Accra High level Forum can be a useful
resource. Luxembourg may also wish to update the Conventiosdsigtween the Ministry of
Foreign Affairs and LuDevelopment to clarify mandates, roles and responsibilities for
managing aid more effectively.

1 Luxembourg will continue to finangarogrammes angrojects that will, for the most part, be
executed by LwbDevelopment over the mediutarm. Luxembourg shouldhereforeensure
that theprogrammes angrojects confornto the objectives of the Paris Declarati@md that
theyarewell integrated within sector programmésixembourgshouldalso make greater use
of new aid modalitiegn line with aid effectiveness principles.

1 Luxembourg should prepare a capacity development strategy that gives specific guataine
outlines the principles and practical modalities for operationalising capacity development
acrosstis caoperation programmes.

Source for figures in euros: Luxembourg.
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1 The Commitee encourages Luxembourg to strengthen the integratianmcloGive financial
sectors and microfinance in PICs. It should also capitalise on the lessons from the
microfinance project in the West African region tomude this issue in priority countries.

Humanitarian action

Luxembourg was one dfie seventeemriginal endorsees of therinciples and Good Practice of
Humanitarian Donorshipwhich aimed to improve the collective performance of donor action in the
humarntarian domain. In general, Luxembourg has lived up to commitments made under the Good
Humanitarian Donorship (GHD) initiative and, in some areas, may be regarded as exemplary.
Publishing a sectoral strategy for humanitarian action and strengtheningtievalaad learning
functions wild/ serve to further improve the im
action programme.

The regularannual budget for humanitarian aid has steadily increased in recenttydaiR
29million in 2008% Appropridions have been augmentdny supplementary budget allocations
(notably in response to the Indian Ocean tsunami)addition, humanitarian actions have been
financed from the Development @peration Fundprincipally for disaster prevention, mitigationcan
preparedness activiieshs a consequence, Luxembourgbds gr os:¢
action haveattained a level of EUR1-32 million per annum in recent yearShese disbursements
provide Luxembourg with a functional profile in internationatef that outweighs the modest budget.
According to DAC figuresipproximately 14% of gross ODwas allocated to humanitarian assistance
in 2006 which iswell above the average for DAC members of &¥d does not reflect all
disbursements made by Luxembouy Humanitarian assistance. Furthermdcexembourg has
demonstrated a capacity for providing leadership in the context of the EU response to the Indian
Ocean tsunami during the term of its Presidency. Luxembourg therefore appears well positioned to
projectdomestic achievements into the international arena, including guidance to new member states
on adoption of the EU Consensus on Humanitarian Aid.

Humanitarian aid allocations are widely dispersed and often targeted towards kol ed #fAf or gc
cCri sh gedy. characteristic of L u xaeensbrategic gabtreership u ma n i
agreements, which provide for bilateral dialogue and myelir funding commitments in the case of
multilateral agencies or annual funding commitments in the case of Luxerdb®lE@®s. In both
cases, the high level of predictability and flexibility coupled with low levels of earmarking that these
arrangements provide to implementing partners, is widely welcadmgever,Luxembourg could do
more to promote a culture dfsasterrisk reduction withirthe framework oPICs with priority partner
countries.

Notwithstanding thee positive impressions, evaluaticend learning processes appeather
weakand t is likely that critical learning opportunities may be overlookeather tlan conducting its
own evaluations, grticipation in joint donor evaluations woub@ less taxing on theuman resource
of thehumanitarian aid unit andgould provide useful fonmsto exchange lessons with peers.

Sourcefor figures in euros: Luxembourg.
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Recommendations

18

)l

The Committee commends Lurbourg for the strong track record in implementing GHD
commitments.The Committee encourages Luxembourg to dissemita good practices it
has developed amongst the broader donor community, including new member stadsihf

The Committee recommends h a t Luxembourgds commitment t
formalisedwithin a sectoral strateggnd that thepproach to crisis prevention, mitigation and
preparednedse made more explicit particularly within the context of PICs.

More systematic evaluatioand learning process@suld ensure that the overall impact of
Luxembourgés humanitarian action is document
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SECRETARIAT REPORT

Chapter 1

Strategic Orientations

Development capperation has become an essential element in the international activities of the
Grand Duchy of Luxembourg over the last decade. Luxembourg has set itself ambitiotigesbjec
has equipped itself with substantial means for intervention, and it has set an example in several fields.
Luxembourg's activities can be appreciated only from a perspective that goes well beyond its borders.
Luxembourg joined the Development Astsince Committee (DAC) in 1992, and has been the subject
of three previous peer reviews, the last in 2003. Luxembourg has been diligent in responding to its
international commitments and to the recommendations made. Luxembourg's official development
assisance reached full stride about 15 years ago. Until 19%@ial Development Assistanc®©DA)
amounted to less than 0.20% of gross national income (GNI). It achieved the ODA target of 0.7% in
2000, and intends to move steadily towards 1%. Two major atiens of its development policy are
outlined in itsfiStrategy and Principlésdocument: combating poverty, and reducing the number of
partner countries. Concerned to ensure the quality and impact of its aid, Luxembourg targets niche
areas where it can pit$ limited resources to the most effective use.

L u x e mb o vopegafion demonstrates how, in just a few years, with relatively modest and
well-targeted resources, and an appropriate and effective intervention mechanism, an aid programme
can win the rgsect of partner countries, establish a recognised position among donors, and evoke the
pride of its citizens. F roperation is & model in sevgrab aspetts: L u -
concentration, complementarity with multilateral organisations, pndrity to least developed
countries. Luxembourg could also be an inspiring example for donors beyond the DAC.

The legal framework for Luxembourg's development ceoperation policy

The Development Goperation Act of 1996 establishes the legal and regyldtamework for
the Grand Duchy's developmentaperation. While some voices have been raised in Parliament and
among NGOs calling for thAct to be updated and amended, the government considers that the three
objectives set forth in thact are still rédevant, even if they do not refer specifically to the Millennium
Development Goals. It is also true that Awt makes no explicit reference to humanitarian assistance,
which has taken on greater importance in recent years (ADnekheAct establishes iiervention
modalities as well. The Development -Gperation Fund instituted by thct is financed from the
state budget, but is exempt from annual budgeting constraimsaning that unspent budgetary
allocations can be carried forward from one yeahéortext.

In Article three of theAct, development c@peration objectives are stated as (i) sustainable
economic and social development in developing countries, and especially in the most disadvantaged
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among them(ii) harmonious and gradual integrationdgveloping countries into the world econgmy
and (iii) poverty reduction in developing countries.

Strategic orientations of the Grand Duchy of Luxembourg

International ceoperation has become a major orientation of the Grand Duchy's external
relations. Tle country's international role and its dedication to solidarity are widely shared by all
political parties, officials and Ministefsand by the general public. This consensus has emerged in the
absence of historical relations with developing countried igibased on a tradition of listening to the
views of others and of involving all stakeholders in decisi@king. The government believes that it
must produce sound resulss-a-vis parliamentarians and public opinion, in order to maintain a
significantassistance effort.

While the commitment to international solidarity has become increasingly strong over the last
15y ear s, its roots can be found in the vagaries
half. The country still has recollection$ suffering, poverty, and emigration, but also of international
solidarity (the Marshall Plan). The 1% target was set in the 1999 and 2004 government statements.
ODA is forecast to reach 0.91% of GNI in 2008, and is on track to achieving the declaed/eluf
1% of GNI in the mediunterm.

Luxembourg's capperation strategy is firmly based on the benchmark framework established by
the Millennium Declaration and thdlillennium Development GoalsMDGs), the Monterrey
Consensus on development finance, tredParis Declaration on aid effectiveness (March 2005). As
President of the European Council in the first half of 2005, Luxembourg was instrumental in ensuring
the success of the Paris conference and in the adoption of the UN aid target by EU mesawjer stat
thanks to its negotiating skills and the example it seeks to set.

L u x e mb diStrategi@ssand Principl@statement guides activities in the spirit of sustainable
development in all aspectsocial, economic and environmental. The principal fieldsrvention
are the social sectors: health, education (including vocational training and professional integration) and
integrated local development, with particular emphasis on water and sanitation. In all documents,
Luxembour gbés govktMDGsaxthe guding tkemestoftpaicye i g

The positions taken by the Grand Duchy are consistent with its international commitments. This
is particularly important as government members and deputies alike consider that the required changes
in interventions &s a result of applying thBaris Declarationcould undermine the confidence of
citizens and parliamentarians in the effectiveness of ODA. Project aid offers greater guarantees of
effectiveness than programme aidibaskets of assistance. This argumenflects public attitude’.
Doubts with regard to budgetary aid can al so be
effectiveness, management capacities, the administrative, eostshe impact. Nevertheless, with
Luxembourg having playka part in making the collective commitments a reality, it is bound to work
towards their effective implementation.

The general strategy document gives a consensual and coherent picture, but one that is simplistic
and not directl y e mpagmaidappooaca to povdrtyirgdection and the MBGs

The government is collectively committed to achieving the ODA target of 1% of GNI.

A nonrepresentative survey of Luxembourg residents in 2007 yielded a score that many other DAC
countries might envy: 81% of respondents rated the government's development assistance policy as
good (57%), very good (19%) or excellent (5%).
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thus realised without a mediuar long-term perspective that incorporates the implementation of aid
reform (.g.alignment, division of labour) oractivities which could be seen as too risky
(e.g.co-operation with fragile states, new methods)this respect, Luxembourg should profit from an
overall mediurterm development coperation strategy established on the basis of the broadest
possible consultations.

Institutions responsible for ODA and international co-operation

The Development Goperation Directorate (DCD), within the Ministry of Foreign Affairs and
Immigration, has primary responsibility for the design and implementation of Luxembourg's official
development assistance. The DCD reporth&oMinister for Ceoperation and Humanitarian Action
(Figurel) and itsDirector chairs the InteMinisterial Committee for Development &peration
(Chapter2).

The Ministry of Finance, in collaboration with the Central Bank of Luxembourg, is repedsent
on the executive boards of the Bretton Woods organisations, the World Bank and the International
Monetary Fund (IMF), and is thereby able to exert influence, to the extent of its voting pavibe,
policies of those two institutions

Figurel. L ux e mb o u r-gpératiorCystem

Ministry of Foreign Affairs and Immigration Ministry of Finance
Minister of the Treasury
Minister of Cooperaton and Humanitarian Action and Budget

Y

Development Ceoperation Directorate

IAdministration and Finance Operation Section Control and Quality Section
Section

Within parliament, the Committee on Foreign and European Affairs, DefenespeZation and
Immigration hotls an annual plenary debate on the statement by the Minister fopetation and
Humanitarian Action on development-operation policy. This is the only public debate on official
development assistance. Other debates on specific elements take plaee Rordalgn Affairs

A grand duchdecree of 31 July 2004 established thimisterial responsibilities of members of the
government formed in 2004, following legislative elections. The current incumbent holds two
additional ministerial portfoligsnamely Defence and Communications.
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Committee of the Chamber of Deputies, dealifog example with the Cotonou Agreement or the
Economic Partnership Agreements (EPA). But these debates are not open to tHe public.

An active and effective role within the European Union

As a founding member of the European Union, Luxembourg has an intimate knowledge of the
mechanisms of the European Commission and the major issues which are debated in Brussels. It has
held the Council presidency 11 times, and has been able to capitaltseaonumulated experience.

As president of the European Union in the first half of 2005, Luxembourg helped to move forward the
European and international agenda for developmenpeaation.

Thus, in June 2005, the Europeanu@cil adopted a cleaommiment of theUni onds me mb e
statesand the Commissionota steady increase in individual and collective official development
assistance, to reach 0.7% of GNI in 2015. Having led the way (it achieved the objective in 2000),
Luxembourg succeeded in bringing thher member countries along with it. In the context of the
EU's relations with itsAfrican, Caribbean and PacifidCP) partners, the year 2005 also saw the
revision of the Cotonou agreements, completed under Luxembourg's presidency. These revised
agreements have opened the way aaenewed partnership. The beginning of the presidency also
coincided with the tsunami in the Indian OcgartingLuxembourg in a preminent positiorio steer
Europe's humanitarian assistance response (A@Ghekn March 2005,at the instigation of the
European Union, the Paris Forum saw more thancbO@tries adopt the Paris Declaration on Aid
Effectiveness, which is already helping to shift the behaviour of donors and partner countries alike
towards making more effective usé resources. It is also noteworthy that Luxembourg took the
initiative, in November 2005to put the topic of migration and development on the agenda of the
European Union. Luxembourg deserves to be congratulated for having used its presidency te move th
European Union forward on a number of priority issieduding the Paris Declaration.

