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The Peer Review Process

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

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

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

This review contains the Main Findings and Recommendations of the Development Assistance
Committee and the report of the Secretariat. It was prepared with the examiners from Finland and
Germany for the Peer Review on 27 October 2004.
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ACRONYMS

ADA Austrian Development Agency
AGEZ* Working Association for Development Co-operation
(Arbeitsgemeinschaft Entwicklungszusammenarbeit)

CAP Common Agricultural Policy

CEE Central and Eastern Europe

CSR Corporate socia responsibility

BIH Bosnia and Herzegovina

DAC Development Assistance Committee

EC European Community

EEC Eastern Europe and Central Asia

EFBH European Fund for Bosnia and Herzegovina
EU European Union

GDP Gross domestic product

GNI Gross national income

HIPC Heavily Indebted Poor Countries

IFls International financial institutions

IMF International Monetary Fund

Kfw* KfW development bank (Kreditanstalt fur Wiederaufbau)
LDCs Least Developed Countries

LMICs Lower Middle-Income Countries

MDGs Millennium Development Goals

MFA Minigtry for Foreign Affairs

MSME Micro-, small- and medium-enterprise
NGO Non—governmental organisation

OA Officia Aid

ODA Official Development Assistance

OFSE* Austrian Foundation for Development Research
(Osterreichische Forschungsstiftung fr Entwicklungshilfe)

PRSP Poverty Reduction Strategy Paper
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RAAN*
RAAS*

SEE
SME
SWAps

UN
UNDP
UNIDO

WTO

North Atlantic Autonomous Region (Region Autonoma del Atlantico Norte)
South Atlantic Autonomous Region (Regién Auténomadel Atlantico Sur)

South East Europe

Small and medium-sized enterprise
Sector-wide approaches

United Nations
United Nations Development Programme
United Nations Industrial Development Organization

World Trade Organisation

Denotes acronyms in original language

Exchange rates (EUR per USD)

2000 2001 2002 2003
10851 1.1166 1.0611 0.8851

Signs used:

EUR
D)

0
0.0

n.a
P

Euro

United States dollar

Secretariat estimate in whole or part

Nil

Negligible

Not available

Not available separately but included in total
Not applicable

Provisional

Slight discrepanciesin totals are due to rounding.
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Austria’said at a glance

Gross Bilateral ODA, 2002-03 average, unless otherwise shown

AUSTRIA
Change
Net ODA 2002 2003 2002/03
Current (USD m) 520 505 -3.0% o 4
Constant (2002 USD m) 520 414 -20.5% 6 08
In Euro (million) 552 447 -19.1%
ODA/GNI 0.26% 0.20%
Bilateral share 70% 45%
Net Official Aid (OA)
Current (USD m) 196 245 25.1%
37
Top Ten Recipients of Gross
ODA/OA (USD million)
1 Poland (OA) 93 By Region (USD m)l
2 Serbia and Montenegro 53
3 Egypt 19
4 Tanzania 17
5 Turkey 16
6 Bosnia and Herzegovina 13
7 Mozambique 12
8 Russia (OA) 12
9 Bulgaria (OA) 10
10 Afghanistan 10

‘By Income Group (USD m)I Clockwise from top

ELDCs
E Other Low-Income

O Lower Middle-
Income

O Upper Middle-
Income

OHigh-Income

O Unallocated

M Sub-Saharan
Africa

E South and Central
Asia

@ Other Asia and
Oceania

O Middle East and
North Africa

OLatin America and
Caribbean

M Europe

O Unspecified

0% 10% 20% 30%

40% 50% 60%

70% 80%

90% 100%

M Education, Health & Population
O Production
E Debt Relief

HE Other Social Infrastructure
O Multisector
B Emergency Aid

O Economic Infrastucture
O Programme Assistance
M Unspecified

PEER REVIEW OF AUSTRIA - © OECD 2004



TABLE OF CONTENTS

DAC’'SMain Findings and Recommendations...........cccccviieieiieeiiese e esee e seeneane 10
SECTELArial REPOIT ...t e e e b e st e e e e s besbeentesreeneestesneeeenrs 17

Chapter 1

Strategic Foundations and New Orientations

The foundations of Austrian development co-operation and context of reforms..................... 17
Policy and organisational reform since the last Peer REVIEW ..........ccccovviiiiinenencsenceee 18
The new Development Co-operation Act and the Three-Y ear Programme 2004 - 2006..... 18
Important changes in Austria' said arcChiteCtUre.........cooveeeveeeece e 20
Other important changes since the last Peer REVIEW..........ccoivcieiicecve e 21
PUDITC BWAIBNESS. ... .ottt sttt ettt s etesaeetesteeneesaesseeneesaeeneentesneeneeneen 23
FULUIE CONSIABIAIONS.......cveviiieieeeieee ettt sttt b e b bt s e 23

Chapter 2

Aid Volume, Channels and Distribution

Overall aid VOIUME PrOSPECES.......cueivireeriisieieeiee ettt s st sn b e s e nne s 25
Programme and ingtitutional structure of Austria’'s aid expenditures...........ccccceevveveevereennenne. 26
International comparisons of Austria Said datal.........cccevvveeveieeie i e 27
M@IN FECIPIENT COUNEITES.......eeeeeeeeeieeieeie ettt sttt b e st e e et b e eb b n e e e e e e 28
Sectora distribution of the core ODA Programime..........ccceeeueieeieeseseeseseseeseseeeessesseessens 29
ATATHIOUGN NGOS...... oottt sttt st e e b e s beentesreeneesbesneennenrs 29
MUIHBEErAl @Id........ceeeeeieiicecee ettt et e e seeresbestesseee e e e enens 29
FULUIE CONSIAEIALIONS.......eiuieeeieeeeeeie ettt e st e eneeaesreeneenaesneeneesneeneenees 30

Chapter 3

Main Sectors

Poverty reduction and the MDGS...........cceiirerieeieeeee e 31
Policy commitment to COMDat POVEITY.........ccviieiiiieie e s 31
Programming and mainstreaming poverty reduction .............ccccceevieeveieseeseseece e 31
WOrking toWardSthe MDD GS .........ociiiiiiieieieeeee e 34
s = 010 = o 1 SRR 34
Private sector and deVEIOPMENL ...........cciiiiiie et s e e sreene 36
The Private Sector and Development PlatfOrm..........cccooiiiieiiicieeeseseeesese e 36
Sector strategy and geographiCal TOCUS...........oeiirierieieieiees s 37
Responsibilities and activities in co-operation with the private Sector..........ccccoeecevveeenee. 38
FULUPE CONSIAEIALIONS..... .ottt st e s te s e eesre e e e tesneeneesneeneenees 39

PEER REVIEW OF AUSTRIA - © OECD 2004



Chapter 4
Policy Coherencefor Development

Enhancing policy coherence for development: OECD consensus and approaches to

TMPIEMENLELION.....c. ettt e r et s e e bt bt nb b nr e s e nn e e e n e e eneas 40
Austria's approach to policy coherence for develOpment..........coovecvvereerrseece e 41
Issues requiring attention from the coherence perspective .........cccveveceece s cceese e 44
FULUPE CONSIAEIALIONS..... .ottt st e s te s e eesre e e e tesneeneesneeneenees 46
Chapter 5
Organisation, Staff and Management Systems
Rationale for organisation and management Change.............ccocvveeceve e 47
The government authoritiesin the aid architeCture. ... 47
Responsibilities and organisational changesinthe MFA ... 47
Policy fFOrmUIGtiON TASKS.........ccciiiicieie et ne s 47
Consistency within the Austrian aid SYSIEM........ccooiiiiiii s 49
The Austrian DevelOPMENt AGENCY ......covriririririerieseere et 49
The special role of NGOs in Austrian development policy and practice.........ccccovvveeecvennenen. 52
Therol@ Of OLNEN BCIOIS........iiiieee e bttt 53
Therole of parliamentarians in the Sub-Committee on Devel opment Co-operation........... 53
The Advisory Board on Development POLICY..........cccceiiiieie i 53
Management of staffing and human rESOUICES...........ceceeiiiieiee i 53
Evaluation and MeasUring FESUITS ..........coereieieerirese st 54
Donor co-ordination, harmonisation and alignmeNt ... 57
FULUIE CONSIABIAIONS.......cvitiiieieee ettt sttt b e b bt e st ne e 59
Chapter 6
Country Operations
Country strategy and ProgramMiNg ........cecceeveieereeieeeeseseesresesseesreseessesresaessesseessessesesssenns 60
Country IMPIEMENLALION .........cceeiieieceece ettt e st e e s besreeresaeeneere e 61
Therole of the Co-ordination Officesinthefield.........ccocovviieee e 62
FIEIO FESOUICES......cviiieteie ettt sttt ettt bbbt e e ens 63
CO-OPEratiON PAINEYS.....c.eeeie ittt eee sttt ee st s ete s re e e e st e saeestesteeabesreenaessesneessesteensesrens 63
Implementation MOAEIITIES..........ccuoiriiirer e 65
ProjeCt MaNAGEIMENT ........eitiiteieetee ettt ettt b r e e e 65
Logical framework and project cycle management..........ccccevveeeveieeveesesee s 65
Procurement and tENOEITNG. ......coviirrereieiee e 66
FULUPE CONSIAEIALIONS.......eiuieiesieceiesie ettt e st e s e etesreeneentesneensesneeneenees 66

List of Annexes

Annex A The 1999 DAC Peer Review and Austria’s AChievVements..........coceverereereeieneniennns 68
Annex B OECD/DAC Standard Suite Of TaDIES ......cccvveeiiiiiee e 70
Annex C Reform of Austria' s Statistical REPOMING .......ccovvivieiieieiieie e 77
Annex D Partner Countries of Austrian Development Co-0peration............ccceveeveeveseeneennens 81
Annex E  Main Government Actors of Austria s Devel opment

CO-0PEIAiON SYSLEIM ...ttt nne s 82
Annex F Organisation ChartS..........cccoiiieiiieeie et st ere s 84

8 PEER REVIEW OF AUSTRIA - © OECD 2004



Annex G Brief Background on Nicaragua and BIH and the

Development of Austria s Aid Programmein these COUntries..........oooveveveeveeceseennenne. 87

Press Release of the DAC Peer ReVIEW Of AUSITTA ......ccoieieieiriri e 90
DesCription Of K&Y TEIMIS ..ottt 92

List of Tables

TableB-1. Total finanCial fIOWS........ccv e 70
Table B-2. ODA DY MaiN CAEJOIES ......ccceveieeiiriertiiterieie ettt 71
Table B-3. Bilateral ODA alocable by region and inCOME group .......ccveeeveveeceevieceeciennens 72
TableB-4. Mainrecipients of bilateral ODA ........coo oo 73
TableB-5. Bilateral ODA by major purposes at current prices and exchangerates............. 74
TableB-6. Comparative aid PerfOormance...........ccvieeceieeieeni et 75

Figure 1.
Figure 2.
Figure 3.
Figure B-1.
Chart F-1.
Chart F-2.
Chart F-3.

Box 1.
Box 2.
Box 3.

Box 4.
Box 5.

Box 6.
Box 7.

Box 8.
Box 9.
Box 10.
Box 11.

List of Figures

ODA grants by type of @d in 2002............ccoerereirinireseseseeeeese e 26
Departmental responsibilities for Austrian ODA, 2002 .........cccoeeveveeveereeceesnene 27
Actors in the Austrian development co-operation System...........ccecvvveeveeceennenne. 48
Net official development assistancein 2003 ...........cccooeieieieeieneneneseseeeeeee 76
Austrian DevelopmENt AGENCY ......ccviieieieeie et 84
Ministry for Foreign AffairSs........ccoeee e 85
MINISLTY OF FINBNCE. ..ot 86

List of Boxes

EU enlargement and Austria srole in Central and Eastern Europe..................... 20
Selected issues of broader interest for all DAC members.......ccocovcevvveeceenenee. 22
Poverty reduction and Austrian development co-operation in Nicaragua

BN BIH. ...ttt nne s 33
HUMaNItarian @SSIStANCE ......coverueeierieee et e e ens 35

Austria's contribution to the European Fund for Bosnia and Herzegovina -
a concrete example of donor co-ordination in the sector credit lines for SMEs.. 37

Policy coherence for development in the European Union ..........ccccoceeeevveeenee. 41
Organisational and procedural measures to be considered for enhancing

policy coherence for development............ooviiee e 44
OULSIANAING ISSUBS .....eveeeeeie ettt sttt eseesreeeeseeeseenaesreeneesnens 51
Types of evaluation in Austrian development Co-Operation............ccceeeeeeeeenne. 55
Main recommendations for the Austrian evaluation system............ccccceevvvenenee. 56
Promotion of participation and dial ogue through Austrian devel opment

co-operation - for example: the health sector in Nicaragua..........cccccoeoeeevreeneee. 64

PEER REVIEW OF AUSTRIA - © OECD 2004



DAC’SMAIN FINDINGSAND RECOMMENDATIONS

Overall framework and new orientations
Major policy and organisational reforms

Austrian development policy has undergone major changes during the last few years. The aid
administration has been restructured and a medium-term Official Development Assistance (ODA)
target to achieve the 2002 Barcelona Summit commitment has been set. In 2002, the new
Development Co-operation Act was adopted (and amended in 2003), replacing the law on
development co-operation from 1974. Together with the Three-Y ear Programme 2004-06, these two
documents provide sound guidance for Austria's new policy orientations, its main objectives and
principles.

In addition to earlier institutional reforms (e.g. in April 2000 responsibility for co-operation with
Eastern Europe was shifted from the Federal Chancellery to the Ministry of Foreign Affairs [MFA]
i.e. Section VII - Development Co-operation) Austria’ s aid architecture has been substantially changed
on the basis of the new law. Since early 2004, Austria joined the ranks of those Development
Assistance Committee (DAC) members whose MFA is responsible for aid policies and overal
co-ordination along with a separate agency. In January 2004, the Austrian Development Agency
(ADA) was created, acting as the intermediary executing agent for the bilateral programme. The
MFA/Section VII's role as the focal point for development strategy and policy leadership within the
Austrian aid system is expected to be strengthened by the foundation of ADA which takes over the
operational part of the bilateral aid system. To be able to play a more proactive role, the MFA needs
strong strategic policy formulation and co-ordinating capacity. One of the main reasons for the
reorganisation is the anticipated increase of ODA. The currently projected 2004 expenditure of
EUR 573 million will have to rise by EUR 222 million, or about 40%, in 2006 to meet the Barcelona
ODA commitment of 0.33% of gross national income (GNI).

Despite being the focal point for development co-operation, the MFA’s share in total ODA is
only 22%. This is primarily due to the weight of those items — particularly debt relief and student
costs — that are essentially outside federal government control. It does not reflect a lack of authority in
the MFA over programmable aid activities, but rather the relatively small share of these core activities
within the Austrian aid effort.

The reform process has not led to a reduced number of actors in the Austrian aid system. Apart
from the MFA, seven other federa ministries are involved to varying degrees in development
co-operation spending or policy decisions. Furthermore, Austrian provinces and some communities
fund ODA projects. As for implementation, most of these actors work together with Austrian non-
governmental organisations (NGOs), businesses, international organisations etc. It is the MFA’s
mandate to ensure a consistent aid programme for which the Three-Year Programme serves as the
instrument for orientation and communication at the national and international level. Furthermore,
country strategies aligned with partner countries national strategies should be used as a frame of
reference for all actors of Austrian development co-operation. The challenge will be to ensure a clear
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division of labour between the different actors so that new policies are carried from theory to practice
and that the high number of relatively small projects is reduced, well aligned to partner country
strategies and co-ordinated with other donors.

Private sector and development has become a new focus of Austrian development co-operation,
the intention being to involve Austrian firms more actively in the development of the private sector in
partner countries. While Austrian firms are already engaged in South East Europe (SEE) to a
considerable extent, their response to the new focus on partner countries in the South has been very
limited to date. Austria should therefore carefully consider the scope of, and incentives needed for,
engaging Austrian private firms in public-private partnership agreements in the South. Austria should
continue its efforts to support private sector and development activities that maintain a clear focus on
the economic development and welfare of recipient countries.

Geographically, Austria has decided to enhance its co-operation with Eastern Europe. Historical,
economic, social, and cultural links with this region are stronger than those with partner countries in
the South. When dealing with its partner countries in Eastern Europe Austria does not only consider
development issues but also foreign and security policy and economic interests. As these policy areas
involve different objectives, Austria should clarify how it “protects’ development co-operation against
use inconsistent with the purpose of aid, that is, the development of the partner country. The issue of
how Austria situates development co-operation in relation to economic, foreign and security policy is
of interest to all DAC members.

Poverty reduction and the MDGs — from commitment to practice

In the 2002 Development Co-operation Act combating poverty in developing countries is one of
the three main objectives of Austrian development co-operation. The Three-Year Programme
2004-2006 includes a general commitment to the Millennium Development Goals (MDGs). Despite
these clear policy statements, thereis alack of programming and implementation of the commitments.
Poverty reduction is not yet fully mainstreamed into al projects and programmes. There is no
dedicated focal point for poverty reduction in the Austrian development co-operation system equipped
with sufficient resources and authority to be able to effectively propel action, institutional change and
learning. Austrian co-operation would benefit from spelling out precisely how Austriaintends to make
practical contributions to meeting the MDGs. The MDG targets and indicators could be used to
measure the results and impact of Austrian development co-operation.

Recommendations

» Austria points out that while development co-operation is part of foreign policy, it remains a
distinct policy area. It would be useful to define the relations between development policy
and other policies of national interest.

»  Thereform of Austrian development co-operation is still ongoing. The policies and strategic
lines stated in the new Devel opment Co-operation Act and the Three-Y ear Programme 2004-
2006 have to be further operationalised by all actors of the Austrian aid system. A clear
division of labour, especially between the MFA and ADA, hasto be ensured.

e To promote consistency within Austrian development co-operation, the Three-Year
Programme and country strategies should expand their coverage to al Austrian ODA
relevant activities. Austria should also consider developing a formalised system to alow the
MFA to co-ordinate effectively those activities for which it is not directly responsible.
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* The stated policy commitment to poverty reduction and the MDGs needs to be made
operational and be reflected in the allocation of resources. To mainstream poverty reduction
into all projects and programmes, substantial staff resources are needed. Measuring the
results of Austrian activities and their impact in terms of poverty reduction and contribution
to the MDGs should be high priority.

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

Austria s ODA fell from USD 520 million, or 0.26% of GNI, in 2002 to USD 505 million or 0.20% of
GNI in 2003. The fall resulted from short-term factors, including the postponement of some bilateral
debt forgiveness agreements and unusually large repayments of earlier ODA loans. This demonstrates
a striking feature of the Austrian aid programme, the high share of debt relief and the low share of
other bilateral aid. 2003 was alow point for ODA flows. Substantial increases are needed for 2004 and
beyond so that Austria can achieve its commitment at the 2002 Barcelona Summit to raise ODA to
0.33% of GNI by 2006. However, the amount of debt relief, which has been a significant factor in
recent ODA growth, is likely to decline after 2006. In order to avoid a sharp drop in ODA, it is
Austria’ s intention to increase its programmable aid, which will require a substantial expansion in the
capacity of the MFA/ADA. A consistent strategy for fulfilling the commitments is needed and a multi-
year predictable allocation path is recommended. Ideally, the funding envelope should be fixed for the
entire Three-Year Programme. Further, the effective use of ODA increases will prove challenging,
given the shortage of staff resources and limited use of new funding modalities.

Concentration should be enhanced

In raising the level of its bilateral programme, Austria should sharpen its focus on priority
countries. At the moment, the list of top recipients is dominated by countries receiving debt relief and
by the largest source countries for refugees and privatdy financed students in Austria. Despite the
recommendation in the last Peer Review, the number of partner countries has not been reduced.
Today, Austrian development co-operation (MFA/ADA) works together with 20 partner countries in
the South (plus four special programme recipients) and 19 partner countries in the East. Due to the
high number of partner countries and the small share of Austrian aid administered by the MFA/ADA,
the amount of ODA received by each partner country can be extremely low.

Recommendations

e To fulfil its ODA commitments announced at the Barcelona Summit in 2002, Austria will
require strong political support and a consistent strategy, including an explicit growth path.

* The required increase in programmable aid necessitates a substantial expansion of
management and administrative capacity. A multi-year allocation path is needed to reinforce
the predictability of Austrian aid and to bring it more in line with the programming needs of
partner countries.

*  Further concentration of Austria s aid programme would help achieve greater efficiency and
effectiveness by creating a critical mass and allowing bigger sectorally-based programmes.
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Policy coherencefor development

On balance, the ground has been prepared for effective policy coherence work. Compared with
other OECD member countries, Austria appears to stand midfield as far as its approach to policy
coherence is concerned. The legal, programmatic and ingtitutional basis for enhancing policy
coherence for development has considerably improved in Austriain the last few years. By including a
coherence clause, the new Devel opment Co-operation Act provides an explicit legal basisfor effortsto
improve policy coherence for development. While every minister is obliged to act accordingly, it is up
to the MFA to monitor and ensure compliance since the responsibility for enforcing the Act rests with
the MFA. The Three-Year Programme is not just an internal document of the MFA; rather the MFA
draws it up in consultation with the Ministry of Finance, submits it annually to the Council of
Ministers and communicates it to the Austrian parliament for information. However, unlike in other
OECD member countries, thereis no requirement to report to parliament on policy coherence work.

Co-ordination largely takes place below the level of the Council of Ministers by means of
informal contacts between Section VIl and other sections of the MFA or other government
departments. In order to intensify current inter-ministerial co-ordination for the sake of greater policy
coherence, it is planned to use additional co-ordination fora such as the Private Sector and
Development Platform and the Austrian Council for Sustainable Development. The MFA lacks staff
and analytical capacity to deal with coherence issuesin a systematic way.

According to both the MFA and NGOs, there is currently no intense debate in Austria on "hot"
coherence issues. Yet there are a number of subjects that not only reveal incoherence but require
attention with a view to either avoiding possible incoherencies or developing a more pro-active role
for development co-operation, e.g. the Common Agricultural Policy (CAP) of the European Union
(EU), and trade in textiles and clothing. Austrian NGOs have not taken the policy coherence clause
included in the Development Co-operation Act as a point of reference. They need to thoroughly
analyse and discuss the impact of other policies on developing countries and poverty reduction with a
view to sensitising the government and the public.

Recommendations

* In order to monitor and ensure policy coherence for development, the MFA will need (i) a
detailed strategy or policy framework (e.g. for the MDGs and poverty reduction) from which
it can gauge the development impact of other palicies, (ii) the means to engage analytical
capacity, and (iii) the staff to initiate and organise effective coherence work.

 The Three-Year Programme should include a chapter on policy coherence specifying the
areas where the MFA/Section VII wants to achieve progress in the short and medium term
(coherence agenda).

e The Federal Ministry of Agriculture, Forestry, Environment and Water Management could
be a specia partner for the MFA in coherence work because of its lead role in Austria's
Strategy for Sustainable Development and its responsibility for agriculture as a mgjor area
for coherence concerns.

e Coherence work requires public awareness building and Austrian NGOs can play a proactive

role in drawing attention to policies which might be incoherent with development
co-operation objectives.
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Aid management and implementation
The Austrian Development Agency and its Co-ordination Offices

The main motives for the recent reform of the Austrian aid system and especially the creation of
ADA wereto (i) provide an adequate structure for effective and efficient management of increased aid
volume, (ii) enhance co-operation with the EU including opening opportunities to tender for national
execution of European Community (EC) aid, and (iii) promote private sector and development
activities to help achieve the goals of poverty reduction and economic growth. ADA is a non-profit,
limited liability company, owned by the federal government of Austria, represented by the MFA.

On the operational side, ADA is expected to increase implementation capacity, to ensure timely
reaction to partner countries' demands and better co-ordination in the field. However, ADA contracts
the actual implementation of programmes and projects mainly to a broad spectrum of NGOs and
private firms. Since ADA is dtill at an early stage the full impact of its creation is not clear yet. In
principle, it holds considerable potential for improved administration and co-ordination of Austrian
development co-operation.

ADA headquarters receives considerable support from its Co-ordination Offices in the field.
Before the reform process, staff of the Co-ordination Offices were employed by a private consultancy.
Now Co-ordination Offices are integrated into Austria’s diplomatic structure, representing Austrian
development co-operation. They are responsible for managing the activities of the development
co-operation programme of the MFA/ADA in the respective country or region whereas the activities
financed by other Austrian ministries do not fall under their responsibility. Adequate delegation of
authority to and enhanced capacities of the Offices are needed to ensure aid effectiveness.

Personnel policies (including for the Co-ordination Offices and local staff) need to be updated to
meet the requirements of a growing and increasingly professiona bilateral aid programme. At present,
policies for staff training and career development are not yet defined. Staff awareness in certain areas
is seen as “satisfactory” or “rudimentary” by some Austrian officials, and little expertise exists for new
aid modalities (budget support and sector-wide approaches [SWApS]). In the light of Austria's
intention to substantially increase development co-operation with SEE, ADA and the Co-ordination
Offices will need increased staffing and skills.

I mplementation — high share of NGOs and numerous small projects

NGOs have always played a major role in Austrian development co-operation: some 50% of the
bilateral aid programme of the MFA/ADA is implemented through Austrian NGOs, over 20% is
implemented by Austrian businesses. Austrian NGOs are contractors and development partners of the
Austrian government (on a co-financing basis), and at the same time they play an advocacy role,
which could lead to a conflict of interest.

Austrian development co-operation can be further characterised by its fragmentation in numerous
small projects, which may restrict their impact on macro policy reforms and the MDGs. Austria's
support to local civil society is appreciated by partner countries, which may be seen as an Austrian
comparative advantage. New instruments have been developed to support NGOs — who are key to
Austria's aid delivery — which should permit greater alignment to partner country strategies while
respecting NGO roles, for example in advocacy. In line with the principles of ownership and
partnership, Austria should increase the share of projects which are administered and implemented
directly by local partners.
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Aside from its focus on smaller, locally oriented projects, Austria also seeks to support macro
policies. The support of such policies might, however, make different aid instruments necessary, such
as capacity development of partner governments and civil society. In this context, Austria might
consider developing orientations for the support of capacity development.

Austria participates in the financing of some SWAps and it plans to increase support to them in
the future. Austria does not yet provide direct budget support to any partner country. Its position in
relation to this modality is ambiguous. The MFA should take the lead by adopting a clear position on
participation in programme-based co-operation and joint financing arrangements (such as pooled
funding, budget support). It will be necessary to study carefully the pros and cons related to possible
shifts based on an analysis of Austria's comparative advantage.

Donor co-ordination, harmonisation and alignment — reinforce efforts

Austrid s implementation of harmonisation and alignment (H&A) is ill at an early stage. At the
international level, Austria participates in several fora on H&A. At headquarters level, aid
effectiveness and harmonisation items are addressed by an internal work group. Feedback on the
Rome Declaration and ongoing discussions at DAC and EC level have taken place with the field
offices and need to be continued. To improve the communication system on H& A, Austria has set up
two foca points in the MFA and ADA. Austria has started to draft an action plan on H&A for the
Austrian aid system which is due to be finalised during the second half of 2004. Up to now, explicit
alignment of Austrian support to national strategies has taken place in very few countries. As far as
capacities permit, staff of the Co-ordination Offices participate in policy dialogue groups or round
tables. Given that Austria’s main experience stems from projects at local level, the Co-ordination
Offices should give higher priority to bottom-up approaches by bringing experiences from the
“ground” to the policy level, especially in meetings to define sector strategies and donor co-ordination.

Procurement, project management and evaluation — systematic approach needed

The Austrian Advisory Board for Development Policy has made repeated recommendations that
more attention should be paid to competitive tendering, and the Three-Y ear Programme 2004-2006
commits to improve in this area. However, in SEE particularly, the criteria for making a decision
between direct procurement from NGOs and competitive tendering do not seem to be very clear,
except for projects with an emphasis on investment (e.g. in the water sector). It isimportant to ensure
a balance between prioritising locally competent actors and efficient, objective and transparent
procurement practices, also when NGOs are selected.

Austria does not systematically use the project cycle approach to organise management of the
different phases in the life cycle of projects. Adoption of such a model would facilitate a more
systematic approach to project management as well as introduce some important quality assurance
methods currently not used in the Austrian project management system.

Evaluation is regarded as an integra part of the life cycle of al programmes and projects. Since
the reform process, responsibility for evaluations is shared between the MFA and ADA. The previous
organisational independence of the evaluation function from decisions on policies, programmes and
projects — set as a standard by the Review of the DAC Principles for Evaluation of Development
Assistance (1998) — has been discontinued. In the case of the MFA the evaluation unit can report to the
head of Section VII, and in ADA to either the Managing Director or the Board of Directors.

There is no complete list of evaluations available in the MFA and ADA, and no annual or
periodic reports providing a synthesis of the main findings and lessons learnt of evaluations. It is hard
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to judge how well the quality standards set in the Austrian Guidelines and the Manual on the Practice
of Evaluation are met by the ADA desks, Co-ordination Offices and implementing agencies. The
results of evaluations are shared and discussed both in the partner countries and at headquarters level,
but the extent of systematic feedback from the evaluation process to policy making is unclear.

Recommendations

16

Personnel policies for the MFA, ADA headqguarters and Co-ordination Offices need to be
updated to meet the requirements of a growing and increasingly professional bilateral aid
programme. This includes a systematic approach to staff development. Speciaist skills are
needed in line with Austria's main development objectives and in the area of co-operation
with Eastern Europe.

Austria could benefit from a reflection on the role of NGOs as contractors versus
development partners (on a co-financing basis) versus advocacy partners, to address possible
conflict of interest issues that may exist under current arrangements. These considerations
should be reflected in the current deliberations of the MFA/ADA on their policy towards
NGOs.

Austria is encouraged to take an active role in supporting the development and
implementation of PRSPs and other national frameworks. Austria is a small donor with a
particular profile in the support of NGOs and target groups on the ground. The MFA should
carefully consider whether, and to what extent it should redirect part of its country
alocations to programme and budget aid. In particular cases delegated co-operation may
constitute an appropriate response.

Austriawill have to reinforce its efforts in H&A in particular by finalising its plan of action,
taking into account the experience of other donors and implementing efforts in the partner
countries. This implies increased communication on H&A between headquarters and the
Co-ordination Offices as well as with NGOs. Dialogue and consultation with partner
governments needs to be strengthened, and practical steps to harmonise and align all
Austrian support (including NGOs) to partner country national strategies and systems should
be increased.

Logical framework approach and project cycle management should be used systematically in
all projects. Clearer criteria for making a decision between direct procurement from NGOs
and competitive tendering are needed.

Regarding evaluation it is important (i) to ensure the organisationa independence of the
MFA’s and ADA’s evauation units; (ii) to conduct more meta-evaluations to distil lessons
learnt; (iii) to properly monitor the implementation of evaluation recommendations; and (iv)
to continue establishing multi-annual work programmes for strategic evaluations. With
regard to monitoring, the objectives of country and sector strategies should be specified in
such away that progress towards the intended outcome can be measured.
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SECRETARIAT REPORT

CHAPTER 1

STRATEGIC FOUNDATIONS AND NEW ORIENTATIONS

Thefoundations of Austrian development co-operation and context of reforms

Despite various efforts, Austrian Official Development Assistance (ODA) figures have never
been among the highest in the aid community. In the early 1980s Austria undertook to reach 0.7%
ODA/gross national income (GNI) by the end of the decade. This ODA commitment has never been
fulfilled. The ratio was 0.23% in 1989, and despite wide fluctuations there has been no overal trend
since. From 2002 to 2003, Austria's ODA fell from USD 520 million to USD 505 million. The
ODA/GNI ratio dropped from 0.26% to 0.20%.

The long-term causes of Austria' s modest ODA performance are complex. For a start, the usual
historical and intellectual stimuli to develop traditional aid programmes have been lacking in Austria.
Austria did not have to respond to a colonial past by developing aid programmes as part of their
decolonisation process, as did many other donors in the 1960s. Austria’s important historical, social
and cultural links are rather with countries in Central and Eastern Europe (CEE) which were part of
the Austro-Hungarian Empire before 1918, and these links are today reflected in Austria's
commitment to this region. Intellectual trends may also have played a role. The Austrian school of
economic thinking for fostering development has traditionally emphasised the role of market
mechanisms and the entrepreneur, rather than of resource transfer.

The Catholic Church has a long tradition of assistance to the poor. Catholic donations to
impoverished overseas countries date back to the 19" century. These early forms of charity-oriented
aid still partly survive, and churches and non-governmental organisations (NGOs) play an
important role in today’s Austrian aid system. Their engagement has, however, not trandlated into
higher public spending on development aid.

Only now, against the international background of the European Union’'s (EU) aid commitment at
the 2002 Barcelona Summit, are substantial aid increases expected in 2004 and beyond. To meet these
commitments, Austria will need to raise ODA to 0.33% of GNI by 2006, requiring an increase of 40%
over expected 2004 ODA expenditure (see Chapter 2).

The wind of change in development palitics, including an ODA increase and policy aspects,
should be seen in the context of other political reforms undertaken by the government during the past
three or four years. Also, with EU enlargement in May 2004, Austria reacted promptly to the new
challenges. The government has initiated a pension reform, privatisation of state-owned industries, and
measures for enhancing competitiveness. Radical tax reforms, comparable with the tax regimes of the
new accession countries, have been initiated, but these have drawn protests from trade unions and civil
society. Exports have benefited from the opening of Eastern European countries in recent years,
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though growth is expected to remain dow in 2004 before recovering modestly in 2005. In view of its
geopolitical situation, Austria has a major interest in stability and rapid economic, social and
environmenta development in CEE (see also Box 1).

Development co-operation policy is, in this context, increasingly understood as part of
responsible foreign policy. As Austria puts it, the primary motivation for its development
co-operation is the need for international burden sharing in addressing global challenges like poverty
and insecurity. There are also calls by the Austrian population for solidarity and socia justice, creating
some pressure at the political level. Commercial interests are acknowledged in co-operation with CEE.

Palicy and organisational reform sincethe last Peer Review

In earlier Peer Reviews of Austria's development co-operation, the level of ODA was always of
major concern. Other concerns focussed on the use of export credits, student costs and Austria's
refugee policies aswell as the need for concentration in the number of partner countries.

The picture has changed in important respects. In the past two to three years, development policy
has undergone major changes. It has a stronger voice within a broader international orientation of
Austrian policy. The aid administration has been restructured and a medium-term ODA target set.

Austria has adopted a new law on development co-operation, the Development Co-operation
Act (2002 and amended in 2003). On the basis of the new law, Austria has developed a longer-term
strategy for development co-operation, the Three-Year Programme 2004-2006." Also based on the
new law, Austria is undergoing a substantial reform of its aid architecture, mainly by creating the
Austrian Development Agency (ADA).

The new Development Co-operation Act and the Three-Year Programme 2004 - 2006

The new Development Co-operation Act, together with the Three-Y ear Programme 2004-2006,
provides a good foundation for Austria's new policy orientations, its principles and operational
guidance. In practice, it will have to be complemented by operational strategies setting out individual
steps and measures to reach its announced objectives.

According to the Act (Section 1.3) the main obj ectives of Austria said are to:

 Combat poverty in developing countries by promoting economic and social development,
i.e. sustainable economic activity combined with structural, institutional and social change.

» Ensurepeace and human security, especialy by promoting democracy, rule of law, human
rights and good governance.

* Preserve the environment and protect natural resources that form the basis for
sustainable devel opment.

Thefirgt and third objectives are retained from Austria s earlier policies. The focus on peace and
conflict resolution has been strengthened. Also, the emphasis on human rights has been enhanced,
including specifically the rights of children and the disabled.

1 This Peer Review refers to the Three-Y ear Programme 2004-2006 on Austrian Development Policy,
Revised Version, Vienna 2004.
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Again according to the Act (Section 1.4), Austrian aid will be guided by four principles, whereby
any measures shall take into account:

»  The aims of the respective governments and populations in the developing countries, with
regard to the speed and kind of development process in question and their right to choose
their priorities.

* Theintegration of measures into the socio-cultural environment, with specific regard being
paid to cultural aspects and use of appropriate technology.

e Equality between men and women.
* Inasuitable manner, the needs of children and people with disabilities.

As further stated in the Three-Year Programme 2004-2006, Austria sees new challenges for
development aid arising particularly from the lack of progress in the last fifteen years, especialy in
Africa, and also in parts of South East Asia and Latin America. Furthermore, Austria has decided to
give renewed attention to its co-operation with Eastern Europe.? The Austrian aid programme clearly
distinguishes between the “ Austrian Development Co-operation Core Programme 2004-2006" (which
includes partner countries in Africa, Latin America and Asia) and the “Core Programme of the
Austrian Co-operation with Eastern Europe 2004-2006" 2

The two programmes differ in their history and motivation: Austrian development co-operation
with the South is characterised by a history without colonisation but a strong influence of the Catholic
Church and Austrian NGOs. Priority countries are mainly Least Developed Countries (LDCs), and the
aim isto address global challenges such as poverty and insecurity. Austrian co-operation with the East
is influenced by strong historical, economic, social and cultura links with this region. Priority
countries are located in South East Europe (SEE), mainly classified as Lower Middle-Income
Countries (LMICs). In addition to the three main objectives of Austrian development co-operation,
Austrian foreign policy and economic interests play an important role in the co-operation with this
region (see Box 1).