Clearly established geographic, strategic and operational priorities

Concentrating its assistance geographically has become a strategic element of Luxembourg's
co-opeation policy, which is now targeted at 10 priority partner countris of them in sukSaharan
Africa (Chapter3). Luxembourg also intends to shift its traditional aid relationships towards more
conventional economic, financial and technological refeti with priority countries that are
progressing beyond the category of least developed countries. Since the last review, Luxembourg has
been disengaging frofiproject countrie§ such as Tunisia, Morocco and Ecuador, and the number of
fiproject countriedhas declined from 20 in 2003 to 12 in 2607.

With an increase in allocations to its mwytdar co-operation programmes (PICs) with priority
partner countries, a gradual halt to interventiongigroject countrie§ and a strategy of moving
towards other foms of intervention in countries with a relatively high Human Development Index (see
bel ow) , L u x-@pendtionusr cgn@etrattn@ more directly on the priority countries. At the
same time, the Palestiniaghdministered Areasnjoy the same advantagas the priority partner

A factor that also limits the information available on the Chamber of Deputies web site.

BurkinaFaso, Cap&erde, ElSalvador, Laos, Mali, Namibia, Nicaragua, Niger, Senegal,\dat
Nam

For Lux-development (8 nowore countries in 2007 versus 122803, with 18 projects under way
versus32). The withdrawal from nenore countries will be completed by the end of 2009, except for
the Balkans (Albania, Kosovo, Montenegro and Serbia), where three new projects are now being
prepared.
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countries MAE, 20073. Nevertheless, contributions to that entity declined substantially in 2006,
while funding for projects in Kosovo rose almost to the level of priority country allocations

Concentration on the least developedmtries (LDCs) is explicit and real. The basic criterion for
this choice is the United Nations Human Development Index (HDI). Other informal criteria include
the size of the partner countrypopulation® a longstanding presence (sometimes involving
Luxemlourg NGOs), distribution across three continents, and an attempt to maintain the visibility of
aid. All of the Grand Duchy's priority countries fall within the lower half of the HDI rankings, and five
of them are among the least developed. Guided by thelHRembourg plans a gradual exit strategy
from three countrie€l SalvadorViet Namand Namibia (Chapte3).°

Apart from geographic concentrati on;opetatioe ot he
have not been developed. The general strageggvered in a onpage presentatioon the Ministry's
website, and the essential points are found in government statements or operational documents (PICs,
project formulation mandate given to LDevelopment, and Lukevelopment's methodological
manual) Strategic sectoral and horizontal guidelines are in the planning stag&rahe time being,
only microfinance has a sectoral strategy.

Sectoral and thematic priorities are changing

The conventional social sectors (basic education, primary heaét)) wdnich were long declared
to be the main pr i eoperation, seem rod to hewckarging io favouy @ project®
connected with incomgenerating activities and the private secturch as technical and vocational
training and microfinarel as outlined by the Minister in the Parliamentary debate. Between 2005 and
2007, Luxembourg negotiated a second generation of-gatico-operation programmes (PICs) with
the 10 priority countries, under which it will now concentrate its interventinose closely in a
limited number of sectors. Luxembourg heseffect moved ahead with the European Union's Code
of Conduct on Complementarity and Division of Labour in Development Policy, which declares that
fIEU donors will aim at focussing their agiinvolvement in a partner country on a maximum of three
sectors. Given the inevitable lag in implementing projects of long gestation in the social saotbrs
in designing new projects in support of incegenerating activities, the new orientations of
Luxembourg ceoperation are not yet apparent in the figures (Box

Luxembourgds traditional sectoral concentrat
establishing special relations with four multilateral agencies (WHO, UNDP, UNFPA, and UNICEF)
which receive voluntary contributions for their core budget, mhilticontributions in priority
countries and other voluntary contributions for certain of their thematic priorities (Chaptér the
humanitarian sector, three framework agreements have kgresdsiith WFP,the UNHCR and the
International Committee of the Red Cr@dkSRC) (AnnexC).

The countries ofhe Sahel, the core target countries, have a population of 12 to 13 millicghebize
of populationganges from 0.5 millionin CapeVerdeto 83.1 million inViet Nam

10 CapeVerde is seen as a case apart inasmuch as the high HDI ranking is theegutemalia, of

funds transferred by Capker deans from abroad, not the country

1 Staff numbers in the PIC2 sectors are the same as for PIC1; only the proportion differs.
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Box 1. Sectoral concentration in Burkina Faso

The multi-year co-operation programme (PIC) for 2003-07 gave priority to the social sectors, with a view to
achieving the MDGs. Three sectors were selected, education/technical and vocational training, health and
handicrafts. On an exceptional and case-specific basis, the two parties were also to co-operate in the following
non-priority sectors of natural resource management and rural development.

In fact, the fhon-priorityd sectors that were accorded only secondary importance during that period have
now been fully integrated into the PIC for 2008-12 (MAE, 2007b). The new PIC reduces the number of core
sectors to two, sustainable management of natural resources, and technical and vocational education and
training. Activities are also planned in two non-core areas, non-formal education and literacy campaigns, and
blood transfusions. The two non-core sectors account for less than 10% of the PIC envelope.

Source: MAE

Some orientations are not yet operational

The PICs are powerful tools for strengthenin
co-operation policies and those of partheumies and donors. Data on the number of projects
provide clear evidence of increasing geographic concentration (CB3ptemever the PICs need to
conformmore closelyith declared sector priorities. Luxembourg consistentlggjirore attention to
same issues within certain sectotlsan to othersFor examplevocational training and professional
integration into the workforce is becoming the main education activity in many priority cowamdes
although microfinance is also mentioned as a new fosastor this is not apparent in the PICs
(Chapter 6). Furthermore, the Ministry of Foreign Affairs needs to bring its intervention procedures
more closely into line with the Paris Declaration. To do so will require closer collaboration with other
donors ad international agencies, and some real choices will have to be made on sectors and aid
modalities.

Crosscutting issues

Luxembourg has selected gender equality, the environment, capacity building, and good
governance as the cresstting themes around wdh it intends to focus its efforts. Neither the
Ministry nor LuxDevelopment has yet produced any internal guidance document on these four
crosscutting themeg¢Box 2). Yet, the review team noted that these themes are regularly mentioned in
the PICs, theproject formulation mandates, and LDevelopment documents. While progress has
been made at the operational level, the experiences have not been conceptualised or captured for a
more strategic approach. Luxembourg needs to define a sound and systestitatioiral approach so
that the crossutting themes will be properly reflected in the conception of projects and programmes
in the field. The team also found that Ménistry has not established any incentives that would induce
NGOs to take these craesatting concerns into account in their activities.
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Box 2. Cross-cutting themes with Burkina Faso

The PIC for 2008-12 lists the four cross-cutting themes, which are systematically reflected in all projects
and in the respective evaluations. These four themes are also included in the methodological guide that
Lux-Development uses to assess the likely impacts of projects dealing with poverty, gender issues, democratic
governance, and the environment. These issues are again cited in the terms of reference for evaluations, and
are covered by the reports.

The peer review team addressed these issues in field interviews and found that, while they were reflected
in all documents, they did not change the content of projects. Their impact has more to do with the nature of the
partnership, the local context, and the forms of intervention. The team noted that the projects pursued by
Luxembourg pay increasing attention to integrated local development, and consequently the cross-cutting issues
are becoming intrinsic to operations.

Source: PIC 2008-2012 (MAE, 2007b); Formulation project guide (Lux-Development, 2006a); and mid-term and final
evaluation reports.

Public awareness in Luxembourg
Strongsupport for ODA

The gover nmeentto@tsiniegatsrl¥si atd target and to helping the poorest countries
is backed by strong public and political support in Luxembourg. In 2004, 93% of Luxembourgers
considered it very important (68%) or fairly important (25%) to help people in poor @&suinr
Africa, Latin America and Asia to develop (Figure 2). A poll conducted as part 6Athé/e Need
exhibition in 2007 found similar levels of public support for aid: 86% of respondents thought that
Luxembourg should increase aid to 1% in the yéame (TNSILRES, 2007).*? The population is
al so positive about t he .Bnf2004 A% believed ¢hatdheiroafid wasu x e ml
making a difference to improving the lives of poor people in developing countries compared to an
EU 25 averagef 51% (Eurobarometer, 2005).

Publ i c awareness of t he government 6s develo
Luxembourgers said that they had heard of the MDGs in 2007 (the same level as in 2004), compared
to 41% of Swedes and 38% of the Dutch (Eurolvexter 2007). Fortythree per cent of respondents
to the 2007 survey thought that Luxembourg had not yet reached 0.7% (57% were aware)
(TNSILRES, 2007) However, when told what the eight MDGs draxembourgers, like the majority
of Europeans, think thahe three most important Goals are toréifluce extreme poverty and hunger
(76%), (i) combat HIV/AIDS and other diseases (48%id (iii) achieve universal primary education
(47 %) . The government 6s focus on pblicteop prigrityr educt
However, while the development programme supports all of the MDGs, HNEAIRI universal
primary education do not figure among its priority sectors. The challenge for Luxembourg is to deepen
support for aid by increasing awarenesds.ai x e mbour gébs devel opment comn
Efforts to increase awareness will also strengthen the accountability of the aid programme to citizens.
Since the 2007 survey was not representative of society at large, Luxembourg should follow good
practice and commission an -itepth representative survey on awareness about development
co-operationi the results will be useful for its communication strategy.

12 Since the respondents to the poll were participants eénetthibition the responses should not be

treated as representative of the general populafioa.exhibition received a grant from the Ministry
but the Ministry neither commissioned it nor participated in its conception.
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Figure 2. Public support for the principle of helping poor countries to develop
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Source: Eurobarometer (2007), Europeans and Development Aid, Special Survey 280, European Commission, Brussels.
http://ec.europa.eu/public_opinion/archives/ebs/ebs_280_en.pdf; Eurobarometer (2005), Attitudes towards
Development Aid, Special Survey 222, European Commission, Brussels
http://europa.eu.int/comm/public_opinion/archives/ebs/ebs_222 en.pdf

Communicating and building public awareness

Ther e are three component s -faising EflorksselThely aner g 6 s
(i) communication (i) outreach orsensiliisation, and (iii) development educatiomvhich is mostly
focused on youthffom 15 years).The Ministry has supported public awareness raising and
development education since the late 1990wre are two budgéines for these activities; the first
and smaller budget is for information asénsibilisationactivities by theMinistry (EUR425000 in
2007%) and the second is for awareness and development education activies by NGOs
(EUR 1.4 million in 2007). Luxembourg allocated 0.73%itsf aid to these activities in 2007, placing
it among the leaders of DAC countries for thesévdies (e.g.Belgium, the Netherlands, and
Sweden). A nevdevelopment education policy will be published by the Ministry of Foreign Affairs in
2008 after broad consultation with NGOs, the Ministry of Education and other stakeholders.
Luxembour génsive strategydimkiaghthe short and long term aspects rafsing public
awareness, its dedicated budget for these activities, aopeitsengagement with key stakeholders for
a more strategic approach to development educatborid be emulated by othB*AC members.

The Ministry actively promotes its relations with partner countries through press releases, its
website, annual reportministerial visits to partner countries, an annual public conference on
development coperation (Box3) and eventssuchas the Microfinance Week which took place in
Luxembourg in November 2006 and 2007. High coverage of these issues gives visibility to
Luxembour goés -aperatienlinothe mational pres® However, despite a receptive press for
development issues amsitive public opinion, Luxembourg has taken a more cautious approach to
communicating about aid effectiveness and the principles of the Paris Declaration. There is particular
concern thathe provision of budget suppawill not be well received by puldiopinion.

13 Throughout the report, figuregven in Euro were obtained from Luxembourg.
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Box 3. Public forum on co-operation (les assises de la coopération)

In 2006, the Ministry of Foreign Affairs hosted the first fassises de la coopérationowith participation by all
stakeholders (government, parliament, NGOs, experts, and the general public, as well as ambassadors from
partner countries) to discuss the broad orientations of development co-operation policy. The event was repeated
in 2007, and was deemed fairly successful, although parliamentarians would like to be associated more closely,
and NGO representatives want to have an effective role in organising and not merely attending the sessions.
The event received no mention on the website of the Cercle de la coopération des ONG.

Source : MAE website, Coopération et action humanitaire, actualité du 12/09/2007.

As pointed out in the 2007 Development-Queration Reporgreater awareness of development
issues and challenges helps to generate support for reform and more aid (OECD, 2008). Experience
from other DAC member®(g.the Netherlands, Ireland and Sweden) suggests that citizens appreciate
messages about donors working together with partner governments, and, when the messages are
presented convincingly, they do not expect to see their nafiagabn projects (OECD Development
Centre, 2007). However, the issues of national visibility and resulisn using new aid modalities
(especially budget supportare communication stumbling blockend require a more strategic
approach to communicatiobike other donors, Luxembourg should prepare a communication strategy
that links aid effectiveness and development resatid develops key messages for different target
groups on how donors are changimgw theywork. Promoting public debates on aid effeeness
will help pave the way for a constructive discussion about budget support.

Future considerations

T Luxembourg would benefit from a forwatdoking policy statemerthat addresses how it will
implement the aid effectiveness agenda, and how it wijage in riskier development
co-operation such as new aid modalities and-ageration in fragile states. This should be
done ina consultative manner to build transparency and generate greater ownership of the
programme.

1 Luxembourg could undertake evaliasis of the crossutting themes, covering various
projects pursued ipriority countries, and on this basis elaborate a strategy.

1 Luxembourg could build on its good practice in development education and win domestic

support for the Paris Declaration conimménts by developing a communication strategy on aid
effectiveness with a special focus on results.
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Chapter 2

Policy Coherence

Policy coherence figures prominently on the agenda of the OH&Do& other multilateral
organisationsas theyrecogni® thatotherpolicies pursued by donors may jeopardise the impact of aid
on poverty reduction.

Building consensus for policy coherence to promote development

Luxembourg has demonstrated a real commiitinio achieve policy coherence for development
(PCD), and has been making noteworthy efforts both domestigag;vis government bodies and
public opinion, and internationally, particularly within the European Union.

There is ample evidence of parliamary interest in international questions. The Prime Minister,
the Minister of Foreign Affairs, and the Minister for Gperation and Humanitarian Action make
annual statements before the Chamber of Deputies 4BoXhis means that the Grand Duchy's
international relations are debated in parliament on three occasions, from three complementary angles,
during which the people's representatives can seek assurances and guarantees on the role their country
plays in the world.

Box 4. Political Commitment to Policy Coherence for Development

fProgress in north-south relations also depends on the coherence of our policies. Coherence allows us to
introduce into the globalisation process a social and human dimension that is absolutely necessary. This means
in particular that the goal of reducing poverty needs to be taken into account in policies at the national, European
and world level, whether we are speaking of policies relating to agriculture, trade, the environment or finance.o

Source: Statement on International Development Co-operation by Jean-Louis Schiltz, Minister for Co-operation and
Humanitarian Action (November 2004) before the Chamber of Deputies (translation by OECD) (MAE, 2004).

An argument often advanced by govermmie of f i ci al s t o sfimdtusab ant i a
policy coherence is the limited size of government, which allows for regular and prompt exchanges
betweenministerial departments. The Memoranddmoints out thafithere are few if any points of
friction between Luxembourg's domestic policies and its developmeripa@tion policy.
Consensus is a core social value that serves as the foundation of the country's policy. It does not need
to be established, for it is an intrinsic feature of the nation. Hamptomplementary viewpoint ikat
fWhat is needed is not just a theoretical discussion of the issue of coherence, but rather a focus on
concrete cases where the policy coherence achieved in favour of development can serve as an example
for emulation € g. the Economic Partnership Agreemea{®)IAE, 2007d).

14 The Memorandum (MAE, 2007c¢) submitted to the DAC on 1 November 2007 by Luxembourg to be
referred to agthe Memoranduiin the report.

28 DAC PEER REVIEW @ LUXEMBOURG - © OECD 2008



DAC PEER REVIEW OF LUXEMBOURG

This pragmatic approach is widely shared within government, and the Minister-fopeCation
can address policy coherence issues and speak out on subjects beyond the scope of international aid
that have an impact on developing countries. Since taking office in 20@Mlinister has expressed
concernabout the Common Agriculture Policy andnore recently about international trade, in
particular the Dohédevelopment rouniof negotiations within th&/orld Trade OrganisationNTO)
and the Economic Partnership Agreements (EPA) now being negotiated between the European Union
and the countries of Africa, the Caribbean and the Pacific (ACP).

Luxembourg sees the European Union as the driving force in thegpreat i on of me mb e
policies in the areas in which it has exclusive competence, as well as a means for those states to
promote their interests. It regards the EU as essential for strengthening policy coherence in favour of
development, inthe light of EU responsibilities not only in the important fields of trade and
agriculture, but also in other areasich as climate change and the environment. The recent European
Consensus for Developme(2006) reaffirms the commitment of the European Commuaity its
member states to promote policy coherence for development. The consensus document lists 12 priority
area$’ and their action plans, for which responsibility is generally shared between the EU and
countries For the most part, Luxembourg leaves itthe European Commission to ensure policy
coherence.

Co-ordination mechanisms for ensuring policy coherence
The Inter-Ministerial Committee for Development Gaperation

The InterMinisterial Committee for Development @mperation, established by laam 6 January
1996, fiadvises on the broad orientations of developmertparation policg. The Committeehas
recently expanded its responsibilities to include policy coherence for develojpmdine with
international trends. The committee meets every two nsorith principle, and is chaired by the
Director of Development Goperation.

In its 2003 review of Luxembourg, the DAC suggested that the mandate of th&liniserial
Committee for Development Gaperationbe expanded to allow that body to play a macgve role
in promoting debate on policy coherence. It is important, therefore, to look @amimittee and to
examine its role compared to other national policypaination forums.

From the perspective of the 2008 review, and in the context of p&amaCommissiosurvey
for a biennial report on policy coherence within the EU and its member states, Luxembourg described
the February 2007 meeting of the IRkmnisterial Committee adia first discussiodon the issue of
policy coherence for developmerRepresentatives of other departments were invited to explain the
extent to which their specific activities could conflict with developmermeration policy, and what
constraints they faced, if any. In response, they indicated that these difficdtesl@alt with in other
bodies, primarily in Paris (OECD) and Brussels (EU)

While the Committee has indeed examined issues relating to policy coherence, such as the
Common Agriculture Policy, it usually deals with issues specific to developmeopeasaton
(Box 5). Generally speaking, consensus emerges naturally from these meetings. The coherence of
Luxembourg's policies is something that participants from all departments take for gfetbey

15 The 12 priority areas for policy coherence are trade, environmentatel change, security,

agriculture, fisheries, social dimension of globalisation, employment and decent work, migration,
research and innovation, information societydtransport and energy.
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see it, decisions are now taken by the European Commiggdnther intergovernmental institutions,
in keeping with their function and with international commitments.

Box 5. Inter-Ministerial Committee for Development Co-operation: agenda items

27/07/2006: The Assises de la Coopération.

19/12/2006: The mandate of the Service Education Nord Sud, a development education network, and
fMicrofinance Weeka

15/02/2007: Policy coherence for development.

05/04/2007: Policy coherence for development; reimbursement of social security contributions for
co-operation workers.

21/06/2007: Presentation of the Code of Conduct adopted by EU co-operation ministers.

04/10/2007: Follow-up to the Assises, presentation of the annual report on Luxembourg Co-operation.

== =4 -

29/11/2007: Preparation for the DAC peer review, 3-7 December 2007.

I 07/02/2008: The 2008 Programme.

Source : MAE website, Coopération et action humanitaire, Comité interministériel sur la coopération au développement.

The InterMinisterial Committee for Development @peration is meartb serve as an interface
on policy coherence within government, but it is not able to deal with certain topic€ontmaittee
serves more to ensure a coherent development policydhersureoverall policy coherence. As such
it serves Luxembourg well.

Multiplication of horizontal ccordination bodies

The Ministry maintains regular contact with-operation stakeholders, facilitated by direct and
accessible decisiema ki ng channel s and procedures. The r e
administration ésters interpersonal relations and a shared understanding of issues among colleagues
from the various departments. Moreover, the same participants are likely to meet each other frequently
in the parallel caprdination bodies. This situation might suggésit toherence emerges automatically
and spontaneously within Luxembourgébés policy sy
these ceordination bodies usually result in the exchange of information, rather than in anyfiade
or decisions.

A number of other inteministerial committees involved with sustainable development operate in
parallel:

T The InterMinisterial Committee on Gender Equality, which seems to focus only on
Luxembourg's domestic application of the Convention on the Eliminatiodll Forms of
DiscriminationAgainst Women (CEDAW).

1 The InterDepartmental Commission on Sustainable Development

1 The InterMinisterial Canmitteeon Financing of the KyotdMechanisms
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The degree of awareness about policy coherence for development armoeg the different
sectors of government. It is naturally strongest in cede@as(agriculture or environment), while in
other ministries (health, social security) it depends on the personal inclinations of officials. The large
foreignborn populatiorin Luxembourg (which, at 18800 in a total 2006 population of 4590, or
40%, is proportionately the highest in Europe) is not, as it is in other European countries, the subject
of public debate about migration movements. Nevertheless the Immigratiectdate of the
Ministry of Foreign Affairs and Immigration is invited to the Intdmisterial Committee for
Development Caperation.

According to Lux esmoepurelg busembmurg poliesi have ditde or no
impact on the developing couigs, in contrasto common European policies (trade and agriculture,
inter alia), it is via European institutions (and in the Council above all) that Luxembourg works to
promote greater coherence of EU policies as a whole. Moreover, the mechanism irnplace
Luxembourg for ceordinating European affairs is not primarily mandated or specifically designed to
deal with policy coherence for developméht.

In a number of fields, the action programme to support policy coherence for development is just
beginning © be taken seriously. The multiplication of-aalination bodies is no guarantee of overall
coherence. Thpeerreview team considers that Luxembourg should identify appropriateodghat
will promote policy coherence, including for developmémi systematic manner.

More discussion with civil society would not only enrich the debate on policy coherence with a
greater variety of viewpointdut would also bring a number @forgotterd issues into the open. This
dialogue could take place within an irteinisterial committee in which NGOs patrticipate or perhaps
in the framework of the development-operation forum (thassisel'’ Dialogue alone is not enough
Luxembourg needs to focus antions tagive effect to policy coherence.

Future considerations

T  Within the InterMinisterial Committee]_ uxembourg shouldiefine appropriatemethodsthat
will promote monitor and evaluat@olicy coherence, including for developmein a
systematic manneso as to arbitrate between policies.

1 The Development Goperdion Directorate should deepen its conception of policy coherence.
This would be useful for promoting policy coherence internally, among decentralised offices
and other departments, and, more broadly, among partners in developing countries and other
donors

16 Concern over climate change is giving a whole new dimengioenvironmental issues. Here,

Luxembourg could have difficulty achieving its objectives for reducing €@issions. Its poor
performance is blamed on the fact that gasoline prices at the pump are lower than in neighbouring
countries. This exacerbates thblem in Luxembourg, but showast the same timehat decisions

taken at the domestic level are still importaRiedr eview mission to Luxembourgy

1 This situation is already possible in the case of an-miaisterial committee on the environmetd

which NGOs can be invited.
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Chapter 3

ODA Volume, Channels and Alocations

Luxembourg is one of the most generous DAC donors peracapitabasis reachng 0.71%
ODA/GNI in 2000 andsupaséng the UN targebf 0.7% every year since then. A high proportion of
Luxembourgdés bil ater al ai d i. Mostgptiotity parnerethve seen | e a s
an increase in bilateral assistance thanks to L
Luxemlourg is ready to engage in new aid modalities where and when circumstances in priority
countries allow it. The number of projects managed by-Daxelopment has not increased
substantially since 2003 and there is strongpperation with multilateral orgaégations and NGOs.
The statistics on L u x ecutting issues 6de nob ddéquately traflaxtnits t o
commitment to these issues.

ODA commitments, volumes and trends

The trend in Luxembourgbs ai d voddanmestrategther t he
countryds firm commitment to the UN %r290t of
Luxembour gds ebpevatoh copdget ramountedo to approximatelgnstant USD
325million, representing 0.90% of GNI compared to 0.84962D06 €¢onstant US[291 million).