In view of this situation, the Three-Y ear Programme 2004-2006 (p. 7) states three characteristics
of Austrias development policy and its implementation through development co-operation,
co-operation with Eastern Europe and multilaterd aid:

»  Constancy and long-term planning with traditional partners.

» Flexibility and rapid reaction to al challenges, be they of a geographic or thematic nature.

* Consolidation of the available potential of NGOs and universities, private sector and
financial instruments.

2 Although the Three-Y ear Programme distingui shes between South East Europe (SEE), Eastern Europe
and Central Asia, and Central and Eastern Europe (CEE), it is not always clear which of the regional
boundaries are meant.

3 By using the term “Austrian development co-operation”, the Peer Review refers to the programmesin
all regions.
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Box 1. EU enlargement and Austria’s role in Central and Eastern Europe

The EU enlargement on 1 May 2004 presents challenges as well as opportunities for Austria. Austria
accounts for only 2% of the EU’s population but for 8% of the Union’s trade with the CEE. Austria shares 1 300
kilometres of borders with four new EU members, which have been important markets for it during the past three
or four years while business with Germany (Austria’s largest market, accounting for 40% of its exports) and
Switzerland has stagnated. Austria now exports as much to Hungary as it does to the USA. At the same time,
Austria’'s new EU partners can boast stronger economic growth rates, lower taxes and more flexible labour
markets. This puts the government under reform pressure.

Austrian industry, especially the energy sector, banking and financial services, and the construction industry
have invested heavily in CEE. Thousands of Austrian companies established regional subsidiaries and production
sites. Multinational groups started managing their regional production or service platforms for CEE countries from
Vienna. In 2002, 16% of Austria’s exports went to CEE and it is expected that it will reach 20% by 2005. In 2002,
60% of Austria’s total foreign direct investment went to CEE (see Financial Times, 3 December 2003).

Co-operation with Eastern Europe, which was shifted from the Federal Chancellery (Prime Minister's Office)
to the Ministry for Foreign Affairs (MFA) in 2000, has become a priority for Austrian aid. According to the Three-
Year Programme 2004-2006 (p. 30-31), geographical allocations take account of partner countries’ support
requirements; Austria’s foreign policy priorities; support for the EU integration process contribution to conflict
prevention; Austria’s economic, employment and security interests; investment potential for Austrian business and
ODA eligibility. Presently ODA and Official Assistance (OA) to SEE countries averages about USD 100 million
per year, but only about 10% of this is within the MFA/ADA core programme. Other main actors are the Ministry of
Finance and the Ministry of Education, Science and Culture.

Austria has supported the Stability Pact for SEE. It was also involved in security and peace keeping as well
as in reconstruction and humanitarian aid. It is presently directing its development aid, e.g. to Bosnia and
Herzegovina (BIH), towards mainstreaming conflict prevention. The main sectoral priorities are education,
economic development and employment. The promotion of the private sector and foreign direct investment
through development assistance is key for enhanced economic development of Austria’s neighbours, but poses
the challenge of avoiding the misuse of ODA for simply promoting Austrian firms. The co-operation with the
Eastern Europe and its specificities, e.g. a different understanding of poverty reduction, are not yet fully reflected
in the (sectoral) concepts (see Chapters 3 and 6).

Important changesin Austria’ s aid architecture

Since early 2004, Austria joined the ranks of those Development Assistance Committee (DAC)
members whose MFA is responsible for aid policies and overal co-ordination along with a separate
agency — in this case ADA — acting as the intermediary executing agent for the bilateral core
programme. Bilateral aid totalled USD 228 million or 45% of total Austrian ODA in 2003, but the
core programme comprised only about half of this. ADA itself delegates the implementation of
programmes and projects mainly to a broad spectrum of NGOs and private firms.

This structure is designed to meet the need for strengthened policy and administration to achieve
a significant increase of ODA. Achieving the Barcelona target of 0.33% of GNI by 2006 will require
the currently projected 2004 expenditure of EUR 573 million to rise by EUR 222 million, or about
40% (see Chapter 2).

In the new organisational system the MFA/Section VII * “Development Co-operation” is to
play a more proactive role with respect to the formulation and management of positions on

4 In order to avoid any misunderstanding, the Austrian term “ Sektion” is directly trandated into English
as “section”, although regarding its hierarchical level, the term “department” would probably be more
appropriate.
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development policy and the pertinent strategic framework conditions. This focus will be strengthened
by outsourcing operational tasks to the newly founded ADA. Sharing work with ADA is expected to
enable the MFA to handle overall co-ordination of development co-operation more efficiently and
coherently both within Austria and internationally.

Created in January 2004, ADA is a private company wholly owned by the federal government of
Austria, represented by the MFA. ADA’s main task is to operationalise Austria's development
co-operation and ensure effective handling of an expected increase of ODA. The main motives for the
creation of ADA were to (i) provide an adequate structure for effective and efficient management of
increased aid volume, especiadly for bilateral projects; (ii) enhance co-operation with the EU including
opening opportunities to tender for nationa execution of European Community (EC) aid; and (iii) to
promote private sector and development activities to help achieve the goals of poverty reduction and
economic growth.

These developments build on earlier institutional reforms, e.g. in April 2000, responsibility for
co-operation with Eastern Europe was shifted from the Federal Chancellery to the MFA/SectionVI|
(see Chapter 5 and Annex E).

The MFA/Section VII remains in charge of the bilateral core programme (only 11% of Austrid's
ODA). At the same time the MFA is mandated to ensure a consistent aid programme, in which a
large number of federal ministries and other public and private actors are also involved. The challenge
will be to ensure a useful and clear division of labour between the organisations, to ensure that new
policies are implemented and that Austrian activities are well aligned and co-ordinated with partner
countries and other donors. Many of these issues are at an initial stage, and much remains to be further
developed.

There remain a number of overlaps between the MFA and ADA, which have to be further
clarified. Overall, the reform has gone in the right directions. However, there are areas needing
additional work, e.g. in the field of decentralisation of decision making. Whether Austria will take the
reform process as far as possible remains to be seen.

Other important changes since the last Peer Review

The private sector and development has become a new focus, especialy as regards Austrian
co-operation with Eastern Europe, athough there remains some ambiguity between private sector
support in recipient countries and support for Austrian businesses (see Chapter 3).

A clause on policy coherence has been introduced in the new law. According to the clause the
federal government must take into consideration the objectives and principles of development in work
relating to the fields of policy that may have effects on developing countries. With this clause Austria
for the first time-takes account of policy coherence in pursuing the aims and principles of development
co-operation.

With regard to the number of partner countries, no further reduction has taken place, despite
recommendations in the last Peer Review. Austrian development co-operation (MFA/ADA) works
together with 20 partner countries in the South (plus 4 special programme recipients) and 19 partner
countries in the East (see Annex D). Due to the high number of partner countries and the small share
of Austrian aid administered by the MFA/ADA, the amount of ODA received by each partner country
can be extremely low (see Chapter 2). Hence, further geographic concentration of the aid programme
would help achieve greater efficiency and effectiveness by creating a critical mass and allowing bigger
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sectorally-based programmes. The question remains whether Austria should consider a stronger focus
on itsimmediate neighboursin CEE.

Austria is to be congratulated for reforming its statistical reporting in line with DAC norms.

Details are given in Annex C.

Box 2. Selected issues of broader interest for all DAC members

In the wider picture, Austrian development policy and practice confronts issues and offers lessons that are of

relevance to the present development debate in the DAC and the broader aid community.

Delineation of the roles of development co-operation policy and foreign policy. As underlined by
Austrian officials, since 11 September 2001 foreign policy and development policy are increasingly
related; the demands on development co-operation have increased through links with humanitarian aid,
security and conflict prevention etc. Austria offers an illustration of the challenges of present
international discussions, especially with regard to the new relationship between development aid and
security issues as well as the relationship between promotion of the private sector, foreign direct
investment and the role of aid. As one senior Austrian official sees it, development co-operation seeks
to preserve a long-term perspective — such as the MDGs and sustainable development beyond 2015 -
while foreign policy tends to be more geared towards the short term. Close political linkages and
co-ordination are needed but the policy area (“Politikfeld”) of development co-operation must also
guard against misuse. For all DAC members there may be a need not only for a firm definition of
development co-operation in relation to foreign policy, economic policy and security matters but also
the implications of these policy areas in development practice.

Experiences with the ownership principle. Austria can also provide practical lessons learned from
countries in difficult situations (difficult partnerships), where ownership is not an easy approach, at least
not as easy as some donors engaged in so-called good performers would expect it, e.g. in BIH the
Peer Review team learned about difficulties in dealing with the government due to the multiplicity of
levels of government as well as the difficult interactions between Serbian, Bosnian and Croatian
interest groups.

Smaller donors’ choice of aid allocation. There are two aspects of interest, especially for smaller
donors: the choice of the number of partner countries and of aid modalities. Austria clearly
distinguishes between its development partners in the South and in Eastern Europe. In order to
increase impact as well as to avoid burdens for partner countries, smaller donors may consider
focusing on those partner countries with which they have special relations. Austria could discuss its
focus on the SEE region as for its geographical, economic, political, social, and developmental
relations. Regarding aid modalities Austria’s aid is highly respected especially by its local partners and
within the smaller projects undertaken mostly by NGOs. In terms of higher leverage the question of
“scaling up” is to be considered. Moreover, the Peer Review has discussed the question of aid
modalities with the Austrian Co-ordination Offices visited in Nicaragua and BIH. Questions were raised
as to whether Austria should use its limited ODA more in the modalities of budget support or whether
this would possibly undermine its comparative advantage in being well accepted as partner in local
activities. Careful exploration of the issue will be necessary to develop an appropriate policy on aid
modalities. For the DAC both aspects seem to be of interest for further discussion.

Promoting development co-operation by the new EU members. Austria, together with Germany,
Netherlands, Sweden and other EU members, has opened dialogues through seminars and
conferences on development aid with its neighbouring countries, which are presently providing or will in
future provide small programmes of development co-operation. In addition, on Austria’s request, this
Peer Review was accompanied by an observer of the Ministry of Foreign Affairs of the Czech Republic,
with the objective to learn from the DAC Peer Review system for future Czech development
co-operation. The DAC might want to learn more about Austria’s and other DAC members’ experiences
to support the EU accession members at an early stage.
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Public awar eness

Austrian public opinion is very supportive of development co-operation in general as shown by
opinion polls conducted in 2001 and 2003.° Both report that 83% of Austrians think that supporting
developing countries is the right thing to do. In 2001, 48% of the Austrian public were in favour of
increasing ODA. This high public support for development at a time of declining aid (see Table B-2)
demonstrates that high public support does not transfer into increased finance for development co-
operation. Not unlike its DAC co-members, most of Austrian public support stems from humanitarian
concerns about natural disasters, famine and malnutrition and a perception that development co-
operation helpsin these situations.

The MFA and ADA both have a public relations department through which various campaigns
and activities on relevant topics are supported (e.g. a series of televison documentaries on priority
countries of Austrian development co-operation, titled “Far-away Neighbours’, and an information
initiative based on the Millennium Development Goals [MDGsg] titled “Eight Aims for the World”).
The MFA has outsourced responsibility for development information, public relations and education
to the Society for Communication and Development (KommEnt), which has a working contract with
ADA and by which it supports NGO development education and awareness raising initiatives. The
MFA'’s predominant methodology includes the publication of articles in newspapers, a newsletter,
brochures, films and videos, and cultural events.

While the MFA concentrates on “macro-communication” (primary directed towards decision
makers, public administration, the business sector, etc.), the NGOs are required to do “micro-
communication” (aimed at specific target groups, e.g. young people, and concentrate on awareness
raising and proving background information). Austrian NGOs constitute the main awareness raising
and devel opment education actors within this country.®

Future considerations

*  The Austrian government is commended for having improved the legidative foundations for
development co-operation by the adoption of the new Development Co-operation Act. The
subsequent development of a Three-Year Programme 2004 — 2006 reflects the current
internationa key issues in development co-operation. These policies and strategic lines will
have to be further sharpened and operationalised by all actors of the Austrian aid system

e Thereform of Austrian aid architecture and the setting up of ADA offers an opportunity to
give development co-operation a sharper international profile. However, the MFA must bein
the position to fulfil its system leadership in the area of development policy. A clear division
of labour, especially between the MFA and ADA, hasto be ensured.

» Austriais applauded for its firm commitment to reach the Barcelona target for 2006. This
will require a 40% increase on the expected level of ODA in 2004. A consistent strategy for
fulfilling the commitments and a multi-year predictable allocation path would also improve
the efficiency and effectiveness of Austrian aid.

5 FESSEL-GfK Institut fur Marktforschung GmbH: Austrian Lifestyle Opinion Poll 2001 (based on
4500 persons) and 2003 (based on 4000 persons).
6 OECD Development Centre (2003): Public Opinion and the Fight against Poverty, pp. 57-62.
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The parliamentary hearing on a national strategy to help achieve the MDGs planned to be
held in the autumn of 2004 might serve as a valuable occasion for informing the public of
international and nationa ODA goals. This could be also an effective opportunity for
involving parliament in alonger-term debate on policy coherence for devel opment.
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CHAPTER 2

AID VOLUME, CHANNELSAND DISTRIBUTION

Overall aid volume prospects

Austria s ODA fell from USD 520 million, or 0.26% of GNI, in 2002 to USD 505 million or
0.20% of GNI in 2003. The fall, however, resulted from short-term factors, including the
postponement of some bilateral debt forgiveness agreements and unusually large repayments of earlier
ODA loans. Thusit is expected that 2003 will be alow point for ODA flows. However, ODA should
rise to 0.25% of GNI in 2004, and further increases, particularly in debt relief will likely allow Austria
to meet its commitment at the 2002 Bar celona EU Summit to raise ODA to 0.33% of GNI by 2006.

The planned aid increases assumed a relatively benign fiscal and balance of payments outlook.
Austria succeeded in balancing its budget in 2001, and athough the fiscal position deteriorated
dightly in 2002 and 2003, deficits have been limited to under 2% of gross domestic product (GDP).
Nevertheless, tax reductions being phased in from 2004 will trim available revenue, while concerns
have been expressed that a continuation of the high external value of the Euro, especialy against the
dollar, may undermine the balance of payments over the medium term.

So far, fiscal and current account deficit concerns have had little impact on the policy momentum
generated by the Barcelona Summit, and the ambitious reforms to the Austrian aid system in 2004
have consolidated the administration’s resolve to stick to aid allocation targets. At the time of writing,
a biennial budget framework was under preparation for 2005-06. The two-year time frame supports
predictability as far as aid programming is concerned, and longer term financial planning would be a
clear benefit. Based on findings from the field missions carried out for this Peer Review, it also
appears that there are substantial delays in approving forward expenditure levels for individua country
programmes. Efforts should be made to ensure that annual budget lines at country level are approved
at the latest in autumn of the preceding year.

Whileit islikely that debt relief efforts will alow the 2006 ODA target to be met, it is also clear
that a progressive expansion of the MFA/ADA core programme will be necessary to maintain aid at
levels consistent with those of similarly prosperous EU members. Efficient use of these increased
allocations will require a substantial expansion of the MFA/ADA budget and administrative capacity
to ensure efficient use of increased funds.

One possibility for the Austrian authorities to consider would be to set a medium-term
expenditure framework for the MFA/ADA component of the aid programme. This could build on
the existing system of Three-Year Programmes for Austrian aid, where forecasts of expenditure are
provided. At present, however, the forecasts are simply projections from existing expenditure rates. It
would be desirable from the point of view of predictability of aid programming to convert these purely
indicative figuresinto afirmer planning framework.

Aid expenditure outside the MFA/ADA envelope is, with the exception of multilateral aid,

difficult to programme in advance. The timing of Paris Club debt relief agreements, the incidence of
natural or man-made disasters or the emergence of new flows of asylum seekers cannot be reliably
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predicted, so flexibility must be allowed for. Nevertheless, assuming that Austria meets its ODA
commitment for 2006 of 0.33% of GNI, there may then be a possibility to make either a time-bound
commitment to reach the United Nations (UN) target of 0.7%, or to set another medium-term target. Either
measure would help to maintain consistent effort and help build public support and confidencein aid.

Programme and institutional structure of Austria’said expenditures

A striking feature of the Austrian aid programme is the small proportion of project aid or
technical co-operation. The long term causes are complex. As briefly mentioned in Chapter 1, a
special feature of the Austrian situation is that the usual historical and intellectual stimuli to develop
traditional aid programmes were lacking. From around 1960, France, Portugal, Spain and the UK
developed aid programmes as part of their decolonisation policies; but Austria had no colonial
inheritance. Aspects of the Austrian intellectual tradition were also not particularly favourable towards
aid programmes. For example, the Nordic countries and the Netherlands built up their aid programmes
on the basis of economic thinking (e.g. Myrdal, Tinbergen) that emphasised resource transfer as a key
to achieving growth; by contrast, Austrian economists have as a rule placed more stress on the role of
market mechanisms and the entrepreneur. This may have contributed to a certain lack of faith in
Austriain the capacity of traditional aid instruments to promote devel opment.

For many years the gap was filled by attempting to promote the development dimension of
export-promotion schemes, particularly through subsidies of development-oriented export credits. A
more progressive, internationalist spirit emerged under the long-running Sociaist administration of
Bruno Kreisky (1970-83), and Austria was one of a number of countries that aimed to meet the UN
target for ODA (0.7% of national income) by the end of the 1980s. But budget pressures arising from
Austrid s large public sector, generous welfare provisions and an aging population inhibited progress,
and achievement of the goal was postponed sine die. The fiscal consolidation programme implemented
over the period 1999-2001 further intensified pressure on core developmental programmes.

Figure 1 shows the results. Compared to the average for DAC donors, Austria gives a far lower
share of its grants in the form of project and programme aid, and a significantly lower share in the
form of technical co-operation (within which student costs take up a high share). Emergency aid is
close to the average, with Austria giving a much higher share of itsaid in the form of debt relief.

Figure 1. ODA grants by type of aid in 2002
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Figure 2 shows ministerial responsibilities for Austrias aid programme. It is true that an
unusually low share of Austrian aid is administered by the central aid authorities in the MFA: in 2002,
the MFA/Section VIl-administrated bilateral programme amounted to 18% of bilateral aid and 11%’
of total aid. However, this is primarily due to the weight of those items — particularly debt relief and
student costs — that are essentialy outside federal government control. It does not reflect a lack of
authority in the MFA over programmable aid activities, but rather the relatively small scale of these
core activities within the Austrian aid effort. In fact, the MFA has considerable input into Austrian
policy in regard to multilateral agencies, even when the payments (as in the case of contributions to
devel opment banks) are made by the Ministry of Finance.

The Ministry of Finance is also responsible for debt relief payments and for interest subsidies
incorporated in associated financing packages. The major expenditure by the Ministry for Education is
on subsidising the costs of developing country students in Austria, while the Ministry of the Interior is
responsible for support to refugeesin Austria.

Figure 2. Ministerial responsibilities for Austrian ODA, 2002
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International comparisons of Austria’said data

The unusually small size of the core Austrian programme complicates statistical analysis,
especially comparisons with other donors. In considering the data presented in Table 5 of Annex B,
readers should bear in mind that the data relate to the totality of Austria's reported ODA as shown
above, and not to the core MFA programme, much of which has now been devolved to ADA. For
example, the spike in ODA in 2001 was not due to any policy shift — indeed it occurred during a

! The 11% do not include an additional 1.5% for Austrian co-operation with the East, as this
programme did not fall under the responsibility of Section V1.
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period of fiscal consolidation — but was rather the result of the timing of debt forgiveness decision in
the Paris Club. In that year, pursuant to Paris Club decisions, Austria granted two of its major debtors,
Cameroon and Bolivia, atotal of almost USD 200 million in debt relief, representing about 40% of its
total ODA in that year.

In other respects, the sectoral allocation of Austria' s programme does not diverge radically from
the average of smaller donors. Indeed it shows a fairly typical small-donor pattern of emphasis on
the social sectors, with comparatively modest contributions to economic infrastructure and production.

Austriais to be congratul ated on the effort it has made to reform its statistical reportingin line
with DAC norms and guidelines (see Annex C). This will facilitate international comparability and
benchmarking of its aid efforts.

Main recipient countries

Here again the standard suite of tables at the end of this volume is less useful than it might be,
since the top recipients are dominated by countries receiving debt relief and by the largest source
countries for refugees and privately financed students in Austria. Refugees from Serbia and
Montenegro and BIH account for these countries prominence among recipients over recent years,
with Egypt and Turkey near the top of the list on account of students costs and, in the case of Egypt,
debt relief. Debt relief has brought Tanzania and Mozambique among the top recipients in 2002-03.

It is more instructive, however, to look at the allocation pattern within the MFA core programme,
which will be the nucleus for expansion of Austria’'s aid efforts over the medium term. Here we find
efforts concentrated on a small number of priority countries. Eight of these were chosen in 1993, but
efforts are now concentrated on seven developing countries, five of which arein Africa: Burkina Faso,
Cape Verde, Ethiopia, Mozambique and Uganda. The other two are Nicaragua and Bhutan. The share
of the priority and co-operation countries in the total MFA/ADA programme for the South fell from
67% in 2000 to 60% in 2002, mainly because of falls in this core programme aid to Bhutan,
Mozambique, Tanzania and Zimbabwe. SEE forms a separate priority area, with BIH having been the
leading recipient of core programme assistance in the past years. Out of the total budget for
co-operation with Eastern Europe of the MFA around 90% are all ocated to the priority region SEE.

The selection is built on contact of various kinds between Austria and the countries concerned. In
Mozambique the initial impetus came from a Catholic priest in the country; in Bhutan from scientists
and alpinists; in Nicaragua from a popular sympathy with the Sandinista regime during the 1970s.
Building on persona contacts was a sensible approach for a small donor commencing a modest
bilateral aid programme. However, while the Austrian programme continues to respond to initiatives
from the public through its NGO support schemes, expanding the country programmes in existing
priority countries will require a greater measure of planning, technical expertise and professional
administrative supervision, as discussed in subsequent chapters.

The challenge of scaling up Austrias existing country programmes should not be
underestimated. The core programme budgets for the priority countries have typically averaged only
EUR 1 to 3 million in annual expenditure. Allocations actually fell in the period of fiscal consolidation
from 1999-2002, so that programmes generally only continued existing projects, and were not
concerned to identify substantial new activities. The MFA/ADA core ODA budget (including
European ODA recipients) is already forecasted to rise from EUR 69 million in 2003 to
EUR 82 million in 2004, and further increases are expected. In raising the level of its bilateral
programme, Austria should sharpen its focus on priority countries. This would facilitate the initiation
of larger and more efficient sectorally based programmes.
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Beyond the priority countries is a penumbra of some 17 co-operation countries and specia
programme recipients, usually in the same region as the priority countries. Programmes here are very
small —typically well under EUR 1 million annually — and several programmes have been curtailed
because of Austrian budget shortfalls or concerns about the security or governance situations of
recipients. Austria should consider phasing out activities on this scale, which are difficult to manage
efficiently. One approach which it has already considered is to consolidate smaller programmes in
consultation with one or other of its EU partners. The partner would take over Austria srole in one of
Austria s smaller recipients in return for Austria taking over that EU countries’ projects in another
recipient.

Sectoral digtribution of the core ODA programme

The current Three-Year Programme 2004-2006 continues the previous emphasis on water and
sanitation, rural development, energy and the promotion of democratic development, with new
initiatives planned in the area of the private sector and development (this new theme is discussed in
Chapter 3).

The sectoral distribution responds to the avail ability of Austrian expertise, which partly accounts
for Austrid s relatively high tying ratio in recent years. Given the small scale of projects, there was
little justification for elaborate international competitive bidding arrangements in the past, but as
project size increases, more tenders are aready being issued. In addition, Austria will be obliged by
EU agreements to open more of its programme to world-wide procurement (see Chapter 6).

Aid through NGOs

NGOs play amajor role in implementing the core programme, as discussed in detail in Chapter 5,
with the exception of the programme with Eastern Europe. They also benefit from schemes designed
to support their own programmes. The major co-financing scheme for NGOs disburses about
EUR 10 million annually, mainly under framework agreements with nine of the larger NGOs.
Preferenceis given to bodies with project proposalsin Austria s priority countries.

A second, smaller co-financing window is open for individua project proposals, typically from
small community groups. No specia preference is given to proposals in priority countries, since in
principle there will be no requirement for supervision by the MFA/ADA field offices.

The European Commission also offers co-financing opportunities to NGOs. The Austrian
voluntary sector has shown considerable flexibility in adapting to the rapid evolution of these funding
mechanisms in recent years. In some cases, the MFA tops up European Commission financing, but
NGOs must still make a minimum contribution of 15%.

Multilateral aid

Austria contributes around 2.5% of the development expenditures of the EC, including those met
from the EC budget, the European Development Fund and the European Humanitarian Office. Total
contributions to EC agencies in 2003 were USD 169 million, or more than 60% of total multilateral
aid of USD 276 million.

In general, the themes of EC aid harmonise well with the main sectors of Austria’s programme,
e.g. aid to water and sanitation, agriculture, energy, and democratic transition. However, the EC drive
to decentralise responsibility for its country programmes to the field poses challenges for a small
donor such as Austria that is not represented in many of the countries concerned. Ways need to be
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found to bring the benefits of the lessons learnt by smaller donors such as Austria to bear on relevant
EC country programming.

Austria is a member of al the mgjor international financial institutions (IFls), including the
World Bank (to which its contribution in 2003 was USD 42 million) and the International Monetary
Fund (IMF), the African, Asian and InterAmerican Development Banks (total 2003 contributions
USD 28 million), and the International Fund for Agricultural Development. It sees the World Bank
and IMF as important contributors to macroeconomic stability, and aims to strengthen the focus of
these institutions on the SEE region.

Austriais also a member of the magjor UN organisations (USD 21 million in total contributions
in 2003). It seeks to strengthen the position of the United Nations Development Programme (UNDP)
vis-a-visthe IFIs, and has increased its voluntary contribution to UNDP in 2004. It has also boosted its
contribution to the United Nations Industrial Development Organisation (UNIDO), which like the UN
Office on Drugs and Crime, is based in Vienna. As the host nation, Austria sees itself as having a
special responsibility in increasing the effectiveness of UNIDO, especially in the fields of renewable
energy and boosting agricultura output.

Future consider ations

 An increased aid budget for 2004 restored the core bilateral development programme to
approximately the levels applying before the cuts of 1999-2001. The current budgeting
exercise will involve major increases in 2005-06 with the perspective of the Barcelona
Summit target. However, amajor challenge remains to consolidate the Austrian development
programme at a considerably higher level than in the past, and to provide greater
predictability in Austrian aid flows.

*  One possihility for the Austrian authorities to consider would be to set a medium-term
expenditure framework for the MFA/ADA component of the aid programme. It would be
desirable from the point of view of predictability of aid programming to convert the purely
indicative figuresin the Three-Y ear Programme into afirmer planning framework.

» To ensure continuity and administrative efficiency of aid delivery, efforts should be made to
ensure that annua budget lines at country level are approved at the latest in autumn of the
preceding year.

»  Even in the core programme, recipients remain numerous. Austria should continue its efforts
to consolidate its range of recipients, including through collaboration with its EU partners,
and taking account of its sectora strengths and existing aid relationships including in SEE.
Further geographic concentration of the aid programme would help achieve greater
efficiency and effectiveness by creating a critical mass and allowing bigger sectorally-based
programmes.
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CHAPTER 3

MAIN SECTORS

Under the introduction of the Three-Year Programme 2004-2006, Austrian development
co-operation concentrated on the sectors in which it sees itself as having a comparative advantage:
water and sanitation; rural development; energy; investment and employment, small and medium-
sized enterprise (SME) development; education, training, science and research; and demaocratisation,
rule of law, human rights, conflict prevention and good governance. Austrian projects and
programmes in these sectors seek to contribute to the three overarching aims of Austrian development
co-operation. This chapter concentrates on the first two of these aims. combating poverty, and
ensuring peace and human security. Also, specia attention is given to the new focus of private sector
and development.

Poverty reduction and the MDGs
Policy commitment to combat poverty

Although poverty reduction has long been a priority aim of Austrian development co-operation,
since 2000 it has received new impetus. Two main policy documents highlight the increased
importance given to poverty reduction on a policy level. In the new Development Co-operation Act
(Section 1.3) and the Three-Year Programme 2004-2006 (p. 9), combating poverty in developing
countries is firmly rooted as one of the three main objectives of Austrian development co-operation.
This is to be achieved by promoting economic and socia development aimed at a process of
sustainable economic activity and economic growth combined with structural, institutional and social
change. On a policy level, many characteristics of Austrian development co-operation are consistent
with poverty reduction efforts as recommended in the DAC Guidelines on Poverty Reduction. Poverty
is understood as a multidimensional problem: Austria’ s three main objectives cover the issues of peace
and security and environment. The four principles stated in the Development Co-operation Act
(Section 1.4) highlight the importance of partnership and responsibility, socio-cultural surroundings,
gender equality, and support of especialy disadvantaged target groups (children and the disabled);
private sector and development has become a new focus especially of Austrian co-operation with
Eastern Europe.

Programming and mainstreaming poverty reduction

In contrast to the clear policy commitment to combat poverty, thereis still alack of programming
and implementation of this commitment although some efforts have been made. No overall strategy
for poverty reduction exists (such as the two White Papers on "Eliminating World Poverty" in the
United Kingdom or the Programme of Action 2015 "Towards Halving Poverty" in Germany). Austria
is encouraged to assess its experiences made so far in a joint exercise within the administration
(including the Co-ordination Offices) and then to follow the example of other donors in elaborating a
strategy for poverty reduction. With regard to country strategies, since January 2004 the country
strategy format has been revised (see Chapter 6), now strengthening the focus on poverty reduction.
Although Austria has only given limited input to the development of Poverty Reduction Strategy
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Papers (PRSPs) in its main partner countries, some efforts have been made to align its country
strategies and priority sectors to PRSPs, e.g. in Mozambique, Ethiopia, Uganda and Burkina Faso.
Also, sectoral strategies are being reviewed with the intention of systematically including poverty
mai nstreaming.

To strengthen the poverty focus of its aid programme, Austria has been working on
mainstreaming poverty reduction during the last few years. Two workshops were organised together
with the Co-ordination Offices in Nicaragua and Ethiopia, the outcome of which was a questionnaire
intended to improve communication between headquarters and the Co-ordination Offices. The
intention behind the questionnaire was to evaluate each programme’'s or project’s relationship to the
MDGs, the respective PRSP and identify the main target groups and the impact to be achieved.
However, half-way through the exercise ground to a halt. Similarly, several analyses on poverty
reduction in Austrian development co-operation were written but have neither been published nor put
into practice. It appears that, despite the deep commitment of a few staff members, there is not
sufficient political support for operationalising the commitment to poverty reduction. Furthermore, the
disruptions caused by the reform process of Austrian development co-operation have hindered the
poverty mainstreaming efforts. Before the workshops and questionnaire exercise can continue a
clarification of roles between the MFA and ADA appears to be necessary. The DAC Peer Review
team encourages Austria to continue with and to push forward this process of improved
communication and assessing the programmes’ and projects’ relevance for poverty reduction.

The lack of resources (staff and financing) poses difficulties for the implementation of the
poverty reduction commitment. Within the MFA/Section VII only one person works on poverty
reduction while at the same time covering other topics. In ADA, there is also one person working on
the issue of poverty reduction. Hence, there is no dedicated focal point for poverty reduction in the
Austrian development co-operation system equipped with sufficient resources and authority to be able
to effectively propel action, institutional change and learning. In order to develop staff capacity,
training programmes dealing with poverty reduction issues and techniques are needed. So far, there
have only been a few opportunities for exchange and discussion on poverty reduction, e.g. during the
yearly meetings of the heads of Co-ordination Officesin Vienna.

Austrian development co-operation endeavours to focus its efforts on those countries and
regions that are most disadvantaged (see also Box 3). A poverty focus is established at least with
respect to the priority countries in the South since six out of seven are LDCs. Looking at co-operation
countries in the South the picture is more mixed and many of the priority countries in Eastern Europe
are LMICs. The chalenge in Eastern Europe is to actually focus the Austrian co-operation efforts on
poverty reduction. Out of the MFA/ADA core budget for programme and project aid (2002:
EUR 62.3 million), LDCs accounted for 51%.% When it comes to total ODA (2002: USD 520 million),
Austria provides only 33% of ODA or 0.08% of GNI to LDCs (see Table B-6). In order to implement
the commitment reconfirmed at the Third UN Conference on the LDCs, to provide at least 0.15% of
GNI as ODA to LDCs, Austria needs to strengthen its poverty focus.

8 Ministry for Foreign Affairs (2003): Austrian Development Co-operation Report 2002, p. A5.
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Box 3. Poverty reduction and Austrian development co-operation in Nicaragua and BIH

Nicaragua: Nicaragua has a GNI per caprta of USD 710 (2002) and is characterized by a high degree of
inequality with regard to income and consumption.” In 2001, 46% of the population was living in poverty, most of
them in rural areas.'® The DAC Peer Review team welcomes the overall aim of Austria’s country strategy for
Nicaragua to combat poverty by supporting a socially, economically and ecologically sustainable development.
The programme is focused on three priority sectors (see Chapter 6) which are in line with the PRSP-I of
Nicaragua. They were chosen because of Austria’s experience and their relevance for poverty reduction.

With regard to geographical priorities, the Austrian Co-ordination Office in Nicaragua intends to concentrate
its activities on the poorer regions, e.g. the North and South Atlantic Autonomous Regions (RAAN and RAAS).
Even though some projects financed by Austria are located in these regions, there is a clear concentration of
Austrian projects in West Nicaragua and around the capital city of Managua where the incidence of poverty is the
lowest in the country. Hence, Austria is encouraged to revise its geographical priorities in order to actually set its
own objective of focusing on the most disadvantaged regions into practice.

In Nicaragua, progress in achieving the MDGs has been generally satisfactory, but there are concerns for
sustainable future performance relative to several goals. Given the current rate of progress, most goals and
targets are unlikely or very unlikely to be reached. Only MDG 1 “eradicate extreme poverty and hunger”, MDG 4
“reduce child mortality” and those parts of MDG 7 “ensure environmental sustainability” that concern access to
water and sanitation are likely to be achieved.! Accordrng to the Co-ordination Office in Nicaragua, Austria’s main
contribution to reaching the MDGs in Nicaragua can be found in social sector activities, such as the improvement
of health indicators in rural areas, the increase of gender equality or HIV/AIDS prevention. Moreover, Austrian
development co-operation strives for a wide ecological sustainability in all its project and programme areas. No
direct link to the MDG goals, targets and indicators is made in the Austrian country programme for Nicaragua.

BIH: In BIH, the scope and meaning of poverty reduction is different from the one in Austrian partner
countries in the South. The war (1992-1995) has set back the country in its economlc and social development by
many years. BIH is classified as a LMIC with a GNI per capita of USD 1 310 (2002) According to the PRSP of
BIH, approximately 20% of the population lives below the poverty line and an additional 30% remain vulnerable to
slipping into poverty."® Austrian co-operation with Eastern Europe addresses the issue of poverty reduction on a
macro-level in terms of supporting BIH in overcoming the vast damage of the war, economic development and
employment generation. Furthermore, the issue of peace and security is of utmost importance for poverty
reduction in SEE. As observed during the DAC mission to BIH, poverty reduction has not been the programme’s
leading goal as stated in the Three-Year Programme 2004-2006. This contradiction exists because the Three-
Year Programme 2004-2006 does not adequately take into consideration the specific nature of this country and
region and Austria’s specific relations with it (see Chapter 6 and Annex G). Since the department responsible for
the co-operation with Eastern Europe was only incorporated into the MFA in 2000, this region’s perspective has
not sufficiently been integrated in the discussions so far. A country strategy for BIH is currently being developed. It
is planned to take into account the PRSP of BIH and the MDGs.

Austria has supported the process of developing PRSPs in SEE through financing two regional conferences.
Austria provides financial assistance to the Bosnian government for the working group developing the PRSP.
However, when the Co-ordination Office was asked to take part in the PRSP exercise, no substantial participation
was possible due to a lack of capacities.

9 World Bank (2004): World Development Indicators, p. 15.

10 World Bank (2003): Nicaragua Poverty Assessment, Report No. 26128-NlI, p. 1.

11 World Bank (2003): Nicaragua Poverty Assessment, Report No. 26128-Nl, p. 15-17.

12 World Bank (2004): World Development Indicators, p. 14.

13 Mid-Term Development Strategy of Bosnia and Herzegovina (PRSP) 2004-2007, p. 1 (published in

March 2004). These figures rely on data collected in the Living Standard Measurement Survey. The
genera poverty line, i.e. the total annual spending below which a person is considered poor, is BAM
2 198 (convertible marks) or EUR 1 099.
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Working towards the MDGs

The Three-Y ear Programme 2004-2006 includes a general commitment to working towards the
MDGs."* However, Austrian action towards the achievements of these goals is not oriented by any
more precise policy statement or strategic framework. Interlocutors stated that most Austrian projects
contribute to the achievements of the MDGs in some way, and the development of resources for basic
social services, which are considered an important tool to reach the MDGs, shows increased
commitment: while the share of basic socia services accounted for only 2.6% of sector-allocable
ODA™ in 1995-96 (two-year average), the share rose to 14.7% in 2001-02. Y et, nowhere is Austria s
contribution to the MDGs actually defined, e.g. on which of the eight goals it concentrates and which
implementation strategies it pursues. Even with regard to the MDG 8 “develop a globa partnership for
development” on which the EU countries have agreed to monitor their contributions in preparation for
the high level plenary meeting of the UN General Assembly to review the Millennium Declaration in
2005, Austria has not presented a specific plan or implementation strategy. It will thus be difficult for
Austria to report on MDG commitments as EU donors had agreed upon. Austria is encouraged to
include the MDGs into al policy and strategy documents and to spell out precisely how it intends to
make a practical contribution to achieving the MDGs.