Since 2000, the volume of Luxembourgds devel opr
annually, with a 4.5% increase in 2006 compared to 20@bl¢ B.1) . Thanks to the
continued growth, developmentsistance will increase bgn estimatedcUR 64.4million in 2008 to

EUR 296 million. This should push the aid to national income ratio up to 0.9t .Grand Duchy is

thus in a legitimate position to encourage other donors to reach the UN target foa pieresntage of

national income, which it did during its Presidency of the EU in 2005. In addition, 100% of
Luxembourgdéds devel opment assistance is provided

Overall distribution of ODA

The Ministry of Foreign Affairs managestbave en 80% and 85% of Luxemb
co-operation budget, the Ministry of Finance 15% and about 1% is managed by other ministries
(e.g.Health). This aid is channelled through bilateraloperation as well as multilateral and
nongovernmental ogni sati ons. Overall, 70% of Luxembourg
bilateral aid and 30% multilateralvhich increased from 23% of total aid 8003. Bilateral ad
delivery through NGOs has remained stable over the same period at @&6uoflthe total '
Humanitarian assistance has increased progressively from 7% of the total aid budget in 20051to 1
2006. Together, aid allocated through multilaterals and NGOs along with humanitarian assistance
accounted foebouth a | f of L ux edib20@6r gbs total ai

18 Luxembourg was hoping to reach 1% as early as 2009 (OECD, DCR,, 2@7has postponed

reaching thigdarget to sometime between the next five to ten years (remarks made to the fRamew
during its mission ta.uxembourg.

19 DAC figures provided on NGOs for 2006 in Table B.2.1 are incomplete and are currently being

revised.
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In 2006, 70% of L u x eapé&raionrbgdges (EWRBIVGENillom) passed ¢ o
through the Development @peration Fund- an important tool for the management of aid in
Luxembourg as resources do not have to be disbursed withinntdecifl year (Chaptet). In
addition, 95% of the aid allocated to NGOs, mhbltilows, and an additional 9% of total multilateral
flows, are administered by the Fur(@igure 3) Aid provided for development education in
Luxembourg cannot be managed hg Fundi a rule that is contested by the NG®4ll the same,
the Ministry of Foreign Affairs makes every effort to disburse 100% of funds committed for the
financial year and, so, retiver from one year to the next does not exceed 10% of commitfhents.

Figure 3. ODA disbursements through Luxembourg's Development Co-operation Fund in 2006

In per cent
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Source: MAE 2007a, Rapport annuel 2006, La coopération luxembourgeoise au développement, Ministry
of Foreign Affairs and Immigration, Development Co-operation Directorate, 2007, Luxembourg.

Aid predictability

The gradual i ncr deeemmmert copekation budgetdowards AEDA/GNI,
along with theProgrammes indicatifs de coopératigfour to five year programmgsmulti-year
commitments with multilateral organisations and programme agreenaeatyd cadreswith NGOs
(two to five v ar s) have made Luxembourgbs aid more pr
DevelopmentCo-operationFund, and second generation P|Ggi t h t en of Luxembou
partners make Lux embour goés bi | atoperatidn preditdee &nd pfleiblen t cCo
Luxembourg commits to a minimm indicative budget envelope for the duration of each PIC iand
the case of the PICs with Mali and Senegal, how much should be disbursed each year. This gives
partners a clear idea of thanidsthey should receive fro Luxembourg over a-8 year period.
Nevertheless, the fact that Luxembourg commits to a global envelope in its PICs requires careful
management by the Ministry of Foreign Affairs and iDevelopment to ensure that annual
disbursements are maded ODA tagets met

20 The 1996 Act stipulates that tReind can only finance activities in developing countries

2 Information gathered during meetings in Luxembourg.
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The bilateral channel: consistency with policy objectives

Luxembourgés use of the bilateral channel has
the DAC average in 2006. The bil ateral share
disbursements in 2GGo 70% in 2006 the DAC average was 76% (TalBe?). This declining share
is compensatedy a seven poinincrease in multilateral assistance over the period -2008.

Multi-bi flows accounted for EURO.1million (15.3%) of bilaterahssistance in 2006 (Figui.

Figure 4. Overview of Luxembourg's bilateral assistance in 2006

Millions of EUR

Luxembourg's total bilateral aid in 2006:
EUR 91.4 million

B LuxDevelopment B multi-bi other bilateral

Source: MAE 2007a, Rapport annuel 2006, La coopération luxembourgeoise au développement, Ministry of Foreign
Affairs and Immigration, Development Co-operation Directorate, 2007, Luxembourg.

Luxembourgébés policy t o ,aespscalythosel tieabrank lowdanvthe!l op e
human development indeis evident from the aid data. Fityour per cent of Luxen
assistance went to leadtveloped countries in 2006 compared to the DAC average of 26%
(TableB.3). Of the countries on Luxerbu r g & stheltop 20taid ce€ipienisseven haveraHDI
ranking between 150 and 176, and 12 of the countdéek betweenl102 (Cape Verdeand 147
(Sudan) . Four of Luxembourgdbés priority @partnei
BurkinaFaso Niger, Mali and Senegaland two are considered to be fragile st&tésixembourg has
started to enter a phase of transition with priority partners that have been moving up the HDI scale
(e.g Namibig El Salvador an&iet Nam).

Bigger and more efficienprojects?

The executing agency, LtRev el opment , manages al most 70% o
(EUR 63 million in 2006) as projects. These projects are aligned to partner country priorities as
outlined in the PICs agreed between the Grand Duchy aadtppartner countries (Chaptg). The
number of projects managed by Levelopment in 2007 (136) saot increased significantly since
2003 (120) (Tabld) despite an increasing budget over the same period. This slow increase in the
number of projectsuggests that the projects managed by-Dexelopment are biggeand possibly
more efficient due to reduced transactions costs. Luxembourg should continue-ggaliegsize of

22 http://www.oecd.org/dataoecd/34/24/40090369.pdf
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its projects in priority countries and avoid the creation of new parallelemmgntation units.
Nevertheless, Luxembourg should participate in new aid modalities to implement the aid effectiveness
principles and to curtail transaction costs.

Table 1. Trends in the number of projects managed by Lux-Development 2003-07

2003 2007
Projects Projects in Projects Projects in
. Total . Total
underway | preparation underway | preparation
Priority 78 21 99 76 23 99
countries
Project 32 5 37 18 3 21
countries
Total 110 26 136 94 26 120

Source: Lux-Development.
Geographical concentration

Luxembourg has performed well in maintaining and reinfortiveggeographic concentratiaf
aid. The number opriority partners hadveen stable at tesince 2003 and the number of project
countries, that is, countries with which Luxembourg does not have a PIC, has declined from 20 to 12
(Chapterl). The geographic concentration is also evident in the figusegy three per cent afhe
tot al ai d was al | oc arecpidnts in@00R6ucrneparddaaus79% i 204, o p
and the top 2@ecipients received 80% of gross bilateral disbursements in 2006.

10

Figure 5. Evolution in ODA allocation to priority countries from PIC1 to PIC2
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Source: MAE 2007a, Rapport annuel 2006, La coopération luxembourgeoise au développement, Ministry of
Foreign Affairs and Immigration, Development Co-operation Directorate, 2007, Luxembourg.
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Luxembourg has also reinforced its geographical concentration as PICs have evolved. Allocations
have doubled in the latest round of Pl@sit increase are comparatively smalldor the three
countries from which Luxembourg is planning to exit with which it plans todevelop new
co-operation arrangemenitsel Salvador, Namibia andliet Nam The combined shamf these three
countriesdecined from 31%in the first round of PICs to 22% in the second round. As shown in
Figure5, many of Luxembourgds priority partners ha
from Luxembourglincreasesiremost important for Burkin&aso, Laos, Mali, Njer, and Senegal. In
BurkinaFaso, the average annual commitment for PIC2 has increased td ZERHRillion from
EUR4.3million in PIC1.

Strategy for consolidation and exiting from priority countries

According to Luxembour gdbenumbhenrof peiority pagners wili retp hi c a
increase It wi | | exit from three, a nvdl bd redeicednto meboe r of
Luxembourg is starting to close its progransnie El Salvador and Namibia, where funding is
increasing at alightly dower rate or is decreasing. Phasmg through reduced aid is not yet taking
place inViet Nam however co-operation is evolving towards the economic infrastructure sectors,
including financial services and banking sector in which Luxembourg can adalue. It is not yet
clear whether this new form of @peration with priority countries will qualify as official
development assistance.

Disengagement from project countriesuch as Tunisia, Morocco and Ecuadoontinues
according to a schedule detenmd in agreement with these countries. In the case of Ecuador,
Luxembourg has started to scale down its operations andDeuglopment has signed a delegated
co-operation agreement with the Belgian Developmeni@eration AgencyRTC) for one health
project. These actions by Luxembourg demonstrate its exemplary commitment to geographical
concentration. However, since Luxembourgbs aid
forward-looking policy statement could identify criteria for entering ingwnrelations with other
countriesas current relationships mature and Luxembourg.exits

Sector concentration

The bulk (53% in2000 6) of L ux e mb o u drgciedto sbaiall irrasteuctard anca i d i
services:health, education including vocationaltraining and professional integration, integrated
local area development, and water and sanitation. The DAC average for the same period was 33%.
Education and health take the greatest share at 16% and 18% fed&0052006, almost 50% of
L ux e mb oid to gducatiorawent to secondary education, which seems consistent with its stated
focus on vocational training. Ten p erin thee nt o
multi-sectorcategorycompared to the DAC average of 6%. This relatively lameelope is dedicated
to bilateral and mulibi projects in the framework of integrated local area developmérith may
incorporate agriculture, irrigation, health, education, civil society and microfifamaEording to
Luxembourg, the bilateral programe tends to address cramgting issues through muiiector
activities.

As per its policy, Luxembourgébés support to m
programmes in priority countries. Between 15% and 20% of the budget envelopelfdéti€acan be
allocated to multilateral organisations and an examination of the sectors in which the multilaterals are
involved $ows that these ar€e onsi st ent wi t h Luxembour gés s e
crosscutting issues.

23 Memorandum(MAE, 2007c)
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On average, aid is allated to four sectors in priority partner countries even if a number of
different projects are implemented within each priority sector. The sector focus at the country level
tends to reflect the Ministrybds pogdevelopsdosesn pr i
relations with partner governments and donors at this level, and once it really engages in the EU
division of labour, it may have to change its sector priorities. This situation arose during negotiations
with BurkinaFaso in 2007 when thBurkinabe government asked, and Luxembourg agreed, to
concentrate omatural resourcemanagement. This sector was not a stated priority for Luxembourg,
although it does contribute to sustainable development and will address the environment, gender, and
local livelihoods.

Emerging activities: microfinance and humanitarian assistance

While microfinance is given significant policy attention by Luxembourg and figures as one of its
priority sectors (Chapted), the annual aid allocation to microfinance remaiaesmall share of total
aid in 2007 at approximately EUR.7 million (2.3% of total). Allocations to this new sector should
increase substantially from 2008 when Luxembourfjreanced a project EUR 18.8million - in the
West African Economic and Moneyadnion (WAEMU) zone in collaboration with the Central Bank
for West African States (BCEAO).

Trends in the data suggest that humanitarian assistancegrbasy in prominencein
Luxembour@ s aid p Acoogdinga ta NDAC dataLuxembour@ s humanistanger i an
increagd its share of totahid between 2005 and 2006 from 6% to¥dl®lacing the level of
Luxembour gds humanitari an as s6osof @talaidin 20050& e t he
(TableB.2). In line with the Good Humanitarian Donorship committsghuxembourg has allocated
a proportion of this assistance for disaster risk reduction in Niger and could extend this to other
priority countries.

Cross-cutting issues: environment, gender and governance

Luxembour go6s -cutinyjssuestis me evidentirotlsessarious projects financed by
the Ministry of Foreign Affairs than it is at the policy and strategic level or in the aid statistics. In the
case of gender, no figures appear on the DAC database for Luxembourg, which could imply that it
does not support gender activitieghich isnot the case in reality. The Ministry of Foreign Affairs
reports that contributions to gender related activitias 0.37% of total bilateral aid in 2006. About
3% was allocated to environmental protection. In 2006éxembourg contributed approximately
EUR5 million to the fight against HIV/AIDS.Crosscutting issues are also supported through the
multi-sector budget line which averaged US®Bmillion in 200506. However it is not possible to
track flows to individial crosscutting priorities from this aggregate figure. There is an apparent
mi smatch between the stati s tcutingissaes.do detunore onddio ur g o
for its work Luxembourg should provideore strategic guidance on crassting issues and report
these flows to the DACReporting on ODA statistics, in general, remains a challenge for
Luxembourg.