The MDG targets and indicators are not used to measure results and impact of Austrian
development co-operation. The only exception to this is the education sector for which the sector
strategy is currently being reviewed. All future activities in this sector will be linked to the MDG
goals, targets and indicators. This could serve as a useful model for other sectors and themes.
However, Austria's contribution to MDG 2, “achieve universal primary education”, is very limited
since Austria concentrates its efforts on higher education (e.g. in Nicaragua and BIH).'® Activities in
this field have a long tradition and are supported by a strong lobby (Austrian universities and other
scientific institutions). Austria argues that activities which fall under the education sector contribute to
the MDGs (mainly to MDG 4-6 on health and MDG 7 “ensure environmental sustainability™) through
capacity building. Some Austrian interlocutors would be glad if Austria became active in the field of
primary education through budget support/sector-wide approaches (SWApS). This is subject to a
general discussion on Austria s position on joint financing arrangements (see Chapter 6). It is not only
true with regard to the MDGs but also generaly for Austrian development co-operation, that
measurement of results and impact does not yet receive enough attention. Progress at this level is vital
to a clearer assessment of whether the activities supported by Austria are making a real impact in
terms of poverty reduction. Due to the high share of projects implemented by NGOs, this becomes a
difficult but even more important task.

Peace and security

The second of the three main objectives of Austrian development co-operation is ensuring peace
and human security, in particular by promoting democracy, rule of law, human rights and good

14 “... greater efforts are required if the MDGs set by the international community are to be achieved by
2015. ... Austriais making its contribution to the achievement of the MDGs through the restructuring
of its development co-operation programme and the increase in funding (Three-Year Programme
2004-20086, p. 6).

15 About 65-70% of DAC member’s bilateral ODA is sector alocable. Contributions not susceptible to
alocations by sector (e.g. structural adjustments, balance of payments support, actions relating to
debt, emergency assistance, interna transactions in the donor country) are excluded from the
denominator to better reflect the sectoral focus of donors' programmes.

16 The share of post-secondary education (out of total ODA contributed by Austria to the education
sector in 2003) accounted for 88%.
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governance. Austria claims to have a compar ative advantage in this field, building on Austria’s lack
of colonia past, neutra status, strong commitment to human rights and strengthening the rule of law,
traditional strength in peacekeeping and conflict settlement, and prominence in the dialogue between
cultures and civilisations.

On aproject basis, Austria has been involved in the field of peace and security for several years.
Concrete activities include supporting the security sector reform (Uganda, Namibia, partner countries
in SEE), strengthening the rule of law and civil society (Uganda, Rwanda, Burundi, Mozambique,
partner countries in SEE), developing human rights (Uganda, Rwanda, Burundi), supporting regional
integration (Southern African Development Community, East African Community), building-up of
good governance structures (Uganda, Namibia), etc. Priorities of Austria’'s work in this sector are the
development of human rights, the protection of children in armed conflicts, minorities and internally
displaced persons. During the Austrian chairmanship of the Human Security Network'’ (July 2002 -
May 2003), specific initiatives were devised, including a manual on human rights. For all activitiesin
the field of peace and security, the DAC Guidelines Helping Prevent Violent Conflict have served as a
substitute for their own sector policy so far.

Box 4. Humanitarian assistance

Responsibility for disaster assistance and emergency relief in the Austrian government rests with the
Ministry of the Interior (Section 1.4 “Bundesalarmzentrale”), given its mandate to respond to such events within
the country and abroad. This response usually takes the form of the provision of technical personnel and
equipment for short-term deployment at the time of the disaster. Concerning humanitarian assistance, the
MFA/Section VII.3 is responsible for policy and planning whereas ADA (humanitarian assistance desk)
administers the activities which are implemented by NGOs, international organisations, etc. The MFA also covers
European and international humanitarian aid initiatives, such as the Good Humanitarian Donorship Initiative.
There is no budget line in the MFA or the Ministry of the Interior to support Austrian participation with international
partners and other donors in interventions for long-term emergencies and (conflict-related) complex situations. In
each case the Council of Ministers must be asked to approve a specific allocation of funds. According to Austrian
authorities, current expenditures on humanitarian assistance average EUR 4 million annually.*®

While Austria did not attend the 2003 Stockholm meeting on Good Humanitarian Donorship, it is very
interested in the initiative, and accepts its responsibility to assist in the global humanitarian effort. It does have
some concerns, however, that the initiative may be raising expectations that could be difficult to meet, and that
attention might be given to new structures rather than results. Austria’s thinking is oriented toward identifying an
appropriate niche for itself in humanitarian assistance, particularly with respect to its main partner countries. In
this respect its experience in Kosovo and BIH has had significant impact, although it is recognised that this was a
unigue situation.

As Austria’s reflection on humanitarian assistance proceeds, several points could be taken into consideration.
There should be a specific budget line, within the budget of the MFA, for international humanitarian assistance; the
definition of a qualifying situation could be drawn from the Good Humanitarian Donorship conclusions. Austria could
identify a particular specialisation (geographic or thematic) within humanitarian assistance around which it could build its
responses. Finally, Austria should not overlook the importance of providing support for the international humanitarian
assistance co-ordination machinery, i.e. through support for UN Office for the Co-ordination of Humanitarian Affairs
(OCHA).

17 The Human Security Network is a group of like-minded countries from all regions of the world that, at
the level of foreign ministers, maintain dialogue on questions pertaining to human security. The
Network includes Austria, Canada, Chile, Greece, Ireland, Jordan, Mali, the Netherlands, Norway,
Switzerland, Slovenia, Thailand and South Africa as an observer.

18 Table B-5in Annex B shows that Austria spent USD 33 million for emergency assistance in 2002-03.
The largest share of these funds was spent for assistance to refugeesin Austria.
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At the end of last year, the need for a peace and security strategy was recognised. The MFA and
ADA are currently developing such a strategy working in consultation with the Ministry of Defence.
The development of the strategy is guided by the discussions in the DAC Network on Conflict, Peace
and Development Co-operation (CPDC), the EU-security policy and the DAC Guidelines Helping
Prevent Violent Conflict. It is based on a broad definition of human security encompassing political,
legal, economical, social, ecological, and military aspect of security. The focus of the strategy will lie
on conflict prevention and hence on an ex-ante approach whereas so far Austria has concentrated its
efforts on ex-post activities, i.e. on conflict management.

It is planned that each country programme will include a country specific conflict analysis and
that peace and security will be mainstreamed into all country programmes. In particular, peace
building (e.g. security system reform) will play a central role in the mainstreaming exercise. During
the field mission to BIH the DAC Peer Review team learned that, athough the country strategy is
being developed, amost all projects already include peace building aspects. As experienced by the
Co-ordination Office in Sargjevo, addressing peace building in an indirect way (e.g. supporting
co-operation between ethnic groups as part of a water project) has been proven to be most successful.
Necessary resources and skills have to be made available for the mainstreaming exercise.

Private sector and development

Private sector and development has become a main focus of Austrian development co-operation.
The new Development Co-operation Act (Section 1.3) includes the goal of strengthening economic
development in partner countriesin order to combat poverty. It states that the Austrian private sector is
intended to be further integrated into Austrian development co-operation (Section 2.3). In line with the
DAC Guidelines on Poverty Reduction, the Three-Year Programme 2004-2006 (p. 37) states that
“...private sector and development is the basic prerequisite for the sustainable reduction of poverty,
since investments create jobs, incomes and thus a stable basis for living”. Austrian development
co-operation has set itself two aims. Firstly, to improve the conditions for economic activity in partner
countries and thus to facilitate investments and start-ups. By compensating for structural, institutional
or legal deficits and improving educational standards, opportunities for economic development ought
to be increased. Secondly, to make it easier for Austrian companies to invest in partner countries, all
available financing and economic instruments such as investment guarantees, export loans and start-up
assistance should be better co-ordinated with development co-operation.

The Private Sector and Development Platform

In 2003, the Private Sector and Development Platform was set up. It is co-ordinated by the MFA,
the function of ADA isto provide substantive and administrative support to the Platform. Participants
in the Platform meetings, which take place severa times per year, include the Federal Chancellery,
four Austrian ministries (Finance; Economic Affairs and Labour; Agriculture, Forestry, Environment
and Water Management; Education, Science and Culture), Austrian Chamber of Commerce,
Oesterreichische Kontrollbank, Vienna Institute for International Economic Studies, and Austria
Wirtschaftsservice GmbH.

Through the Private Sector and Development Platform sustai nable partnerships between Austrian
companies and enterprises in transition and devel oping countries may be made possible. For the work
of the Platform, the following actions are considered important: i)to start a comprehensive
prioritisation process with all major actors in Austria and to establish an information network
(including personnel in partner countries, multilateral organisations, IFls, etc.); ii) to co-ordinate the
further development of the financing instruments, and iii)to increase consideration of and
involvement in programmes of the EC and the UN.
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Sector strategy and geographical focus

According to the Three-Y ear Programme 2004-2006 (p. 37), the main target region of private
sector and development is SEE. The Austrian private sector is clearly interested in this region and has
been actively involved there for some time. For BIH, Croatia, Serbia and Montenegro a sector strategy
for “investment and employment” (2004-2006) has been developed by a former expert of the Austrian
co-operation with Eastern Europe. The strategy was discussed and approved by the different members
of the Private Sector and Development Platform. It states that the promotion of sustainable, socialy
balanced economic development is the core focus of the Austrian co-operation in this region.
Important components are the promotion of SMES, support of innovative labour market policies and
the encouragement of investment from Austrian businesses. As stated in this strategy, from 2004 to
2006 it is planned to apply the following four project lines in BIH, Croatia and Serbia and
Montenegro: (i) public ingtitutions as promoters of the investment climate, (ii) communities as modern
partners for investors, (iii) SMEs as job creators, and (iv) modern labour market administration to
combat unemployment.

As the DAC Peer Review team found out in BIH, the implementation of this strategy is till at a
very early stage. The first initiative that is close to being signed is a multi-year contribution to land-
registry reformin BIH. According to the Co-ordination Office in Sarajevo, the delay in the programme
preparation and implementation is mainly due to limitations in resources and the short-term
disruptions caused by the restructuring of Austrian development co-operation. Meanwhile, projects
which fall under the three priority sectors of the Austrian programme in BIH have supported economic
development, e.g. through educational projects with a direct impact on the labour market as well as
providing financing opportunities for SMEs (see Box 5).

Box 5. Austria's contribution to the European Fund for Bosnia and Herzegovina - a concrete example of
donor co-ordination in the sector credit lines for SMEs

The European Fund for Bosnia and Herzegovina (EFBH) is a revolving fund which provides long-term re-
financing to local banks and micro-credit organisations and enables them to provide long-term loans to
creditworthy citizens and companies in BIH. It is managed by the German Kreditanstalt fir Wiederaufbau (Kfw)
on behalf of the European Commission and the governments of Austria, Germany, Switzerland and the
Netherlands. In 1998, the European Commission mandated KfW to implement a housing construction loan
programme, later co-financed by Germany and the Netherlands. Still in 1998, another loan programme for SMEs
was created on the initiative of the governments of Austria, Germany and Switzerland, later joined by the
European Commission. The two separate programmes were eventually brought together under the umbrella of
the EFBH, which in 2002 incorporated a third programme providing rural loans.

With EUR 58.8 million in revolving funds and EUR 5 million in non-revolving funds, the EFBH is the largest
refinancing structure for BIH financial institutions. Austria contributed EUR 2.55 million to the SME programme in
1998. From 1998 to 2003, the EFBH provided 4 000 loans for housing reconstruction, 2 700 loans for SMEs and
1 500 loans in the rural sector. In addition, the EFBH has contributed to strengthening the banking sector in BIH.
The foreign donors plan to run the fund until 2012 and then to leave it to the local partners.19 The
institutionalisation of the fund and the gradual transfer of ownership to local partners are currently under
discussion.

The EFBH is a concrete example of donor co-ordination. Several donors have contributed to three loan
programmes under a single umbrella structure, thus demonstrating their will to avoid duplication of efforts, reduce
transaction costs on both the donor and partner sides, and seek a cost-effective management system. Such an
approach is of particular interest to a small donor like Austria.

19 Kreditanstalt fur Wiederaufbau (KfW) Office BIH (2003).
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Other possible target regions of private sector and development include North Africa, the
Middle East, Southeast Asia and Latin America. The Three-Year Programme 2004-2006 states that
priority countries of Austrian development co-operation will also be involved. The countries will be
selected in co-ordination with the members of the Private Sector and Development Platform. So far, it
has been particularly difficult to encourage private sector involvement in the South, e.g. Nicaragua has
not been of interest for the Austrian private sector. The MFA and ADA are now reviewing the
instruments they have used in the past and intend to adopt a more proactive approach. Austrian export
credits, for instance, did not meet their aim since no single Austrian firm continued exporting after
these programmes were stopped. For developing countries no strategy for the field of private sector
and development (such as the one developed for SEE) exists. However, there is a sector strategy for
micro- small- and medium-enterprise (MSME) development which was already developed in 1996
(last up-date 2002). The stated overall goal is the sustainable improvement of the standard of living
and the opportunities of the poor through increased income. Five strategies are pursued: (i) to
strengthen the market position, (ii) to open access to financing, (iii) to broaden the information bas's,
(iv) to strengthen self-confidence, and (v) to improve framework conditions. From 1996 to 2000,
under the strategy of MSME development 125 projects worth EUR 37 million were implemented,
mainly in rura areasin Africaand Central America.

Responsibilities and activitiesin co-operation with the private sector

On the MFA’s website it is stated that enterprises looking for information on the economic
situation in a partner country as well as on opportunities for investment, tenders and subsidies can
contact the following actors: the trade offices of the Austrian Chamber of Commerce, the Austrian
Embassies, ADA country desks and the Co-ordination Offices in the field. The precise role of each of
these actors has not been clearly defined yet and most of them do not have sufficient staff to fulfil
additional tasks. For instance, trade representatives of the Austrian Chamber of Commerce have been
reduced, especially in Africa. So far, in the Co-ordination Offices no staff are specifically employed in
the private sector and development field (although in Nicaragua and Uganda a programme officer is
responsible for the priority sector MSME development). Only in Vienna, when ADA was set up were
two additional people (to one staff member in the MFA) employed to work on this topic. Regarding
financial resources, the annual budget for private sector and development is EUR 1 million. However,
only a few thousand euros have been spent so far which can mainly be attributed to the lack of interest
of the Austrian private sector to invest in devel oping countries.

In the last DAC Peer Review, two activities in co-operation with the private sector were
mentioned which have developed since then. The first activity is the Private Sector Partnership
Programme under which financial aid has been provided in form of a non-reimbursable grant for a
long-term partnership between an Austrian enterprise and a private company in a developing country.
Since the beginning of this programme in 1999, 25 project proposals were submitted of which 10 have
been approved. The tota amount of foreign investment was almost EUR 2 million, the non-
reimbursable grant (ODA) financed by the MFA accounted for about EUR 445 000. According to the
MFA, the programme has been successful in stimulating interest in investing in difficult markets while
cushioning the risks involved. Sustainability of the projectsis given through the firms' own interest in
longevity. The MFA admits that one deficit of the programme has been alack of monitoring the firms
during the course of the programme. The second programme mentioned in the last DAC Peer Review
is the co-operation of the Austrian Chamber of Commerce with the Centre for the Development of
Enterprise of the EU, aiming at establishing business partnerships between the Austrian private sector
and companies in African, Caribbean and Pacific (ACP) countries. This programme has not been
successful (e.g. due to the high bureaucracy) and is currently on hold. Still, it is planned to continue
with the programme under a new contract that has yet to be negotiated by ADA.
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As a new programme, Austrian development co-operation is currently considering setting up
Public Private Partner ship (PPP) schemesin its partner countries. In order to learn from experiences
of other donors, staff of ADA met with representatives of the Deutsche Gesellschaft fir Technische
Zusammenarbeit (GTZ).

The Three-Y ear Programme 2004-2006 (p. 39) states that every enterprise is responsible for any
results and consequences of its activities in a country, especialy as many developing countries cannot
set or enforce a reasonable level either in legidation or the application of standards. Austrian
development co-operation is therefore in favour of a new partnership with the industry, which
promotes mutual understanding for the particular economic conditions in partner countries. The MFA
itself is not active yet in supporting cor porate social responsibility (CSR). However, it intends to
support the “CSR Austria’ initiative, run by the Austrian Federation of Industries, the Austrian
Chamber of Commerce, and the Ministry for Economic Affairs and Labour, which developed a CSR
Guiding Vision for the Austrian private sector and organises different events. The aim of the MFA is
to raise awareness of development co-operation issues within thisinitiative.

Future considerations

e Austria has made an important commitment in policy statements to poverty reduction and the
MDGs. The stated commitment needs to be made operational and be reflected in the
allocation of resources. To mainstream poverty reduction into al projects and programmes,
strong political support and staff capacity is needed. Measuring the results of Austrian
activities and their impact in terms of poverty reduction and contribution to the MDGs
should receive close attention.

e Austria has begun important work on the development of a peace and security policy. The
DAC Peer Review team urges the timely completion of this policy and encourages Austriato
continue its efforts to mainstream peace building into all activities where appropriate. The
growing importance given to peace and security needs to be reflected in the resources (staff
and financing) allocated.

» The MFA is encouraged to contribute to a conducive environment for local private sector
activities and foreign investment by including private sector and development into its
development programme strategies. In order that private sector and development actually
becomes a focus of Austrian development co-operation, particularly in SEE, resources have
to be increased. It will be important to distinguish clearly between devel opment co-operation
and support to Austrian business (e.g. export promotion).

e The Private Sector and Development Platform constitutes a good opportunity for increased
dialogue and better co-ordination between the Austrian private sector and development
co-operation. Austria is encouraged to analyse why the private sector has been reluctant to
invest in developing countries, to draw consequences from it for development co-operation
with the South and to share its analysis and experience with other DAC members in the
relevant discussions of the POVNET. The precise role of the different actors (Austrian
Chamber of Commerce, Austrian embassies, ADA country desks and Co-ordination Offices)
needs to be defined.
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CHAPTER 4

POLICY COHERENCE FOR DEVELOPMENT

Enhancing policy coherence for development: OECD consensus and approaches to
implementation

The members of the OECD have repeatedly confirmed the need for policy coherence for
development both in the Council, which is the supreme decision-making body of the OECD, and in the
DAC. In the OECD communiqué “Action for a Shared Development Agenda”, adopted by the OECD
Council at Ministerial Level in 2002, OECD members acknowledged that successful poverty reduction
requires mutually supportive policies across a wide range of economic, social and environmental
issues. According to the DAC Guidelines on Poverty Reduction, reducing poverty requires not only
coherent policies for development co-operation but also coherence across OECD member government
policies to avoid having the policies and actions of other parts of their governments undercut members'
efforts to reduce poverty. In the last few years, the debate on policy coherence for development, which
had long focused mainly on manifest cases of incoherence, has increasingly dealt with institutional
approaches to promote coherence.”

Efforts to enhance policy coherence for development are complicated by the fact that some
policies, such as the foreign trade or agricultural policies, are the EU's responsibility, i.e. they cannot
be adjusted by an individua EU Member State even though it may be well aware of incoherence of
some kind. The call for greater coherence therefore means that the governments of the EU Member
States must bear in mind both their own policies and EU policies for which they share responsibility. It
should be recalled that the ministries of a member country when participating in EU negotiations in
their respective areas act not on their own behalf but on their governments' behalf, i.e. on the basis of a
consensus to be reached before at government level. This gives the departments in charge of
development policy a particular chance and responsibility: if necessary, they can and should bring
development concerns to bear in the definition of the governments' positions on all subjects debated at
EU level.

20 Important groundwork was done by the OECD Public Management Service (PUMA). See
OECD/PUMA: Building Policy Coherence - Tools and Tensions, Occasional Papers No. 12, Paris
1996. The DAC Guidelines on Poverty Reduction contain an illustrative checklist of measures to be
considered for enhancing policy coherence (see also Box 7 of the present report). Findings and lessons
from DAC Peer Reviews are now available on a larger scale and can be used for a comparative
perspective and mutual learning.
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Box 6. Policy coherence for development in the European Union

Within the EU, the principle of policy coherence is enshrined in Article 130V of the 1992 Treaty of
Maastricht. It obliges the Community to take account of its developing objectives in the policies that it implements,
which are likely to affect developing countries. Institutional mechanisms have subsequently been adapted for this
purpose, including the grouping under the code name RELEX of the various directorates involved in the EU’s
external policies.

Given the size of the EU economic area, the capacity to access European markets is fundamental for
developing countries. The “Everything but Arms” initiative adopted in 2001 removed all quantitative and tariff
barriers to the EU market for LDC exports (except for weapons; for bananas, rice and sugar full liberalisation will
take place gradually). However, LDCs as well as other developing countries may still face difficulties in
overcoming non-tariff barriers, including rules of origin and sanitary and phyto-sanitary measures applied to
agricultural trade for the protection of human, animal and plant health. These provisions become increasingly
important obstacles, as other barriers to trade disappear.

Internal EU policies, such as the Common Agricultural Policy (CAP), can also impact substantially on
developing countries. The CAP subsidises agricultural production within the EU. Export subsidies then allow
overproduction to be sold in other markets at less than production cost, which depresses world prices. Evidence
suggests that subsidised EU farm products can create unfair competition in some local markets, including in
developing countries where agriculture may provide livelihoods for most of the population. EU Member States and
the European Commission continue to negotiate reforms to the CAP so as to reduce its trade distorting aspects.

Austria's approach to policy coherencefor development

The legal, programmatic and institutional basis for enhancing policy coherence for
development has considerably improved in Austria in the last few years. The new Development Co-
operation Act provides an explicit legal basis for efforts to improve policy coherence for development.
It contains a coherence clause stating that ... the federal government, in the fields of policy it pursues
that may have effects on developing countries, shall take into account the objectives and principles of
development policy" (Section 1.5).* (For the main objectives and principles of Austrian development
co-operation see Chapters 1 and 3). While every minister is obliged to act accordingly, it is up to the
MFA to monitor and ensure compliance since the responsibility for enforcing the Act and hence the
coherence clause rests with the MFA (Section 28).

The objectives and principles that other policies shall take into account are elaborated somewhat
further in the Three-Year Programme 2004-2006. In addition, the programme recognises that "the
international financial and trade systems (...) must be guided to a greater extent by the development
needs of poor countries in particular” (p. 10) and calls for coherent action, e.g. in upcoming World
Trade Organisation (WTO) negotiations.? It should be noted that the Three-Y ear Programme is not
just an internal document of the MFA. According to the Development Co-operation Act (Section 23),
the MFA shal draw up the Three-Year Programme in consent with the Minister of Finance and

21 The wording is similar to the coherence clause included in the Treaty of Maastricht concerning the
policies of the EU.

22 "A satisfactory result in line with the needs of developing countries is to be sought particularly in the
areas of significance to them such as agriculture and textiles. In accordance with the coherence
principle of the Development Co-operation Act, the Federal Ministry of Foreign Affairs will include
development policy in Austrian preparations for the sixth WTO Ministerial Conference in Hong
Kong" (Three-Y ear Programme 2004-20086, p. 49).
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annualy submit it to the council of ministers and communicate it to the Austrian parliament for
information. Hence the programme can be used as a reference document that has been approved or at
least taken note of by the cabinet. On the other hand, there is no requirement as in some other OECD
member countries to report to parliament on policy coherence work.

Austrian development co-operation has been integrated as an important policy area into Austrids
Strategy for Sustainable Development approved by the federal government in 2002. In the chapter
on Austria's international responsibility, the document states that "Austria supports the common
objectives for a long-lasting sustainable economic, ecological and social development as adopted by
the OECD Development Assistance Committee and in the UN Millennium Declaration”.”® The
strategy defines four key objectives related to international development®* under which a number of
policies or measures are subsumed that are either currently implemented or planned and involve
various ministries. The strategy contains severa references to policy coherence for development, e.g.
when confirming Austria's commitment to an international trade policy that improves the integration
of developing countries into the world economy, or the commitment to elaborating a coherent national
strategy to help achieve the MDGs.?® Within the federal government, the responsibility for elaborating
and co-ordinating the strategy rests with the Ministry of Agriculture, Forestry, Environment and Water
Management.

The creation of ADA is meant, among other things, to further strengthen the MFA's leading role,
already mentioned in the Development Co-operation Act, in enhancing policy coherence for
development. In order to intensify current inter-ministerial co-ordination for the sake of greater
policy coherence, it is planned to use additional co-ordination fora. In the area of private sector and
development, the MFA/Section VII "will continue to manage the Private Sector and Devel opment
Platform and co-ordinate development policy instruments in accordance with the demand for
coherence in the Development Co-operation Act".® As part of the implementation of Austrias
Strategy for Sustainable Development, it is planned to use the Austrian Council for Sustainable
Development (ORNE) as an instrument and informal "clearing house" to improve the coherence of the
various Austrian policies by involving the responsible ministries as well as experts in an intensive
dialogue on the interdependence of the environment, peace and development, the role of development
co-operation and the meaning and putting into practice of global governance.?’

In practice, there is current inter-ministerial co-ordination on a large number of development-
related subjects ranging from debt reduction to the international environment agenda or peace-conflict
prevention issues. Co-ordination largely takes place below the level of the council of ministers by
means of informal contacts between Section VII and other sections of the MFA or other government
departments. The Private Sector and Development Platform set up early in 2003 has so far mainly

23 Austrian Strategy for Sustainable Development (2002), p. 82.

24 Key objective 16: "fighting poverty, creating a socia and economic balance"; key objective 17: "a
globally sustainable economy”; key objective 18: "our world as a living space”; key objective 19:
"international co-operation and financing".

25 Programme of Action 2004 of Austrias Strategy for Sustainable Development (Strategie zur
Nachhaltigen Entwicklung. Arbeitsprogramm 2004), p. 16. With a view to involving the members of
parliament in the discussion and elaboration of such a strategy, it is planned to initiate a parliamentary
hearing in the autumn of 2004.

26 See the Three-Year Programme 2004-2006, p. 36 and Chapter 3 of this Peer Review for further
information on the Private Sector and Development Platform.

27 Programme of Action 2004 (Strategie zur Nachhaltigen Entwicklung. Arbeitsprogramm 2004), p. 15.
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dealt with defining the common strategy to be pursued. In the EU context, the task of Section VI isto
monitor the decision-making process in the EU Council from a development policy perspective and to
bring developmental concerns to bear in the definition of Austrias position in EU negotiations.
Austria's EU presidency in 2006 provides a particular opportunity for raising coherence issues at the
EU level. Using this opportunity will require preparatory work by the MFA, which should involve
other government departments in the elaboration of common positions on coherence themes. NGOs
could equally contribute to raising awareness of the need to reform major EU policies for the sake of
coherence for devel opment.

On balance, it is fair to say that the ground has been prepared for effective policy coherence
wor k. Compared with other OECD member countries, Austria appears to stand midfield as far as its
approach to policy coherence is concerned. By the Development Co-operation Act of 2002,
particularly the MFA, which drafted the law, but also the federal government, which approved the
draft, and the parliament, which passed the Act, demonstrated a clear political commitment to poverty
reduction as the overarching goal of Austrian development co-operation and the need for policy
coherence.® The legal expression of this commitment is remarkable since many DAC member
countries (currently twelve) do not have a specific development co-operation act. On the other hand,
several DAC members have manifested high-level political commitment to poverty reduction and
policy coherence. Their heads of state, government or parliaments have been involved in intensive
debates on the development agenda, the role of development co-operation and the need for coherent
contributions by other policies.

The Development Co-operation Act and the Three-Year Programme provide a programmatic
point of reference that underpins the call for policy coherence. Some other DAC member countries
went further by preparing comprehensive strategic visions and policy frameworks (such as White
Papers, programmes of action, memoranda on coherence or government bills) which serve as
conceptua reference documents for an intensive dialogue both within and outside the government on
global development and poverty reduction. The process of elaborating the policy frameworks has
sometimes been almost as important as the final documents themselves since the drafting involved
detailed discussions with many actors such as officials of other government departments, members of
parliament, experts, business associations, trade unions and NGOs.

The need for policy coherence has been brought to the attention of the Austrian parliament by
including the coherence clause in the Development Co-operation Act. In some other DAC member
countries, the involvement of parliament is stronger, e.g. when governments are required to annually
report to parliament on the implementation of development co-operation acts or programmes.
Parliaments can of course also initiate hearings or debates on coherence issues in their
(sub-)committees for development co-operation, with other parliamentary committees and in plenary
sessions.

The MFA acknowledges its lead and co-ordinating role in coherence work stipulated in the
Development Co-operation Act, but admits that it lacks staff and analytical capacity to deal with
coherence issues in a systematic rather than an ad hoc way. Some DAC members have a special unit
within their systems responsible for analysing the impact of non-aid policies on developing countries
and bringing these insights to the attention of their governments.

Austrian NGOs play arole not only in the implementation of projects and programmes of officia
devel opment co-operation, but also in information and development education and in advocacy. NGOs

28 In the foreword to the Three-Y ear Programme 2004-2006, the Minister of Foreign Affairs stated that
she personally had insisted upon the three goals specified in the Development Co-operation Act.
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regularly give their point of view in the wake of major international conferences. Issues raised by
NGOs in the last few years include the 0.7% target, debt relief, support to the Global Fund to Fight
AIDS, Tuberculosis and Malaria and the agenda of the Johannesburg Summit. Y et representatives of
NGOs admit, and the MFA observes, that Austrian NGOs have not taken the policy coherence clause
included in the Development Co-operation Act as a point of reference and challenge. They need to
thoroughly analyse and discuss the impact of other policies on developing countries and poverty
reduction with a view to sensitising the government and the public. Comparative experience shows
that skilled analyses, public relations work and advocacy by NGOs (and the media) can be important
allies of development policy to improve policy coherence.

Box 7. Organisational and procedural measures to be considered for
enhancing policy coherence for development

1. High level political commitment

° A clear official statement on the poverty reduction goal and its priority.
° Public information programmes explaining the importance of international poverty reduction.

2. Analytical capacity

L Providing government agencies with analytical capacity to evaluate poverty reduction linkages in their
policy areas and to identify priority issues.

. Linking these capacities and priorities to the International Development Goals and the UN Millennium
Declaration Development Goals.
3. Co-ordination mechanisms across government

Establishing inter-ministerial/inter-agency processes, to screen policies and decisions vis-a-vis poverty
reduction goals, with a lead agency or "core" group capable of getting results. Such processes might
include:

. Information exchange procedures between policy communities.

° Reporting systems, so that coherence failures within government and in the field become known to
policy makers and are used to take corrective action.

L Training and awareness building throughout the government on poverty reduction and the adaptation
of various policies to contribute to it.

*  Appropriate, regular contacts with - and inputs from - private sector and civil society.

Source : OECD/DAC, Guidelines on Poverty Reduction, Paris, 2001, p. 106.

I ssuesrequiring attention from the coher ence per spective

According to both the MFA and NGOs, there is currently no intense debate in Austria on
"sensitive" coherence issues. Yet there are a number of subjects that not only reveal manifest
incoherence but require attention with a view to either avoiding possible incoherencies or developing a
more pro-active role by development co-operation. At the European Council meeting held in
Barcelona before the International Conference on Financing for Development in 2002, Austria
committed itself to attaining an ODA/GNI-ratio of 0.33 % by 2006. Keeping the Barcelona
commitment will require a coherent budget policy in the sense that the necessary provisions have to be
made (see Chapter 2).

Austria, like al other DAC members, has implemented the 2001 DAC Recommendation on
Untying ODA to the Least Developed Countries. However, the Austrian aid programme is not really
affected by the Recommendation. In particular, the optional coverage of technical co-operation and the
relatively high threshold for procurement-related projects mean that most Austrian aid activities,
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which in general are rather small, are exempted from its requirements. In fact, Austria is one of the
few DAC members that have never posted an ex-ante notification on the DAC Untied Aid Bulletin
Board. More generally, Austria s reported share of tied aid (31% of relevant bilateral aid in 2002) is
largely determined by the size of elements that are either tied (costs of refugees in Austria) or untied
(debt relief) by definition. These items are essentially outside aid policy control of the MFA. Within
the core MFA/ADA programme, efforts are being made to open tendering, especially to EU countries,
in respect of project assistance. However, the modest scale of the activities in question limits potential
efficiency gains from full untying through international competitive bidding. As the MFA/ADA
programme expands, opportunities for cost-effective international procurement of goods and services
should increase.

There are currently discussions between the Ministry of Education, Science and Culture and the
MFA on the tuition costs of students from developing countries, who were formerly exempted from
tuition fees. Following decentralisation in the higher education system, Austrian universities have been
granted more autonomy and manage their own budgets. Fees are now levied also on students from
developing countries who afterwards can apply for a refund. The Ministry of Education, Science and
Culture has passed the issue on to the MFA, arguing that the imputed tuition costs of students from
developing countries have always been reported as ODA to the DAC and that consequently the
refunds have to be financed from the MFA's budget. There might arise a coherence issue if the
decentralisation of universities and the introduction of tuition fees directly or indirectly entailed a
change in the policy vis-a-vis students from devel oping countries.

The CAP of the EU has long been a major area of concern for policy coherence.® Although the
EU has made progressin liberalising market access (e.g. through the “Everything but Arms Initiative”,
see Box 6) and reforming the CAP, there continue to be products where policy coherence for
development would require further reforms of the CAP.* The EU Commission recently made
proposals to reform the EU's sugar policy, which are meeting with strong criticism from sugar
producers in EU member countries, including Austria. Indeed the interests of Austrian pressure groups
(co-operatives of sugar beet growers and the sugar refining industry) are at stake. Mozambique is not
only a developing country which has been particularly affected by the EU's sugar policy, it is aso a
priority country of Austrian devel opment co-operation.

Trade in textiles and clothing is another case where Austrian business interests are at stake.
There are currently pressures both from devel oped and some devel oping countries (e.g. Bangladesh) to
postpone the expiry of the Multifibre Agreement scheduled for the end of 2004 until 2007 with a view
to curbing imports from strong competitors such as China at least for a few more years® Austria's
Clothing Business Assaciation appears to support thisidea.

29 See e.g. the Development Co-operation Review of the European Community undertaken by the DAC
in 2002, The DAC Journal, 2002, Vol. 3, No. 3, Chapter 4.
30 It should be noted that reforms of the CAP would affect developing countries in quite different ways,

depending on whether they have hitherto benefited from the CAP (e.g. ACP sugar producers under the
Sugar Protocol of the Cotonou Agreement) or been adversely affected (e.g. Brazil). Therefore there
will be winners and losers among devel oping countries as aresult of the EU's reform of the CAP.

31 Here again developing countries' interests are not uniform so that the call for coherence from the point
of view of development policy should involve a detailed analysis of the different interests at stake.
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Future considerations

The new Development Co-operation Act gives the MFA the legal basis and the responsibility
to monitor other policies with regard to their impact on developing countries and their
contribution to achieve the goals of development co-operation. For this function to be
performed, the MFA will need (i) a detailed strategy or policy framework (e.g. for the MDGs
and poverty reduction)®, (ii) the means to engage analytical capacity to study the impact and
possible contributions of other policies, and (iii) the staff to initiate and organise effective
coherence work (e.g. by establishing a small coherence unit composed of one or two
professionds).

The Three-Year Programme should include a chapter on policy coherence specifying the
areas where the MFA (and within the MFA: Section VII) wants to achieve progress in the
short and medium term (coherence agenda). Drafting such a chapter would involve
discussions with other government departments and thus be a start to coherence work.

The Federal Ministry of Agriculture, Forestry, Environment and Water Management could
be a specia partner for the MFA in coherence work because of its lead role in Austria's
Strategy for Sustainable Development and its responsibility for agriculture as a mgjor area
for coherence concerns. Such a partnership could take the form of a common understanding
of coherence issues and efforts to improve coherence.®

Coherence work requires public awareness building and Austrian NGOs could play a more
pro-active role in drawing attention to coherence issues by providing skilled analyses,
making use of analyses conducted by their counterparts in other DAC member countries and
by engaging in information campaigns.

32

33

46

As for the detailed strategy or policy framework, much conceptual work has been done at the DAC
level or by some DAC members which could serve as a reference. Likewise many analyses of
incoherencies have been conducted by the OECD (DAC, Development Centre), other DAC members,
international research institutes and NGOs.

For an example see the Memorandum on Coherence between Agriculture and Development Policy,
signed by the Minister of Agriculture, Nature Management and Fisheries and the Minister for
Development Co-operation in the Netherlands. The memorandum was approved at cabinet level and
sent to parliament in December 2002.
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CHAPTER 5

ORGANISATION, STAFF AND MANAGEMENT SYSTEMS

Rationalefor organisation and management change

With the restructuring of its aid architecture, based on the new Development Co-operation Act,
Austria is responding to the new chalenges of development co-operation. In particular, these
correspond to the MDGs for 2015, the Barcelona commitment for an increase in collective funding for
ODA and the global problems such as HIV/AIDS, climate change and worl dwide security aspects that
go beyond traditional bilateral aid. With its structural reforms, Austria has become one of those DAC
members with overall responsibility for aid policies in the MFA and at the same time a separate
executing agency, ADA, which itself delegates the implementation of projects mainly to a broad
spectrum of NGOs and private enterprises. The major changes in the Austrian aid architecture have
mainly been initiated since the beginning of 2004 and are still ongoing.