Multilateral ODA allocations

Luxembourg has strengthened itsaperation with multilateral organisatioiisespecially UN
agencied over the past few years at both the policy and operational l&gebrding to the Minister
for Development Caperation, Luxembourg intends farther increase its coperation with UN
agencies. The share of multilateralamerationof total aidincreasd by seven points from 2003 to
30% of gross disbursements in 2006, and amiltontributions have almost doubled between 2004
(EUR 13.5million) and 2006 (EURS.6mi | | i on) . Ei ght per cent of Lu
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co-operation budget (USP2million in 2006) is allocated to the European Camity.

L u x e mb o wopegatoa became more strategic thanks to new framework agreassmtisdvith

the WHO, UNDP, UNFPA and UNICEF. These agencies were selected by Luxembourg because of
the close alignmentbetweentheir activitiesandL ux embour gdés pr i oqfutthgy sect
issues This isshown by the projects that recaivearmarked financing from Luxembourg, such as
UNDPO&s environment alFasp (maltuncianah platforms)thB healtk projeats

of WHO and UNICEF in Cap¥erde; andwater, sanitation and gender activitie$ the UNDP and
UNFPA in Mali. Together, these four agencies received EBRnillion in core contributionsn

2006%* They also received approximately EUR.7million for projects in partner and project
countries compared to EUR7 million that was allocated to projects implemented by other UN
Agencies”

In 2006, Luxembourgdés support to UN -BA%efnci es
gross disbursementsofmpared to 4%). Other UN agencies receiving aid from Luxembourg include
inter-alia ILO, WFP, FAO, UNHCR andUNIFEM. While these organisations do not have a
framework agreement with Luxembourg they can receive +yeitr financial support through the
DevelpmentCo-operationFund. Many of them also receivemnearmarked, voluntary contributions
for their general programreelLuxembourgmight also consider taking even greater advantage of
multi-bi co-operation to help meet its aid effectiveness commitments.

The Ministry of Finance (Chaptd disburses a significant contribution to the World Bank, the
Asian Development Bank and to the European Bank for Reconstruction and Development (EBRD). It
has also made mulkii contributions to the IMF in Africa (region&chnical assistance centres) and
the EBRD. In 2006, the Ministry of Finance disbursed EXJRnillion in ODA, about 9% of gross
ODA including, EUR9.7million to IDA-14. EverthoughLuxembourg has no bilateral debt with poor
countries, it contributed EUR9.52million to the Multilateral Debt Relief Initiative (MDRI),
subsequent to a parliamentary vote orD22ember 2006 in favour of Luxemboérg par ti ci pat
this initiative®

Cooperation with Luxembourgds NGOs

Twel ve per cent of ehtucwopeardbian ubudpeét swas dadbocaget! dop m
82 accredited Luxembourg NGOs in 2006. Fourteen of these NGOs had signed framework agreements
with the Ministry. These NGOs receive 65% (EWRmillion of atotal EUR26 million) of the NGO
aid envelope and the Mstiry cofinances up to 80% of the framework agreement programme
activities

NGOs that have not entered into a framework agreement with the Ministry also receive
cofinancingi up to 75% for projects realised in priority countries and 66.7% for projecither
developing countries. The idea behind these differentiatefih@ocing ceilings is to provide an
incentive for national NGOs to work in priority partner countries without necessarily stepping up
co-ordination between PICs and NGO projects. Howeités, not clear that this incentive works, not
least because the NGOs are adamant that they should retain their independence and be free to work
where they want. A study of theeggraphic focus of NGOs with framework and-fo@mncing
agreements demonstratthat the majority of aid allocated to NGOs does not go to priority countries

2 DAC data.
= Annual report 2006 (MAE, 2007a) (pp 88), flows through the Development @peration Fund.
2 Annual report 2006MAE, 2007a,p. 132).
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or partners (Figuré). In the case of the Palestinian Administered Areas both programme and
co-ffinancing agreements with Luxembourg NGOs account for 0.48% and 0.77% of the tota

Figure 6. Percentage of ODA allocations to NGOs going to priority countries in 2006
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Source: MAE 2007a, Rapport annuel 2006, La coopération luxembourgeoise au développement, Ministry of Foreign Affairs
and Immigration, Development Co-operation Directorate, 2007, Luxembourg.

The large number of NGOs in Luxembourg is a positive expression ofthep | at i onds s
and engagement in development-ageration and international solidarity. The government is
conscious that the budget allocated to NGO activities is an important tool to sustain this interest and to
broaden the presence and visibility laixembourg around the world. While support to NGOs will
contribute to Luxembourgds international visibi
NGO projects may be limited. For example, NGOs with framework agreements implemented 266
projectsin 50 developing countries with the EUR million they received from the Ministry of
Foreign Affairs in 2006. Given the high proportion of total aid volume that is allocated to NGOs, the
government 6s commitment t o i ridpragmammenagd itsfbcasoqu al i
geographic and sector concentration, Luxembourg might consider developing some incentives that
would help national NGOs improve their own effectiveriegspecially those NGOs that receive the
bulk of the development asssice.

Future considerations

1 Luxembourg should participate in new aid modalities to implement the aid effectiveness
principles and tkeeptransaction costw. This should help Luxembourg move away from
the project mode over time.

1 In thelight of the many NGOs eligible for official aid and thstrongsupportthey receive
Luxembourg should consider how the effectiveness of this aid could be strengthened through
incentives other than geographical focus.

1 While ome improvements have been made in the staisteporting to the DAC by

Luxembourgefforts must now be made to bring reporting into full compliance with DAC
guidelines
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Chapter 4

Organisation and Management

The general features of the @ ani sat i on o fopetatior arentheosamegad those o
described in the 2003 review, although some important improvements were made following internal
organisational audits of the Ministry of Foreign Affairs and the executing agency. The principal
change in management has beeat kbcal offices in six partner countrigsmve been openedome
progress has been made towards building an evaluation culture in Luxembourgver fully
achieving this remains a challenge.

General organisation
A directorate devoted to coperation within the Ministry of Foreign Affairs

Responsibility for ceoperation policy in the Ministry of Foreign Affairs and Immigration lies
with the Minister for Ceoperation and Humanitarian Action. Within this Ministry, the manage o
development policy has been entrusted to the Developmenp&ation Directoratsince 1998. The
overall structure has not altered since 1998, but there have been significant changes in internal
organisation and in operational matters.

The Developmet Co-operation Directorate uses an executing agency;Rewelopment, which
designs and implements bilateral projects. Further assistance is provided for various dbtiwiiigis
other mechanismsThese include contributions to the NGO -@awdinating bog (Cercle de
Coopération des ONG de développemeadvisory support to NGOs initiating development projects
(through the BATBur eau d o6 as s i, Bax® andthe ptomatidn ofi mictofenance (ADA,
LuxFLAG, Maison de la microfinange

Box 6. "Cercle de coopération des ONG"

Luxembour gos NGOs, numbering 70 associations and foun
consortium that now embraces most of the NGOs active in co-operation with developing countries.

The Cercle de coopération des ONG fulfils four essential functions:

1. It represents NGOs in their dealings with the authorities, the Ministry of Foreign Affairs (Co-operation Directorate) being
the prime partner.

2. It co-ordinates NGO activities, strives for synergies, and encourages the exchange of experience, training and

information.

It represents Luxembourg NGOs within the European federation, CONCORD, in dealings with the European Union.

It provides information to the general public on the activities and concerns of development NGOs.

Apw

The Ministry and representatives of development NGOs and the Cercle meet regularly in a working group to discuss
issues of common interest, at both the technical and the strategic level. The working group held three meetings in 2006,
allowing for the regular exchange of information.

BATBur eau dbéassistance )technique des ONG

The BAT, a subsidiary structure of the Cercle, consists of two professionals who provide support, advice and training for
development NGOs. It is supported from public funds.

Source: http://www.cercle.lu/.
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Distribution of tasks among the main ODA players

The Ministry's Development Coperation Directorate prepares Pl@kentifies programmes and
projects, both irpriority countries and in other countries, and conductpast evaluations. It is also
responsible for multilateral financing (apart from the Bretton Woods institutions), for humanitarian
aid, and for grants tNGOs. The Ministry of Finance is responsible for relations with the international
financial institutions including, in particular, the IMF and the World Bank, and also monitors
problems relating to international indebtedness and sustainable growth.

A contractual agreement establishes the procedures for collaboration between the State and
Lux-Development. LwDevel opment 6s role is confined to bi
Ministry, as well as to a few projects that it manages for the MinistRir@nce or that involve other
sources of external financing (Lievelopment 2004a).

The network of regional offices in partner countries has been expanded (Biguimee the last
review, with offices having been opened in Ouagadougou (BuRdesa) andin Managua
(Nicaragua). With the exception of the Pristina office, Luxembourg now has six regieopéi@iion
offices with the status of diplomatic missions. Luxembourg's gradual consolidation and retreat from
co-operation in Ecuador, a former core ctsynhas led to the closing of the office in Quito.

Figure 7. The network of MAE offices
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Note: The regional offices of Lux-Development share premises with diplomatic missions in Dakar, Hanoi,
Managua, Ouagadougou and Praia. The agency also has an office in Windhoek (Namibia).

Source: Memorandum (MAE, 2007c).

Lux-Development is a limited liability company with a capital of ERBO000. Shares & held
by the State (90%) and tfieoci ®t ® nati onal e de s(2%y (Baxd)i Thes et (
corporate status allows it to operate in a flexible and businesslike mannddéialopment, 2004b).
The Board of Directors includes representatives lofu x e mbour go s gover nment
associations, labour unions, tGercle des ONG de développeméwb independent members and the
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Director of the AgencyStaff are expected to observe the principles of solidarity, mutual respect,
integrity, and effigency.

By mandate from the Ministry of Foreign Affairs, LiDevelopment formulates and implements
bilateral development eoperation projects and programmes in collaboration with its developing
country partners. The agency manages about 90% of the Mmisiigteral programmes, and is held
responsible for the outcomes. In 2006, more than 30% of Luxembourg's total aid budget (MAE,
2007e), was channelled through the agency.-Daxelopment is also involved in emergency
assistance.

Box 7. Lux-Development earns ISO 9001-2000 certification

The certification audits were conducted by the Luxembourg company SNCH (Société nationale de
Certification @antJulyd20608.0rhecértdication apmies o all activities performed on behalf of the
Luxembourg State. The auditors looked not only at headquarters operations, but also at the workings of the
regional offices and the projects managed by the agency.

Lux-Development told the team that it knew of no other bilateral agency that has pursued its quality
aspirations as far as obtaining 1ISO 9001-2000 certification.

Source: Lux-Development.

Lux-Development also hagpresentatives in six countriééhe representativeare celocated in
the Ministryods of istiyarsduxDerelmopment are not alwhys predénnin the
same countried~or example LuxDevelopment has an office in Windhoek (Namibia) an®ristina
(Kosovo),with responsibilities for Albania, Kosovo, Montenegro and Serbia, while the Ministry is not
present in these countries.

Operations are highly centralised
Operating procedures

Luxembourg's cultural, technical and financial relations with partner countries are governed by
general ceoperation agreemenis PICs - which were established in 2003 with the 10 priority
partner countries. They are negotiated for five years and can be renewdhde light of
recommendations from an assessment of the first generation of PICs, the government has negotiated
and signed a second generation of PICs with pyi@mdntries over the last three years. The review
team recognised the harmonisation effort that has been made, but noted that projects are still being
implemented according to the same procedures (Chaptdihe PICs mention new modes of
intervention, buthese have yet to be put into effect.

At the beginning of 2008, Lukevelopment had 77 senior technical advisers and-temgy
technical assistants assigned to development projects (not including administrative and financial
personnel). LuDevelopmentias limited unearmarkedinancial resourceat its disposalln 2006, the
Ministry recruited five JPOs (Junior Professional Officers deployed to the United Nations), six JEPs
(young experts deployed to the European Commission), and four (8ddi®r TechnichAssistants)
for Lux-Development

42 DAC PEER REVIEW @ LUXEMBOURG - © OECD 2008



DAC PEER REVIEW OF LUXEMBOURG

Field presence

The opening of a coperation mission in Dakar, with regional responsibilities for Senegal, Mali
and BurkinaF a s o, mar ked an i mpor t an topemtion edoser to thédfield. n g Lt
In the sarme year, a cerdination office was opened in Praia, Cafsede. By 2007, Luxembourg had
opened several other offices (Managua, Hanoi and Ouagadougou) with regional responsibilities for
monitoring activities in neighbouring priority countries. The openifigooal offices has clearly
strengthened relations and promoted policy dialogue between Luxembourg and priority partner
countries. This raises the question of whether Luxembourg might open officepiiio®@y countries,
or find another way to enhands presence in these countries.

Luxembourg has noeresident ambassadors accredited to spriwity countries (Burkindaso,
Nicaragua and Senegal) and intends to extend this practice to other count8ak/g8br, Mali and
Ni ger ) . L u xopeamalwroafficeg @nd thecoffices of LuRevelopment now share premises in
partner countries, in order to enhance their visibility and efficiency

In BurkinaFaso, the review team confirmed that the local office has a great deal of freedom in
preparingthe PICSThe r el atively small size of Luxembour
between the Ministry of Foreign Affairs and the executing agency would seem to ensure that
communications between the field and headquarters flow smoéthiyisrespectthe virtual lack of
decentral i sat i o+opefiation system & mdi much af & constcadszontacts are so
free and direct. Even sbuxembourg may have to gradually decentralise so that it is better able to
implement the provisions of the PFabeclaration.

The role of NGOs in coperation

In terms of contributions to NGOs, Luxembouenksamong the most generous donors (along
with Ireland and the Netherlands), with a ratio of about 12% of ODA. In some priority partner
countries (especially®kinaFas o) , funding for activities by Lu
official bilateral ceoperationi this was the case in 2006.

The Ministry prefers to finance NGO activities through framework agreements that currently
cover around twahirds ofsuch contributions (Chapt8). Five of these were renewed by Maistry
in 2006. The framework agreements are mydar programmes (two to five years), covering a
number of ceoperation activities with a clearly defined strategic approach itharactice, translate
into geographic or sectmoncentrated interventions.

The Ministry supports the important work of designing and monitoring NGO programmes and
projects by paying a portion of the administrativasts they incur in Luxembourg, amountita
EUR 2.3 million in 2006. The revieieamconcluded that Luxembourgtrongly encourage NGOs,
building consensus through frequent contact, siyiptif administrative procedures (framework
agreements), and helping NGOs maintain a modest presence in protitgrpcountries (Chapt8y.
As far as the review team could determine, the Ministry does not have a particular strategy for
nongovernmental coperation, nor any guidance for NGOs relating to the effectiveness of aid or
partnershipssector concentratioror issues of capacity building, gender, the environment or good
governance.
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Management
Human resources

The Development Coperation Directorate of the Ministry dforeign Affairs has a total of
33employees at headquarters and in the six regional affldessmall number of staff is seen as a
important constraint on the capacif Luxembourg s d e v ecb-ap@ratieniThis constraints
offset, in part by geographic targeting, sector selectivity, and the expertise acquired by public or
private operairs - in particular LuxDevelopment, which has effective resources and tools for
intervention. Luxembourg NGOs also have a support and advice mechanism BRurtsau
ddassi st arn(BAE, the Bechhicali Agsistance Bureau) funded byMiistry. In light of this
situation, the revieweamf i nd s L u x eapdratian is gtiuctured effectively and efficiently.

An organisational audit of the Directorate in 2@@&minedinancial flows, decisiormaking and
information channelén-depth and led to aseries of recommendations that the Directorate is now
implementing. The audit recommendetanges in the organisationsiructureto clearly define
decisionmaking, financial and information channels. The principal outcomes of the audit were a new
organis#éion chart with three subdivisions (Figu8g a set of job descriptions, and a quality control
unit. The Directorate's human resources have also been strengthened (with the creation of three new
posts in two years).

Figure 8. Organisation Chart of the Development Co-operation Directorate (MAE)

Director

Secretariat g

Deputy Director

Administration and Finance Operations Quality Control
Human Resources Bilateral Co-operation |—— —— Multilateral Co-operation I Supervision, Audit, Evaluation
Budget and Finance Co-operation with NGOs — — Programme Support H Procurement
Mail and Archives Humanitarian Action ~ —— L—— Public Awareness Raising — Procedural Control
L= Knowledge Management

Source: Memorandum (MAE, 2007c).

The organisation charesulting from the audit is not yet a realdg several officers are still
responsible for two post3his makest difficult for themto apportion thie time and toacquirethe
skills or aptitudesneededto do both jobs properly. The 2003 review noted tththe problem of
insufficient staffing had already been raised at the two previous DAC reviewsssilaremains a
challenge for théinistry, in terms of both staffing levels and qualificatitrexausdiuman resources
are limited, as are local trainingacities. Théinistry is responding in two ways. Fir&ty enlisting
external skills (primarily from LwbDevelopment, together with consultants hired on contract) and
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establishing partnerships with other donors and N@&tk €cond,by recognising the iportance of
engaging staff from other divisions in the Ministry in the field of internationabpmration.
Non-development stafthat are assigned for a time to the Demhent Ceoperation Directorate
should receive recognition for this in theareer évelopment plan

Any assessment of 't he me apesation mustitakeairiio aecountdhe L u x e
executing agency Lux-Development. In 2000, the agency's operational structure was overhauled
using a model similar to that subsequently adbite the Ministry. LuxDevelopment has evolved
extensivelyover the course of the past deca@perating resources have increased more than tenfold.
Thestaffing complement rose from 15 (including four in the field) in 1996 to 23 in 1998 (seven in the
field), and to 220 in 2006: 73 at headquarters, 115 in the field, and 32 in the regional kffises.
staff are recruited as experts or, in the case of some local staff in regional offices, under contracts
managed by outside compani&mployees working undeatirect contract with the agency numbered
55 at headquarters in 2007, and 19 in the field (including five ATJ). There are imminent plans for
further expansion.

The stress now being placed on sector concent
co-operation. The tendency to reduce the number of intervention sectors, as recommended by the DAC
and encouraged by Luxembourg, will require greater specialisation and expertise, the development of
new skills and gradual reorganisation both at headquarteiia tmaifield.

Performancebased management

The Ministry of Foreign Affairs plans to implement a recommendation from its auditors to
introduce multicriteria management scoreboards. With the new emphasis on sector programme
approaches, thelinistry believes that its monitoring and evaluation must be adapted to these new aid
modalities. The accent will now be placed onoperation with other donors, and developing joint
initiatives. The review team believes that this new approach should also be apgiiedrmstcutting
themes (gender, environment, capacity building and governance).

To adjust to the needs of a greatly expanded bilateral programmeDdugtopment has
equipped itself with a new structure, a new management system for making bettefumsis ofind
six regional officesThe quality initiative launched by LtRevelopment was designed to address two
challenges managing increased funds efficiently, and decentralising activities to partner countries.
These efforts were recognised by the 1SO192000 certification awarded in JURDOS.

In the course of improving its interventions, the agency has designed a methodological manual
(Lux-Development, 2007b) anéh 200§ it introduced an online accounts management system that
gives the regional offies reatime access to the financial status of bilateral projects. At the same time,
the agency has begun the second cycle of certification, setting new procedural objectives measured by
indicators from the Paris Declaration commitmeiitsese include thpercentage of joint evaluations,
the degree adlignment, andhe percentage of operations governed by national procedures.

It is apparent that, | i ke o t-dperationdystenois facingal u X e n
difficult dilemma. It must chooséetween a focus on improving its own procedures, monitoring
mechanisms and intervention abilities, and the option of paying greater respect to its commitments
under the Paris Declaration, which emphasestional ownership and capacity building. Despiteva
specific responsese(g mobilising local expertise), the general trend is away from ownership
Examples of this would beusing the Internet for online accounting between -Daxelopment
headquarters and the regional officasd the PIC evaluations. His trend can only work to the
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detriment of partner countries' accounting systems and their own evaluations of poverty reduction
strategy framework

Evaluation

The 2003 DAC review noted thatixembourg ks, as yet, no aid evaluation system in place, but
that there would be a specific budget appropriation for this purpose and that an initial evaluation
programme h& been drawn up. Téh budget appropriation was EUR0000 in 2003, and
EUR 900000 in 2006 (up by 20%, while ODA rose by 35% over the same pe@aty two-thirds of
the budgetary appropriation has actually been spent§Box

Box 8. Concepts for the evaluation of Luxembourg co-operation

Projects and programmes are supposed to be regularly monitored by the organisation responsible for their
execution. Those organisations have suitable mechanisms in place.

Lux-Development subjects all its projects to semi-annual or annual financial audits, and it conducts
mid-term and final evaluations.

f NGOs submit annual execution reports on projects and programmes that are co-financed by the
Ministry of Foreign Affairs, and may conduct project evaluations at the expense of the Ministry. These
evaluations are treated as internal by the Ministry, but they still help to improve project monitoring.

Multilateral partners submit annual reports on project execution and the use of funds. Interim monitoring is
done through annual consultations and through participation (as member or observer) in the executive boards of
UN funds and programmes. Finally, the regional offices are in regular contact with representatives of multilateral
partners in the field.

Source: Memorandum (MAE, 2007c).

An fiEvaluation and Audit Unit was created in 200ZFollowing the reorganisation, it is now
called the fiMonitoring, Audit and Evaluation Urit In the Luxembourg ceoperation system, the
functions of control, audit and accountability take clear precedence in the evaluation process over the
functions of learning, drawing lessons, partnership and capaditjrigu The Unit has yet to establish
operational guidelines, priorities and procedures for an evaluation prograReperts are not
published, they are not distributed, and they are not accessilie Ministry website. There are no
procedures for tragkg the implementation of recommendations. The review team concludes that
these measures, announced in 2003 and intended to bring evaluations into line with the DAC
Principles for Evaluation of Development Assistance and the guidelines for evaluatingithtaran
aid, have not yet been defined and applied. Evaluation is too often confused with other means of
monitoring and control.

Evaluation is repeated at several levels and in various bodiesMithistry, the Agency,
multilateral ceoperation and NGOs (& 9). The review teamidentified five or six different
modal ities, reflecting t he concern of Luxembou
decision making. It is possible, however, that with limited resources and the lack of an evaluation
culture, these exercises do not yet have the expected scope and impact.
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Box 9. Overview of evaluation modalities in Luxembourg
The Ministry of Foreign Affairs:

Evaluating the PICs: The PICs call for mid-term and final evaluations, which are also called reviews. The
procedures for producing these reviews could be more transparent. In some cases the reviews were performed
by consultants, but in other cases there is no indication of who did the review suggesting that the work was done
internally. The partnership approach has apparently been difficult to implement, and several reports note that
ffull partner participationdwas not possible.

Bilateral project evaluations: The Ministry draws up the terms of reference for evaluations, in consultation with
the organisations concerned. External consultants are recruited through calls for tender. They perform their work
with complete independence, and submit their evaluation reports to the Ministry and to the organisation
evaluated, who decide whether and how it should be made public. The 2006 evaluation exercise focused
primarily on the health sector (Laos, El Salvador and Kosovo). All these evaluations produced specific
recommendations, which the Development Co-operation Directorate is now preparing to implement. It is unclear,
however, how the evaluation conducted by the Ministry of Foreign Affairs differs from the final project
evaluations performed by Lux-Development.

Framework agreements: During 2006-07 Luxembourg conducted its first external evaluation of five framework
agreements with Luxembourg NGOs (MAE, 2007f). The process involves a double evaluation. There is an
organisational evaluation of the NGO concerned, followed by a project evaluation in the field. The consultant's
conclusions have been submitted to the Ministry (apparently without the presence of the NGO representatives),
using an identical format for the five NGOs. Certain observations, however, are systematically repeated in each
report. The Ministry should strengthen the mechanisms for providing feedback to stakeholders and input to
decision makers in future exercises of this kind.

Selective evaluations: The Ministry of Foreign Affairs also conducts selective evaluations for audit purposes.
For example, an external evaluation of the BAT was done in 2007. Aide au développement autonome (ADA), a
microfinance association that receives significant support from the Ministry, was externally evaluated in 2002
and in 2005.