The government authoritiesin the aid architecture

The MFA is the focal point for development strategy and policy leadership within the Austrian
aid system. Its capacity to fulfil this role is expected to be strengthened by the foundation of ADA
which takes over the operational part of the bilateral aid system. However, the MFA administers only
22% of al Austrian ODA (about half of which conssts of the core MFA/ADA programme). As shown
earlier, seven other federal ministries are involved to varying degrees in development co-operation
spending or policy decisions (see Chapter 2, Figure 3 and Annex E).

Responsibilities and organisational changesin the MFA

In the MFA, Section VII “Development Co-operation” is the main player in the aid system with
regard to policy formulation and overall strategic guidance for Austria s development co-operation.
The MFA negotiates budgets, elaborates the Three-Y ear Programme, organises and approves country
programming as well as policy development and it represents Austrian development co-operation
officially. It isin charge of bilateral co-operation and parts of the multilatera activities (UN, EC).

Palicy formulation tasks

Within the MFA, the restructuring is intended to give more room to the formulation of policies
and strategies and more flexibility with respect to building capacities for operational issues within
ADA. According to its policy formulation objective, the MFA has recently published the Three-Y ear
Programme 2004—2006. While ADA is expected to implement these goals and principles, it will be a
major task for the MFA and its now limited staff (see Chapter 5) to achieve the high expectations as
policy leader and the focal point for all development co-operation. It remains to be seen whether the
MFA will have sufficient capacity to continuoudy develop and update policies and strategies, to
consult with other actors and to better align Austrian aid policies with those of the international aid
community.
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Consistency within the Austrian aid system

The MFA should ensure consistency between the various actors of Austrian development
co-operation. In the newly-strengthened function of the MFA several layers have to be considered (the
layers within the internal aid system are set out below as they are a precondition for the overall donor
co-ordination, harmonisation and alignment efforts):

e Firgt level within Section VII and ADA: in Section VII, several new departments have
been created; in particular, the department VII.3 which is now aso responsible for
humanitarian aid (see Box 4). With the creation of ADA, there is an additional interface and
player on the scene. The co-ordination with ADA has to be formalised through a set of
guidelines and instructions being discussed and implemented at the moment. This process
can be expected to last for some time yet.

* Second level within MFA: at this level the Section VII will have to establish close and
continuous collaboration especially in its relation to the Political Section (MFA/Section I1)
responsible for strategic elements of foreign policy. Section VII might also have to give
specia attention to the Executive Secretariat in the Office of the Secretary General, which is
to prepare, implement and evaluate the Austrian EU presidency in 2006.

e Third leve, the “whole of government”— approach: the number of federal ministries
involved shows that development co-operation is seen in a broader context and more actors
are interested in being involved. As the MFA reiterates, policies are developed in close
co-operation not only with several ministries, but aso with institutions like the Austrian
Chamber of Commerce and NGOs. Over the past few years, the MFA observes continuously
improved consultation mechanisms between the various stakeholders. Given the federa
system in Austria, state and local governments are free to develop and pass their own aid
policies and programmes. In order to improve internal consultation and co-ordination of aid
policies, Austria might consider developing some special agreements between the different
actors. For instance, a donor with similar federa structures has introduced the instrument of
“Rahmenvereinbarungen” between the federa level and the provinces. Such agreements
would also reinforce the mandate of the MFA (see aso Chapter 4). Also NGOs (in their role
as contractors) and private firms should be included into a consistent development
co-operation approach. Country strategies could be used as an orientation for all actors.

The Austrian Development Agency

The creation of ADA on 1 January 2004 holds considerable potential for improving
administration of all fields of Austrian development co-operation as well as establishing strategies and
elaborating programmes. ADA is a non-profit, limited liability company, owned by the Austrian
government, represented by the Austrian MFA.

It is run by a managing director under the supervision of a Supervisory Board with twelve
members of which six are appointed by the MFA (see Figure 3). ADA isresponsible for administering
and for contracting out all Austrian bilateral programmes and projects on behaf of the MFA. ADA is
not an implementing agency; this operational side is mainly left to Austrian NGOs and private firms.
In some cases this is aso handled by public authorities and NGOs in partner countries as well as
international organisations. ADA is responsible for preparing programmes and projects and for
concluding and implementing development co-operation agreements, whereas the MFA concentrates
on the formulation and steering of development policy positions and strategic frameworks. It remains
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to be seen where the borderline between technical programme and project work and more political
development co-operation will be drawn.

ADA has absorbed 17 of the 25 staff who left the MFA. Most of them are specialistsin financid,
accounting and public relations issues. For country, regional and sectoral issues staff were recruited
from outside, many of them from NGOs. At present 55 members of staff are budgeted for and this
figure may increase to as many as 70 within the next three years.

The setting up of ADA is seen as a response to mainly three chalenges (see Three-Year
Programme 2004-2006, p. 58):

e More resources. According to international agreements (Barcelona, 2002) Austria is
expecting a large increase of ODA. Already the 2004 budget increased funds for the core
Austrian bilateral development co-operation programme, including co-operation with
Eastern Europe, by EUR 30 million. Therefore, the need exists for an adequate structure for
effective and efficient management of increased volume and project aid.

e Co-operation with the EU: The new structure of Austrian development co-operation aims
at enhanced co-operation with the EU. In particular, Austria is expecting the chance for
tendering for national execution of EC-aid through ADA. It is planning to establish an office
in Brussels.

» Private sector and development: This new approach in Austrian development co-operation
envisages promoting and intensifying links and co-operation, through ADA, between the
government on the one hand and the Austrian private sector on the other.

On the operational side, ADA is aso expected to increase implementation capacity, to ensure
timely reaction on partner countries demands and better co-ordination in the field. ADA has taken
over around 650 agreements (500 development co-operation projects with the South and 150
co-operation projects with East European countries). It is still developing a company concept
(including balance sheets for administration) and a slim organisational structure. Furthermore, ADA is
working on a strategy for communication between the field and headquarters and intends to develop
standards for internal procedures. The introduction of a quality management scheme such as the
European Foundation for Quality Management (EFQM) could be useful. According to field office
staff in Nicaragua and BIH, it seems that the setting up of ADA has markedly speeded up
administrative procedures between the Co-ordination Offices and headquarters.

ADA receives strong support for itswork from itslocal structures, i.e. Co-ordination Offices are
presently established in 13 priority countries. The Co-ordination Offices mostly deal with
implementing and co-ordinating the Austrian bilateral programmes and projects in the partner
countries. As NGOs execute a great share of projects financed by Austrian development co-operation,
the co-ordination of these NGOs is a mgjor task of the Co-ordination Offices. They are headed by an
employee sent from headquarters and supported by mostly locally recruited staff whose number varies.
Before the reform process, the Co-ordination Offices were not part of the MFA (except for those in
Managua and Kampala) but run — and their staff employed — by a private consultancy (“Dr. Rudolf
Holzer Unternehmensberatung GmbH"). According to Section 13 and 14 of the Development
Co-operation Act, and Section 12 and 13 of the Agreement between the MFA and ADA from March
2004, the Co-ordination Offices also assume selected diplomatic functions. According to the Act and
the Agreement mentioned above, in case of any disagreement between the Co-ordination Offices and
the respective Austrian embassy, the final decision lies with the MFA (after consulting with ADA
headquarters).
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Field visits in Nicaragua and BIH have shown that, despite their great influence in preparing
programmes and projects in partner countries, Co-ordination Offices have only limited power of
decision making. In many cases their capacities are till too low to participate significantly in
co-ordination with other donors and in co-ordinated donor-partner processes. Co-ordination Offices
are not in a position to decisively influence the Austrian medium-term programme. Staffing and
capacity formation is decided in Vienna. Austria might consider making best use of the new structures
by further delegating authority from the MFA to ADA (including its Co-ordination Offices).

The creation of ADA is aso meant to further strengthen the MFA's leading role, in enhancing
policy coherence for development. Section VII of the MFA "will play a more pro-active role with
respect to the formulation and management of positions on development policy and the pertinent
strategic framework conditions. The sharing of work with ADA will enable the MFA to handle the
overall co-ordination of the governmental activities launched in the field of development co-operation
more efficiently and coherently both within Austria and internationally. The aim is to cover and deal
with all areas of policy and administration which are directly or indirectly concerned with developing
countries' (see Chapter 4).

Box 8. Outstanding issues

ADA is still in its infancy and some questions and challenges are already arising:

L Due to the decision-making power of the MFA an eventual conflict of interest between foreign policy
and development co-operation could lean in favour of the former. A mechanism to solve this possible
coherence issue could be developed (see also Chapter 4).

L A large part of Austrian ODA is not covered by the MFA, i.e. implemented by ADA. Nevertheless, ADA
and its Co-ordination Offices hold considerable potential for co-ordinating all aspects concerning the
implementation of Austrian development co-operation (except for debt relief, tuition costs in Austria and
refugee costs). In addition, ADA and the Co-ordination Offices should be informed about all other
activities of Austria within the respective partner country. Therefore, a strategy on how to benefit from
ADA and its Co-ordination Offices in the field should be developed. This strategy could also deal with
the question whether the centralised structure (with the final decision making power for every single
programme and project at headquarters) is an appropriate answer to new realities given the way
development co-operation is organised within countries, especially the continuous policy dialogue of
country-led poverty strategies and the sector approaches. It would seem that ADA is not taking full
advantage of its potential to tackle these new realities.

. Another question arises with regard to the different kind of co-operation with the countries in Eastern
Europe. Austria could consider whether the need for different approaches in these countries is
adequately taken into consideration since ADA staff are mostly experienced with co-operation with
developing countries.

o ADA and its Co-ordination Offices are expected, among other tasks, to participate in tendering for
EC-projects. However, this may be difficult to achieve due to the limited number of staff both at
headquarters and Co-ordination Offices. Establishing an office in Brussels would possibly not be the
only solution. According to ADA, its eligibility within the EC tendering system is still to be clarified.

e As far as co-operation between the private sector and development is concerned
(one of the reasons for setting up ADA), Austria is encouraged to continue to develop incentives and
partnership agreements on the basis that the main aim of ODA-supported private sector co-operation is
to promote economic development and a better climate for investment in the developing countries. It
should not simply promote Austrian private companies.

34 "The Austrian Development Agency", Room Document No. 1 distributed at the request of Austria to
the participants of the DAC High Level Meeting of 15-16 April 2004, DCD/DAC/A(2004)5/RD1.
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The gpecial role of NGOsin Austrian development policy and practice

NGOs have always played a major role in Austrian development co-operation. Some 50% of the
bilateral aid of the MFA isimplemented through NGOs. Austrian NGOs mostly work at the local level
in the partner countries, seeking direct access to the population, both in developing countries and in
Austria. The MFA appreciates NGOs as an important multiplier for devel opment co-operation efforts,
for their special ability for raising awareness amongst the Austrian public of the needs in developing
countries. NGOs can often communicate better than politicians how urgently help is required. In
Austria, NGOs play a specia role since they are contractors and development partners of the Austrian
government (on a co-financing basis), and at the same time they play an advocacy role. This could
lead to a conflict of interest.

The umbrella organization AGEZ (Working Association for Development Co-operation)
embraces 29 Austrian NGOs. Founded in 1988 AGEZ defines itself as an independent forum vis-a-vis
the government and wants to strengthen the position of NGOs within the devel opment policy dialogue.
It isfinanced by its members only.

NGOs are both supportive and critical of the reform of the Austrian aid system. Amongst the
most critical points are:

»  The new Development Co-operation Act does not contain much qualitative improvement in
comparison to the old Act from 1974. On the contrary, NGOs complain that the new Act
weakens their position instead of giving them an assured legal status within the new
legislation.

e Thedivision of labour between the MFA and ADA should be clarified and the advantage of
ADA made apparent. During the reform process, the legal structure of budgeting of the
Austrian bilateral development co-operation remained unchanged; this still lies with the
Ministry of Finance. The situation has been aggravated by the fact that a lump sum is put at
the disposal of ADA without further structuring it, which lacks transparency and the
possibility of control.

»  The new concept of private sector and development as well as the concept of co-operation
with Eastern Europe seems unclear according to NGOs. Some fear that these new focuses
could detract funds from traditional countries and issues of development co-operation in
favour of subsidies to the Austrian economic community and to Eastern Europe.

* Asfor ad modalities, NGOs emphasise the continuous need for smaller and well adapted
projects.

The Austrian comparative advantage may be seen in the local foundation of the support to civil
society in partner countries, mainly through NGOs. In Nicaragua and BIH, Austrian support has a
high degree of acceptance, mainly due to the Austrian ability to analyse local cultural and socia
circumstances and to support projects embedded in local structures (see Chapter 6). NGOs can aso be
useful for supporting dialogues between civil society, local and national authorities and promoting
democratic decision-making processes. They can be critical observers of macro political issues such as
policy coherence, which could be increased in Austria (see Chapter 4). But the reforms at higher
policy (macro) level in many partner countries are not the typica working level of NGOs,
concentrated at the level of smaller locally oriented projects. The NGO work can be seen as a
component for enhancing reform processes and should also be oriented towards national poverty
strategies. Austria’'s support to macro policies might, however, make different aid instruments
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necessary, including capacity development of partner governments. In this context, Austria might
consider developing a qualified concept for capacity devel opment.

At present, dialogue between the MFA and civil society on policy issues takes place in the
Advisory Board on Development Policy, through interaction with AGEZ, through yearly conferences
with all NGOs and civil society groups and through other channels, e.g. ADA-financed discussion fora
organised by NGOs. Some of the major NGOs, however, do not yet believe in the serious support of
the Austrian aid system for the MDGs and poverty reduction as stated in the Three-Y ear Programme
2004-2006. The MFA, together with ADA should try to increase credibility in the new aid system and
the implementation of the policies through dialogue and debate with civil society on strategy and

policy.
Theroleof other actors
Therole of parliamentariansin the Sub-Committee on Development Co-operation

The role of the Parliamentary Sub-Committee on Development Co-operation is rather limited.
Decisions are made by the Committee for Foreign Affairs, and the Sub-Committee on Development
Co-operation submits proposals to the Committee. The Sub-Committee meets two to three times a
year, for one and a haf hours only. Some members (Green party and the SPOE) claim that the
parliament’s discussions on development co-operation are insufficient. As they see it, a more
substantive vision on development co-operation is needed. They also claim that most of the ODA
funds do not flow to the priority countries. In view of the aid system reform and new substantial
challenges ahead, the Parliamentary Sub-Committee might play a more pro-active role in devel opment
policy issues, with particular attention given to development results.

The Advisory Board on Development Policy

The MFA has an Advisory Board on Development Policy, which until 2000 was a large body
composed of about 60 representatives of different ministries, political parties, trade unions, business
associations, NGOs and experts in development policy. In was then decided to confine the Board's
membership to expertsin the fields of development policy or development co-operation to increase the
Board's work efficiency and because political parties are already represented on the Parliamentary
Sub-Committee on Development Co-operation. The new Advisory Board congtituted in November
2000 is composed of nine national and international experts. According to the Development
Co-operation Act of 2002 (Section 21), the members are nominated by the Federal Minister for
Foreign Affairs, who chairs the Board and nominates a senior official of the MFA to act as an
executive deputy heading and co-ordinating the activities of the Board. According to some members
of the Board, its advisory function to the MFA has been rather limited to date for three reasons:. (i)
being chaired and co-ordinated by the MFA, the Board, despite being composed of very
knowledgeable persons, can only react instead of taking initiatives on its own (e.g. by raising issues it
considers relevant and preparing a critical analysis or memorandum); (ii) Board members feel seldom
consulted and insufficiently informed by the MFA (e.g. about the plan to set up ADA); (iii) because of
these circumstances, the Board appears to see itself more as a group of individuals being sporadically
consulted and less as a body convinced of playing an influentia advisory role. In some other DAC
member countries, the advisory boards to the aid administration enjoy greater independence.

Management of staffing and human resour ces

The Austrian federal government’s policy to reform the civil serviceis being inter alia pursued
in such away that al ministries have to cut personnel by a certain figure. In the case of development
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co-operation the staff cutsin the MFA are being made at atime when the ODA isto rise dramatically.
It seems that development co-operation has to make sacrifices even more than other policy areas. Due
to the reform process, the number of staff in the MFA/Section V11 was reduced from 56 (end of 2003)
to 31 (June 2004). It thereby lost not only staff but also some of its ‘ingtitutional memory’ in
development co-operation.

A systematic personnel policy is crucia for the MFA to fulfil its tasks adequately and
effectively. At the moment, however, the prospects of a balanced and strategic personnel structure
seem to be unclear. Policies for staff training and career development are not yet established. Staff
awareness in environmental and gender issues is seen as “satisfactory” by the Austrian officids,
whereas it remains rudimentary in other areas like conflict prevention and peace, or children and
handicapped. Expertise for new aid modalities (budget support and SWAps) barely exists.

As for the composition of staff, Section VIl has a smaller number of diplomats as compared to
all other MFA sections. The working culture between diplomats and other non-diplomatic civil
servants needs to be carefully balanced in the course of the establishment of the new structure for
development co-operation. In ADA the required skills will also have to be adapted to the needs in the
partner countries, especially with regard to the partner countries in Eastern Europe (see Box 8).

Evaluation and measuring results

Prior to the creation of ADA, the overal responsihility for evaluation rested with a separate
evaluation and control division, which was one of six divisions in the Section VII of the MFA and
reported directly to the head of this section. The evaluation and control division was in charge of the
general evaluation policy, the evaluation guidelines, quality control and co-ordination with other
donors. In addition, it drew up an annual evaluation programme referring particularly to projects,
cross-cutting activities and programmes considered to be of strategic interest (Type | evaluations, see
Box 9). To implement the programme, the MFA had its own evaluation budget.

Now the responsibility for evaluations is shared by the MFA and ADA and its previous
organisational independence from decisions on policies, programmes and projects, set as a standard by
the DAC Guidelines on Evaluation, has been given up. MFA's former evaluation and control division
has become an evaluation unit (staffed with one professional whose duties are not confined to
evaluation only) within the new Division for Evaluation, Development Co-operation Policy and
Strategy of Section VII. ADA has its own evaluation unit (consisting of one staff member and a
consultant working on a part-time basis), which is part of the Programme and Project Department
(P & P) and reportsto the P& P director.