Other evaluations: Luxembourg plans to step up its involvement in joint evaluations with other donors. This
initiative reflects an undertaking of signatories to the Paris Declaration. Luxembourg has committed to take part
in a wide-ranging evaluation in Niger, involving multiple donors (European Commission, France, Belgium) and
multiple sectors (water and sanitation, rural development and food security, health, education), thereby covering
more than half of international assistance flows to Niger over the last 10 years.

Lux-Development:

Lux-Development conducts its own internal mid-term and final evaluations of its projects. The evaluation reports
on projects in Burkina Faso (the country visited) are of excellent quality. The reviews were entrusted to external
consultant teams (which often include local experts), selected by competition on the basis of terms of reference
that were reviewed by the project steering committee. Thus, there is a clear opportunity for players in the field to
actively participate and to internalise the experts' recommendations. Nevertheless, the procedures used may
cast some doubt on the independence and impartiality of the exercise (as one government representative
suggested to the review team in Burkina Faso) and the evaluation reports are not available on the Ag e n ¢
website.
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The Mnistry recognises that it has to make further progress with evaluation to become a learning
organisation and to manage by results. As a first step, the MinistryDeuglopment and the NGOs
could make the findings and conclusions from evaluations modelwiavailable through their
websitesThe Ministry could also join other DAC members in sharing these evaluations in the DAC
Network on EvaluationFor example Luxembourg is not even listed among the 30 bilateral and
multilateral contributors to the DACvaluation abstracts that are available to the international donor
community (www.dacevaluationscad.org). Both the accountability and transparency of
Luxembourgds devel opment programme would be st

Future considerations

1 The Ministry of Foreign Affairs should take steps to bolster development capacity (for
example, new sectors, cremstting issues and new modalities), maintain the expertise it has
gradually built up and develop an institutional memory in ituation in which staff rotate
quite quickly and frequently.

1 The Ministry and LuxDevelopment should reinforce their access to sector and thematic
expertise, both at headquarters and in the decentralised offices. Given human resource
constraints, this mearthat they will need to make choices, to engage international, regional
and local expertise, to establish partnerships with NGOs and other donors, and to maintain
these orientations over the long term.

T The role and the mandates that the Ministry of Forefgfairs has conferred upon
Lux-Development should be revised to enhance decentralisation, introduce new modalities
consistent with national procedures, strengthen partnership, and implement-basedts
management.

1 External evaluation should be gives proper place, following the principles and standards
agreed by all DAC members, in order to enhance the quality of evaluations and to ensure that
the lessons they offer are effectively taken into account. The Ministry of Foreign Affairs
should spell outthe general guidelines that it intends to adopt and apply to external
evaluations. These guidelines should incorpovatious aspectsf the programmeincluding
the executing agency, different modalities and the involvement of partner countries in the
process.
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Chapter 5

Aid Effectiveness

Strong commitment to aid effectiveness

Luxembourg has been a positive force for aid effectiveness at the internationaé$pesially
during its Presidary of the European Union Council in 2005 when it was a driver fardimation
among EU member states preparing for the Paris High Level Forum on Aid Effectiveness.

There is high awareness of Luxembour goyof commi
Foreign Affairs and the Ministry of Financeas well as other ministries that participate in the
InterMinisterial Committee forDevelopmentCo-operation. This awareness is also evident within
Lux-Development and among national NGOs. Strong effoeidhaing made by Luxembourg to ensure
ownershipal i gnment to partner ¢ o vpradictahiyandcérdidadone | o p m
with otherdonorst hanks t o the open, fl exi bl e ewopedioparti ci

L u x e mb oaliay dazsnenp states thdiL u x e mb o dopegafios is weoy much involved
in discussing and defining new standards as regards the harmonisation and quality of international
development aid. It subscribes to the principles laid down in the Paris Dieclaadbpted in March
2005, namely ownership, alignment, harmonisation, managing for results and mutual accoudntability
In his first speech to parliament after the adoption of the Paris Declaration, the Minister for
Development Ceperation stressed thepartance of implementing the Declaration {&rch 2006).
Subsequent public statements by the Minister also stress the importance of improving the quality of
aid. Furthermore, all staff dealing with bilateral-aperation should take account of the aid
effectiveness agenda in their work (BbY).

The importance given to aid effectiveness at the Ministry has also followed through to
Lux-Development where the issue was regularly raised at its Executive .Bdhed 2007
Lux-Development Methodology Guidelinesfee explicitly to the Paris Declaration Principleand
questions on the implementation of the Paris Declaraiesystematically integratkin the terms of
reference for evaluatior8.

Luxembourg is aware of the many challenges it faces as it tranttetesmmitmentto aid
effectivenessnto real behaviour change at country level. Challenges include evolving towards a
programme approach using new aid modalitiesl participating in more joint efforts with donors.

21 Lux-Development (2007b Guide méthodologique: suivi des résultats et des partenariats. Module 1
Contexte, Cadre et Systéme de Monitaring

28 Memorandum (MAE, 2007c) p. 31.
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Box 10. Active efforts to disseminate the Paris Declaration

Luxembourg has undertaken a number of actions to raise awareness of the Paris Declaration and to build
support for its implementation within government, Lux-Development and among other development actors.

The Declaration was disseminated through training, in September 2006, and seminars for all staff in the
Ministry and Lux-Development. All missions and staff based in partner countries, from both the Ministry and
Lux-Development, were informed about the importance of the Declaration. It was also presented to all
Ambassadors during their annual meeting in 2006. Lux-Development local staff were asked to disseminate the
Paris Declaration to project leaders and their staff. A chapter is also dedicated to the implementation of the Paris
Declaration, with particular focus on harmonisation, in the country reviews for partner countries that the Agency
produced in 2006 and 2007.

Aid effectiveness was on the agenda at the Assises de la Coopération in 2006 and 2007 (Chapter 1). It
also figures on the agenda of ther egul ar working group meetings bet
NGOs. Here, the discussions also focus on how NGOs could adopt the Paris Declaration principles in the
conception and implementation of the programmes and projects that are co-financed by the Ministry.

Source: OECD 2006e, Compendium of donors reports on disseminating the Paris Declaration.

Paving the way towards an Operational Action Plan

Luxembourg has not yet prepared its own acptan on aid effectivenesalthoughthere are
plans to translate the Paris Declaration commitments into an operational action plan in the near future.
In 2007, Luxembourg took a step in that direction when it issued a stufjteanx e mbour g d s
Obligations tovards International Political Commitmeatsncluding the Paris DeclaratiGhOne of
the main conclusions from the study is that Luxembourg will have to undergo fundamental structural
and human resource reforms to fully implement these commitments. Tle afuthe study suggested
that in preparing for these reforrtieerewould also be an opportunity to establish a new strategy for
Luxembour gods emeratoh i pgerenalt As dtomoves forward with this agenda,
Luxembourg should use the leadershipdigplayedinternationally on this issue to win domestic
support for concrete implementation in partner countries.

Ownership

Luxembourg is committed to ensuring that there is greater ownership of its development
co-operation activities in partner countrieg the national, regional and local levels. This was
confirmed during consultations with the review team in Burkiasao where there was broad and deep
awareness of the priorities identified in the new PIC for 200B. Luxembourgds appr
identification and implementation is conducive to ownership. Priorities are identified through
participation and consultatioh.uxembourgalso has a policy of letting local partners do the job
(faire-faire), of accompanying projecta¢compagnemento try to ensure sustainabilityand gives
particular attention taapacity developmerit.In a few cases in Burkin@aso localministries had
committed some funds to ensure the continuation of successful prgecREPAJE and PAGREN
projects). Nevertheless, argistent challenge i® achievea real transfer of the project to local
authorities Luxembourg needs to optimise institutional ownership to ensure sustainability.

29 Obligations de la coopération luxembourgeoise aux termes de ses engagement politiques

internationauxMAE, 20079).
0 Lux-Development (2007b)
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Every project has ateeringcommittee with both national and Luxembourg participatione Th
steeringcommittee meets at regular intervals to monitor the project, to take strategic decisions, and to
share concerns about its implementation and sustainability. Feedback from the Burkinabe officials
demonstrates that Luxembourg responds to reqaestgriticisms from national authorities on issues
that relate directly to ownershipFor example, Luxembourg quickly addressed concerns on the roles
and responsibilities of the international technical assistants that are attached to every project.
Techncal assistants should support local capacity developmeuat often took on more
responsibilities thus undermining local ownership. Careful communication avithinstructions to
the technical assistant on his/her functions has helped tackle this prétrigect ownership would
also be strengthened if the national director for every project cotdijndor the release of funds and
the tendering processes that are launched by-Dexelopmenteven if projects arestill unaligned
with national procedures

How does Luxembourg perform on ownership as defined by the Paris Declaration?

The national development strategies PRSPso f Luxembourgébés priority
basis for Luxembourgo6s dialogue wi t mergian\PKs. n me nt
The annuaCommission de Partenaridetween Luxembourg and priority partners, whichlso open
to multilateral organisations and other actors, faciktttes dialogue Howeverthe peer review team
heard that a bannual meeting mighteb | u st as efficient. Equally,
partners have an aid effectiveness action {fldn. BurkinaFaso, Luxembourg participates in the
donor ceordination groups that support the implementation of the National Action Plan for Aid
Effectiveness (PANEA). Nevertheless, Luxembourg is not yet prepared to meet all of the
government 6s demands, e s p with coantry systemshaadnusirig hewa@id me s
modalities.

Furthermore, Luxembourg is not actively supporting activit@sehable local civil society
organisations to participate in defigimnd monitoring national development policies. Luxembourg
should consider how its national NGOs could help promote broader democratic ownership of
development in partner countries witlethid they receive from the government. Such activities would
complement its ownership efforts at other levels.

Alignment

Luxembourg has wused the PICs to align with
alignment is evident in the 20@6rvey onmonitoring the Paris Declaration, which found that 77% of
Luxembourgdbés aid flows are aligned to B@&tional

However, alignment includes notification and disbursement schedules specific to the partner country
timetable, using itountry systems where possible, and seeking to strengthen and improve partner
country ability to deliver its development programme. This form of alignment to pdrmaoic
financial management systems is a core challenge facing Laxgqias it implements the Paris
Declaration (MAE, 200d). None of the aid allocated to the three countries covered by Luxembourg in
the 2006 monitoring survey uses country public financial management or procurement systems
compared to the average countafio of 33% for use of country systenf@ECD, 2006&). Project
formulation, procurement and tendering are all conducted by Luxembourg. At the same time, the PICs
state that aid should be integrated wdrtner country and donor programmes in certain seclar

31 Meeting with at Burkind a s 0 8 s Mi n omy aind ¥inaoncé, DiEectarate for @peration and

Donor Coeordination.

32 E.g.BurkinaFaso, Nicaragua, andiet Nam
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this end, the Ministry of Foreign Affairs will have to review asnvention with LuxDevelopment,
especially in terms of the degree to which iDevelopment should be accountable for aid allocated
through new aid modalitiesuch as budget supporidhSWAps. There is also a very cautious attitude
at headquarters to moving into budget support and SWApgHsense that public opinion will not
support it.

Luxembourg has started to investigate how it can respond. At the request of the Ministry of
Foreign Affairs, LuxDevelopment has conducted a study of hawd under what conditionghe
Agency can use partner country procurement procedures given the existing legislation in Luxembourg,
auditing/accountability constraints, and national proceduresiimgr countries. For the time bejng
Lux-Development will apply the rules used by the European Development Fund when it cannot rely
on national procedure3here are also plans to integrate technical assistance for projects within the
national administréns. Kremer (MAE, 2003) also suggests that national authorities should be
entrusted with the implementation of projects and that-DRaxelopment could evolve from project
management mode to become a resource for capacity development.

Steps can also bekin in the current round of PICs. For example, in the case of Bufkisa
there area number of possibilities fobetter alignment. Luxembourg could adapt to national
modalities for managing operatignsuch as tendering and procuremesid use Burkinék a s 0 6 s
monitoring and evaluation indicators. Joint donor projects and increased use oebinau#i also
realistic ways forward. As Luxembourg moves into two priority sectors where the government and
donor partners are building a national programiuedtonal andprofessionaltraining and natural
resourcemanagementluxembourg is in a good position to seize opportunities to create and finance
basket funds for t he i mpl ementati on of t he n e
prioritisation of capacjt development, it could allocate aid for capacityelepment and the other
running costs for projects through the national budget. There is thus some foangianoeuvre to
strengthen alignment to national procedures. The review team also felt thatdaweg could make
some commitments towards budget support in anticipation of the study it plans to conduct on this
modality inBurkinaBFas oé6s second generation Pl C.

Nevertheless, in order to prepare the ground for greater alignment in the future, theyMinis
Foreign Affairs will have to review itsmodus operandin terms of the mobilisation of necessary
expertise It will need toadapt its operating procedures, and emthat the roles and responsibilities
of both the Ministry and Lubevelopment arelarified and adapted to the implementation of the
Paris Declaration.

Harmonisation

Luxembourg actively pursudsetterdonor ceordination. These efforts have been facilitated by a
strongerMinistry presence in priority partner countrieeecognised goodrpctice for harmonisation
and alignment. In Burkinkaso, the government and donors unanimously welcomed this presence
which enables Luxembourg to participate actively in policy dialogue and to strengthen relationships
with partners. Luxembourg also gaiftem this With its limited human resources and couryel
experienceit gleans a lot of advice and insights from donors duringrdmation meetings. The
accreditation of nomesident ambassadors to priority partoeuntries should also give Luxembog
additional weight in both donor and dofmartner policy dialogue (Chaptéy.

Headquarters does not provide staff at the country level with formal guidance on procedures or
specific incentives for harmonisation. This lack of direction from headqgsarder work two ways: (i)
country staff are free to engage in donor coordination and harmonisation as they see fit and submit
suggestions to headquarters; and (ii) relying on the initiatives of staff at the country level does not
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ensure that it will be systatisedas some staff may be more motivated than others. In Bufsa,

the initiative taken at the country level was positive. Luxembourg used the donor matrix in order to
find its niche when preparing the second generation Ph€ lead donor for ehcsector as well as
BurkinaF a s 0 0 s d e vopdrabign mret rand the kelevant line ministriegre engaged during
project identification. These harmonisation efforts by Luxembourg are positive steps towards the
division of labour and identifying corapative advantage. At the same time, proactive and efficient
participation in sector dialogues requires specific expertise which Luxembourg does not currently have
in all partner countries or even at HQ. Luxembourg will have to consider howlithistry ard
Lux-Development can acquire this expertise in the future. One way could be to delegp&zatmn

to donors that have this expertise, especially in countries where Luxembourg will not hawaefull
representative¥.

In 2006, Luxembourg became a ledwhor in the education sector in Caferde witha specific
focus on vocational education and professional traiinireg sector priorityi which has resulted in
more intensive cordination between the donors. This has been a positive experience for Luxgmbo
and is something that it would be willing to repeat in another partner cdfintry.

Decentralisation

Even if LuxDevelopment has done a great deal to decentralise all its processes to its regional
offices, delegation of authority to staff in the fieldvery limited The division of labour between
central and field services is such that almost all decisions are taken in Luxembaqufiay émel most
part the sole role of thdield office is execution. While itistruethatn L u X e mb pdacisignd s ¢ a s
making does not appear to be cumbersome or-¢onsuming, Luxembourg could nonetheless
consider instituting effective decentralisatidfor example the authority to grant government aid,
negotiate agreements and conduct financial transactions be @legated Greater decentralisation
could also help strengthen local capacities, thsitanoffice and partners, and would be more effective
if a resultsoriented management system were put in place.

Box 11. Putting the Paris Declaration into practice in Burkina Faso

The implementation of the Paris Declaration is taken seriously by both the government and donors in
Burkina Faso where the government is in the driving seat, strongly supported by the donor community. Donor
harmonisation efforts preceded the Paris Declaration. However, the adoption of the Declaration in 2005 has
forced donors to consider harmonisation and alignment as a major issue. Burkina Faso has a national action plan
for aid effectiveness and a number of support structures to ensure coordination and rationalisation of
donor-partner dialogue on the PRSP, budget support, SWAps, the Second Monitoring Survey, etc. Still, new
challenges are always on the horizon.

Leadership and ownership

The peer review team met with Burkinabe officials who are well versed on the PRSP and aid effectiveness.
The Paris Declaration is used as a negotiating tool with donors and the PRSP is accompanied by a triennial Plan
déActi on (PAP) which talsoi idemstifies priorities for donor alignment. Regionally, the Governor for
Bobo-Dioulasso was well aware of the PRSP (2004-10) and the need for more effective aid delivery and
co-ordination. The Burkina Faso National Action Plan on Aid Effectiveness (PANEA) was adopted in May 2007 for
the period 2007-10. The Plan outlines deadlines, indicators and actions.*® From 2008, the government has

3 Belgium Technical Coperation runs a prajefor Luxembourg in Ecuador.

3 Memorandurm(MAE, 2007c)

® Government of Burkin&aso (2007)P| an Déacti ons National sur | 6eff
Développement, Ministry of Finance and Budget, Burkiaso,
www.aidharmonization.org/download/256931/MLRACTIONSEffAidefinal.pdf

DAC PEER REVIEW OF LUXEMBOURG © OECD 2008 53



DAC PEER REVIEW OF LUXEMBOURG

designated July-August as a mission-free period so that the national budget can be prepared with minimal
interruption.

Architecture for implementing the Paris Declaration

1. The Ministry of Finance and Economy

DGCOOP (General Directorate for Cooperation) and CONEA (Coor di nati on nati on
| 6 g,iwbich is attached to DGCOOP, are on the front line for implementing the Paris Declaration, ensuring
donor alignment to the PRSP (DGCOOP) and coordination (CONEA). CONEA meets quarterly with all
donors. Issues with donors go through STELA (Secr ®t ar i at techni qgue ) whch
serves, among other things, as an interlocutor between the government and donors.

2. Donor-partner forums

Donor partners established STELA in 2005 to co-ordinate the implementation of the Paris Declaration in
Burkina Faso. STELA is the main donor interlocutor with CONEA, is staffed by UNDP and the World Bank,
and is chaired by the lead donor for the donor contact group. STELA meets once or twice between its
quarterly meetings with CONEA.

There are six CSTs (Commissions sectorielles thématiques): donori partner coordination mechanisms for
sectors, chaired by line ministries. The goal of CSTs is the harmonisation of isolated interventions and joint
development of sector programmes and SWAp funds. For sectors where there is no CST, donors
co-ordinate among themselves to fix performance indicators and identify a lead donor as spokesperson for
all donors in that sector. In some cases this coordination has resulted in a joint basket (e.g. education,
health, transport and water). The CSTs feed into the annual progress report which is prepared for the
evaluation of the implementation of the PRSP (every April).

Eleven partners are involved in budget support in Burkina Faso. There is a donor protocol with the
government on direct budget support and a CGAB (Cadr e g®n ®r al ddorgani sal
whichi s chaired by the Ministry of Finance and Ec
designated donors and the government twice a month and is currently preparing a budget support evaluation
grid with a view to enhancing mutual accountability. Non-budget support donors are welcome to participate
in CGAB meetings as observers.

Tools: Donor matrix and a future Joint Assistance Strategy

The European Commission started to push for a Joint Assistance Strategy (JAS) in 2005 but met with
reluctance from some donors who were not ready for it. In the meantime, some building blocks towards a
JAS have been laid. A joint country analysis (EU donors, Canada and Switzerland) was conducted in 2006
and 2007, and a simplified donor matrix was completed in 2007. The majority of donors present in
Burkina Faso 1 12 bilateral donors, the European Commission, the African Development Bank and the
World Bank - have submitted information for the period 2007-09 for 27 sectors. This matrix provides a good
overview of how the sectors are supported, where there is donor crowding and where there are sector
orphans. The next, more complex step is to decide which sectors donors should support. Donor staff at the
country level often encounter difficulties with their own HQs when it comes to changing sectors, not least
because they have very different periods for planning and deadlines. Nevertheless, the process has started
and donors hope to have a JAS with Burkina Faso by 2010, which will coincide with the new government
PRSP.

Challenges

Some challenges to implementing the Paris Declaration were highlighted in Burkina Faso. They include:

f Alignment: country procurement procedures are good, but the government lacks the human capacity
to apply them. More donor support for capacity development is necessary.

ff Donor decentralisation: country level operations are often more advanced with harmonisation and
alignment than HQ. As such, donor staff in the field may be starting to reach their limits in terms of
achieving harmonisation and alignment. The individual, non-harmonised constraints that HQs put on
decision-making at the country level are a bottle-neck to a real overhaul in the way donors intervene in
the country. For example, donors at country level often reach a consensus on division of labour that is
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not supported by their own HQs. They suggest that there should be greater harmonisation between
donors at the headquartersoé |l evel.

I  Transaction costs may be diminishing for the national government but they remain very high for
donors. This needs to be taken into account in future monitoring of the Paris Declaration.

Source: Peer Review meetings in Burkina Faso, Jan Feb 2008.

Joining forces with other donors

Luxembourg is moving, tentatively, towards more joint work with dgnioduding the use of
joint donor analysisg.g.country reviews) for the PIC#n 2007, Luxembourg participated in the joint
evaluation of the Paris Declaration and is financing a joint reatttor evaluation in Niger with the
European Commission, Belgium and Freif The Czech Republic and Luxembourg have entered a
triangular partnership with the government of Mali, irueal watermanagemenproject in Barouéli
and the Ministry of Foreign Affairs has signed an agreement with Belgium with a view to working
together. Nevertheless, theeer reviewteam heard from donors in Burkifaso that Luxembourg
could enter more joidinancing arrangement®.g environment and vocational training) if only the
executing agency had more freedom to use new aid modalities.

Future considerations

1 Luxembourg is encouraged to finalise an aid effectiveness plan in line with the Paris
Declaration commitments using its good record in building international support for the
Declaration as lever with key domestic stakeholders.

1 Since Luwembourg will continue to financerogrammes angrojects that will, for the most
part, be executed by LtRevelopment over the mediurarm, Luxembourg should ensure that
these actionsconform to the objectives of the Paris Declaration. They should be well
integrated within sector programmes. Luxembourg should also step up other joint activities in
evaluation, cenrdinate its technical assistance with other donors, use national procurement
systems and limit the creation of new PIUs.

1 Luxembourg should seizepportunities to use new aid modalities in partner countries. This
should be accompanied by a communication strategy on aid effectivenessagsume
domesticaudiences auditor general, parliamentarians, public opiniabout proper control
and demonsate the value these modalitizsd

T Luxembour gos rysprasencegatsa provides a tbasis consideing further
decentralisation of aid management to the field levat least because country offices should
have the capacity to take decisions@mhaxembourg starts using new aid modalities.

% Memorandum(MAE, 200%).
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Chapter 6

Special Issues

For the biennium 200@8, the DAC has decided that alerreviews must cover two special
topics. Examination of therBt of these topics, capacity development, is compulsory in all the aid
reviews. The Grand Duchy of Luxembourg requested that microfinance be treated as the second topic
because it has grown in importance for Luxembourg since the last peer review in 2003.

Capacity development
An objective that already forms part of Luxembourg's-operation programme

Luxembourg shares with the donor community the conviction that capacity development is
essential for successful development in general, while at the sameatidieg that capacity
development is the prime responsibility of partner countries with donors playing a supporting role
(Box 12).

In the Memorandum prepared for the peer review, the Ministry of Foreign Afthuisles
capacity development into three phaise

9 training (initial, vocational),

9 strengthening, in the strict sense, of existing capacities (adaptation of knowledge,
capitalisation of experience, reorientatiorcareer training),

1 strengthening of institutions (management, adaptation, remidistdion at organisation
level).

According to the Memorandum, each bilateral project contains these three forms of capacity
development. It is not clear however, how capacity development is ensured in Luxembourg's other
modes of intervention (mutbi projects cafinancing with NGOs, humanitarian aid).

Box 12. Capacity development at field level in Burkina Faso

The peer review team that went to Burkina Faso was able to see the involvement of all players, public and
private, in terms of efforts made to integrate interventions into national systems and to provide support at all
levels. Lux-Development introduces into all its projects a component for the training of managers. In certain
projects, most of the financial resources are devoted to capacity development (users' associations, municipal
services). Infrastructure expenditure is not an end in itself, but a means of making the most of existing skills. The
investment contributes to the transfer of responsibilities. Ownership is the natural result of capacity
development.

The limitations observed in the field are the use of parallel units for project management, externally
provided technical assistance, the failure to use national procedures, the absence of joint projects with other
donors, and the lack of operational harmonisation with other donors.
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