The roles of the MFA and ADA in evauation have not yet been defined in a formalised way.
The understanding is that the MFA is in charge of the general evaluation policy and quality control
and, together with ADA, decides on the annual programme of Type | evaluations. ADA isresponsible
for implementing this programme, whose budget was transferred to it from the MFA, for contracting
and supervising Type |l project evaluations unless this is done by the Co-ordination Offices, and for
feeding evaluation results back into the aid administration.

Within ADA the evaluation unit which is concerned with the implementation of the Type |
evaluation programme, has to agree to the terms of reference, the selection of evaluators and the
budget of Type Il evaluations and provides assistance to the country and sector desks, whereas the
latter are responsible for initiating, contracting and supervising project evaluations in their area of
competence. Projects are generally monitored by the desks or Co-ordination Offices in charge on the
basis of haf-yearly project reports submitted by the implementing agencies. They are aso
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occasionally visited by staff of the Co-ordination Offices. However, in the case of BIH, most projects
are monitored by externally contracted consultants. The Co-ordination Office in Sargjevo only assists
in the process if required. The DAC Peer Review team recommends that monitoring lies within the
responsibility of the Co-ordination Office and resources are made available accordingly.

Evaluation in Austrian development co-operation is governed by Guidelines introduced in 2001
and supplemented by a Manual on the Practice of Evaluation. The Guiddines are largely in line with
the standards approved by the DAC. It is planned to update the Guidelines and the Manual to bring
them into line with the new organisational setting of the aid administration. Evaluation is regarded as
an integral part of the programme/project cycle. According to the Guidelines, the principle is "no
project or programme without evaluation", leaving the form the evaluations take (external or internal
evaluations, self-evaluations) up to the nature of the project or programme. With a view to coming
closer to the principle, the Manual requires the project documentation to either outline the envisaged
evaluation or to explain why no evaluation is planned.

Box 9. Types of evaluation in Austrian development co-operation

Type I: external evaluations (focus on strategic projects/programmes or projects carried out by
partner countries or multilateral organisations)

Type | evaluations either focus on projects, cross-cutting activities and programmes seen as having
strategic importance for Austrian development co-operation or relate to projects carried out on a direct/bilateral
basis with a partner country ("national execution") or make a contribution to multilateral projects or programmes.

The annual programme of these evaluations is agreed on by the evaluation units of MFA and ADA,
implemented by ADA and funded from ADA's (formerly MFA's) evaluation budget. The 2004 budget amounts to
EUR 500 000 compared to roughly EUR 300 000 in 1999.

From 1999 to 2003, sixteen type | evaluations were conducted. Recent ones concerned the country
programme Mozambique, the water sector programme, the Austrian mine action programme and the International
Law Institute in Uganda.

Type II: external evaluations (focus on projects carried out by others)

Type Il evaluations relate to bilateral projects carried out by implementing agencies or contractors. They are
initiated, contracted and supervised by the country or sector desks of ADA or the Co-ordination Offices in
consultation with the implementing agency or contractor and ADA's evaluation unit, which has to agree to the
terms of reference, the selection of the evaluation team and the budget of the evaluation. Evaluations of this type
are funded from the project budgets.

Internal evaluations

These evaluations of projects financed or co-financed by the Austrian government are initiated, contracted
and carried out by the implementing agencies/contractors themselves. In the event that they are to be funded
from the project budget, a manual requires the procedure to be agreed with the units in ADA responsible for the
agency concerned and the country or sector desk in charge and to comply with the principles and methods laid
down in the guidelines and the manual.

Unlike Type | evaluations, there is no complete list of Type Il evaluations available in the
evaluation units of the MFA and ADA, indicating the precise number, sector affiliation or thematic
area of the evaluations carried out or planned in a given year. According to the MFA, about 25 to 30
Type Il evaluations per year are brought to the attention of the evaluation units due to the requirement
to have the terms of reference and selection of the evaluation team agreed on, but the MFA admits that
there may be more Type Il evaluations. In addition, there appears to be no overview of the interna
evaluations carried out by the implementing organisation in relation to projects or programmes funded
or co-funded by the government.
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As part of the Type Il evaluations and many internal evaluations seem to be carried out without
the involvement or even the knowledge of the evaluations unitsin ADA and the MFA, it is hard to say
to what extent the quality standards set in the guidelines and the manual are kept by the country/sector
desks or Co-ordination Offices concerned or by the implementing agencies.

As arule, evaluations are assigned to independent external evaluators including experts from
the partner countries as far as possible. As a very high share of the MFA's bilateral development
co-operation budget (in 2001/2002 amost 80%) is implemented by Austrian NGOs and enterprises, it
sometimes turned out to be difficult, especially in the case of more complex programme evaluations,
to find experts not involved in the planning or implementation of the project or programme to be
evaluated. In order to overcome this bottleneck, evaluations have been increasingly tendered on a
European scale.

The results of evaluations are shared and discussed both in the partner countries concerned with
the Co-ordination Offices and the partners involved and at headquarters level with the country or
sector desks in charge. Sometimes results are discussed in special workshops or during the annual
meetings of the heads of Co-ordination Offices. The ADA and MFA evaluation units are normally
involved in the discussion and approval of Type | evaluation reports since they agree on the
corresponding programme whereas the ADA evaluation unit appears to be not in a position to take part
in the discussion and approval of al Type |l evaluation reports on aregular basisfor lack of staff.

Box 10. Main recommendations for the Austrian evaluation system

* The MFA and ADA should ensure the organisational independence of their evaluation units from the
divisions concerned with policies, programmes and projects, e.g. by having them report directly to the
head of the MFA's Section VIl and to ADA's managing director respectively.

. To the extent that project evaluations are initiated, contracted and supervised by country or sector
desks or Co-ordination Offices, the principle of separating the evaluation function from the line
management should be ensured by involving the ADA evaluation unit in the approval not only of the
terms of reference, the selection of evaluators and the budget, but also of the evaluation reports. The
reason for this is that as a rule, evaluations should also focus on the way the desks or offices in charge
of managing a project or programme perform their planning and monitoring functions.

o In order to improve the collective learning and the systematic feedback from evaluations to policy-
making, it would be helpful to distil relevant lessons learnt out of individual evaluations by compiling
annual reports or commissioning more cross-section or topic-oriented analyses and by discussing the
results at different levels. This would refer to both external and internal evaluations.

*  ADA's evaluation unit will need more staff to be able to properly perform its functions related to the
Type | evaluation programme, to the quality control of Type Il evaluations, to managing the feedback
from individual evaluations to higher-level discussions and policy-making and to monitoring the
implementation of recommendations made by evaluation reports and approved by MFA/ADA.

o In order to assess the quality of internal evaluations carried out by implementing agencies and
contractors, it would be helpful for the MFA and ADA to commission an independent evaluation of the
evaluation systems, standards and practices of the NGOs and enterprises concerned.

The results and recommendations of evaluations seem to be fed into decision making on a case by
case basis athough the implementation of recommendations accepted is not monitored by the
evaluation units. However, it is unclear to what extent there is a systematic feedback from the
evaluation process to policy making. While some cross-sectional evaluations of projects in specific

56 PEER REVIEW OF AUSTRIA - © OECD 2004




sectors (e.g. micro-credit projects in different countries) were carried out as part of the Type |
evaluation programme, there are no annua or periodic reports providing a synthesis of the main
findings and lessons learnt of Type | evaluations, let alone of Type Il evaluations. In addition, the
results of internal evaluations conducted by the implementing agencies are not systematically shared
with the official aid administration.

As for the dissemination of evaluation reports, the summary or the full text of some Type |
evaluation reports can be found on the homepage of the MFA. Thereports of Type | and Il evaluations
are supposed to be forwarded to, and made available to external readers, by the Austrian Foundation
for Development Research (OFSE) which serves, among other things, as a reference library for official
and private Austrian development co-operation.

To make full use of evaluations as an essential instrument for learning from experience and
improving future aid policy, programmes and projects, the MFA and ADA should consider severa
recommendations listed in Box 10.

Donor co-ordination, harmonisation and alignment

At international level, Austria participates in the DAC Working Party on Aid Effectiveness and
in the EC activities on harmonisation and alignment (H&A). The newly-established directorate for
policy and evaluation in the MFA participates in the DAC Working Party on Aid Effectiveness (WP-
EFF) and in some subgroups to share the new learning process. Members of the MFA and ADA
participate in the ad-hoc Working Party on Harmonisation at EC level. Austria sees the need for better
linkage and communication between DAC and EC harmonisation fora.

At headquarters level, aid effectiveness and harmonisation items are addressed by an internal
work group. Feedback on the Rome Declaration and ongoing discussions at DAC and EC level took
place for the field offices and will need to be continued. To improve the communication system on
H&A, Austria has set up two foca points on H&A, one in the MFA and one in ADA. Both take care
of the harmonisation agenda, promote a structured discussion process and integrate the field offices
mainly via e-mail and phone contacts. In ADA severa staff members are involved in the issue of
H&A.

Austria has started to draft an action plan on H& A for the Austrian aid system which is due to
be finalised during the second half of 2004. The draft action plan has three intermediate goals:

» Toraise awareness of the agendain the national (Austrian) system.
»  To strengthen links with different actors (DAC/EC/UN).

e To enhance further co-ordination in the field and contribute to the implementation activities
by providing support through the Co-ordination Offices.

A coherent common action plan will be developed, including NGOs and devel opmental activities
of other ministries. As for specific actions on H& A the forthcoming discussion will include topics
such as the selection of instruments (SWAps, budget support, etc.), the number of priority countries
and priority sectors, or the question of procurement practices. However, there are some critical views
on the present debate on H& A in headquarters. Austrian officials fedl that the H& A should not be an
end in itself. The question of transaction costs is seen more of an assumption, as Austrian officials put
it. The discussion should not concentrate on modalities, especially budget support, when the
instrument is not applicable in many less-advanced partner countries. Austria sees a specia value in
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joint evaluations. It is member of a new approach, an informal network on evaluation (members were
initially Germany, Austria, Switzerland; recently attended aso by the Netherlands and Belgium).

At the field level, the Co-ordination Offices are tasked to work closdly with other donors.
Information between headquarters and field level on H& A isinitsinitial stage. The Rome Declaration
has been distributed to the country offices. Co-ordinators in the selected pilot countries for H& A were
asked to fill in the DAC questionnaire and to consider how they could contribute to the different
activities under H&A. Austria notes some first results of an improved dialogue on H& A in particular
with the Co-ordination Offices in Albania, Burkina Faso, Ethiopia, Mozambique, Nicaragua, Senegal
and Uganda, which have indicated that concrete results should be expected.

In Nicaragua the Austrian Co-operation Office has been informed about the Rome Declaration
through the Nicaraguan Ministry of Foreign Affairs as well as Austrian headquarters. However, the
number of papers, messages on H& A, and questionnaires coming form headquarters or even from the
DAC are seen to be overwhelming. The government of Nicaragua shows a high degree of owner ship
in H&A. Nicaragua is one of the 14 partner countries attached to the DAC Task Team on H&A. The
country participated in Rome and will prepare for the Second High Level Forum (Paris, March 2005)
for which severa mechanisms have been set up. Austria participates in the general “mesa’ (round
table) and in some of the sector “mesas’ but does not take the lead in any of them. Results of sector
“mesas’ vary, e.g. socia sector “mesas’ meet regularly and show good results, whereas other sector
“mesas’ are confronted with difficulties such as too many participants, bad organisation, unclear
objectives, etc. The budget support group, in which Austria participates as an observer, is presently
developing a Joint Financial Agreement. With respect to Alignment, the government of Nicaraguais
working on the National Development Plan - a second, more country-owned and economic growth
oriented PRSP, and a “matrix” to increase transparency and accountability. As for al donors Austria
would have to further align its project support to these national frameworks and to sectoral strategies.
Furthermore, given that Austria's main experience stems from project approaches, the Co-ordination
Office should give higher priority to bottom up approaches by bringing experiences from the “ground”
or loca level work to that at policy level, especially in the meetings to define sector strategies and
donor co-ordination. Austria could also promote issues such as the development of joint remuneration
system for local staff and take an active role in the debate on harmonised reporting systems at partner
country level, while the Austrian reporting system is presently being revised by headquarters in
Vienna. It also includes the possibility of joint donor missions and the increased predictability of
funding.

In BIH, which is not a member of the Task Team on H& A, the issues of H& A have not been a
major topic in the Austrian system. Since the end of the war in 1995, when donors came in rapidly
with different sorts of humanitarian assistance and post conflict activities, some efforts in H& A have
been made. More systematic co-ordination efforts are, however, limited by the difficult political and
ingtitutional situation in the country. Owner ship by the government is low due to a great number of
central, digtrict and local authorities as well as ongoing problems between the three groups of
Bosnians, Serbs and Croats. Therefore main efforts on harmonisation would have to be undertaken by
the donor community. A PRSP has been drafted and could serve as the framework for Austrian aid to
BIH. The Co-ordination Office in Sargjevo sees a major need for increased donor co-ordination in the
country. Due to limited staffing it concentrates its efforts on policy dialogue groups in those sectors in
which it is involved (higher education, hosted by the Council of Europe, and water, hosted by the
Delegation of the EC). In both cases, results have been limited. Again the lack of effective
administrative and political structures in BIH make the process of policy dialogue very difficult. One
example of joint work is Austria s contribution to the European Fund for BIH (see Box 5). Overall, the
Peer Review team could observe a noticeable difference with regard to H& A between one of the 14
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partner countries associated with the DAC Task Team on H&A and other countries which are much
less advanced in H& A.

Austria will have to reinforce its efforts in H& A in particular by finaising its plan of action on
H&A, taking into account the main experience of other donors and implementing the efforts in the
partner countries. This implies an increased communication on H&A between headquarters and the
Co-ordination Offices as well aswith NGOs.

Future considerations

»  Following the restructuring, the MFA has an opportunity to play a more pro-active role with
respect to the formulation and management of positions on development policy and the
pertinent strategic framework conditions. For this to be achieved the MFA needs strong
strategic policy formulation and co-ordinating capacity.

 ADA is still a an early stage and the full impact of its creation is not clear yet. It holds
considerable potential for improved administration of Austrian development co-operation,
although it is ill unclear whether all opportunities of ADA are fully taken advantage of in
particular with regard to its Co-ordination Offices.

»  Personnel policies (including for the Co-ordination Offices and loca staff) need to be
updated to meet the requirements of a growing and increasingly professional bilateral aid
programme. Specialist skills are needed given the priorities accorded to the objectives such
as poverty reduction, ensuring peace and human security. Special skills may also be required
in the area of co-operation with SEE countries. The MFA and ADA are encouraged to adopt
a systematic approach to staff development including recruitment and training, and extend
this to the Co-ordination Offices, including the systematic involvement of loca
professionals.

e Austrian NGOs have a very important role in the aid system, especidly in the
implementation of projects on behaf of the government. Austria could benefit from
reflecting on the role of NGOs as contractors versus devel opment partners (on a co-financing
basis) versus advocacy partners, to address possible conflicts of interest issues that may exist
under current arrangements. This should be reflected in the current deliberations of the
MFA/ADA on policy towards NGOs.

e The Peer Review strongly emphasises the need (i) to ensure the organisational independence
of the MFA’s and ADA’s evauation units from the divisions concerned with policies,
programmes and projects, (ii) to conduct more meta-evaluations on the basis of the large
number of project evaluations to digtil lessons learnt, (iii) to properly monitor the
implementation of evaluation recommendations, and (iv) to establish a multi-annual work
programme for strategic evaluations. For these tasks to be achieved, extra staff is needed.

e Austria’s re-organisation will lay the foundations for increased H&A. The MFA and ADA
are encouraged to reinforce initial approaches in H&A by (i) emphasising the need for H& A
between the MFA, ADA and the Co-ordination Offices, (ii) reasserting the role of focal
points for H&A throughout the system, (iii) developing an action plan on H&A, and (iv)
increasing practical steps to harmonise and align al Austrian support (including NGOs) to
partner country national strategies and systems.
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CHAPTER 6

COUNTRY OPERATIONS

Country strategies and programming

Country strategies have to be considered in the context of several layers of policy strategies and
programmes of Austrian development co-operation: (i) the new Development Co-operation Act and
the Three-Year Programme 2004-2006, (ii) country strategies, (iii) overall sector strategies, and
(iv) sector strategies on a country level. Since 1993, the first country strategies were drafted in parallel
with the selection of priority countries and the setting up of Co-ordination Offices. Since the last DAC
Peer Review of Austria in 1999, the four country strategies then existing have been up-dated
(Ethiopia, Mozambique, Uganda, Cape Verde) and two new ones added (Nicaragua, Burkina Faso).
Hence, country strategies have been developed for all priority countries in the South (except for
Bhutan). Programming discussion for the priority countries in SEE have just started at the beginning
of 2004. Concerning sector strategies, in addition to the three overall sector strategies (water, mobility
and transport, MSME development) that were already published in 1999, three new overall sector
strategies (education and training, tourism, rural development) and several sector strategies on a
country level have been developed since then.

All country and sector strategies are based on the main objectives and principles of the Austrian
development policy as stated in the Development Co-operation Act (Section 1.3 and 1.4). Guidelines
for country strategy and programming do not exist, but an approximate country programme format
has been developed. According to this format, a country programme is a management instrument for
the planning and implementation of Austrian bilateral aid run by the MFA/ADA in a priority country.
It defines the framework for co-operation with respect to the time scale, geographical and sectoral
priorities, mid-term operationalisation, and financial and organisational arrangements. The programme
cycle usually covers three years. Country strategies are drafted in German and then usually trandated
into English or the officia language of the partner country. In Nicaragua, however, the Austrian
strategy has not been shared with Nicaraguan authorities, other donors and the civil society because it
isonly available in German. The DAC Peer Review mission welcomes the intention of tranglating the
document and sharing it with al actors involved. Originally, country strategies were classified as
internal documents. However, recently they have become available on the website of the MFA which
is to be commended.

Officidly, the responsibility for country strategies and programming lies with the MFA/Section
VI1.5. Practically, developing a country strategy is a shared exercise between the MFA, ADA
headquarters, the Co-ordination Offices as well as external consultants. The MFA |eads the process
although it depends on ADA headquarters and the Co-ordination Offices (“centres of knowledge”) for
information on the partner countries and on sectors. As it was pointed out by several interlocutors, the
new division of labour between the MFA, ADA headquarters and the Co-ordination Offices still needs
clarification.

PRSPs or other locally owned strategies are considered important documents to base Austria's
strategies on. However, explicit aignment of Austrian support has only taken place in very few
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countries (see Chapter 3). Austrian country programmes do not necessarily come out of a process of
policy dialogue. Only some country strategies are discussed with the respective partner country and
form the contextual basis for bilatera agreements, e.g. they may be used as a reference for the
drawing-up of co-operation agreements with the partner country, e.g. Bhutan, Burkina Faso, Cape
Verde. In other cases, bilateral co-operation is not based on systematically organised dialogue. For
instance, in Nicar agua athough civil society organisations were involved in the process of developing
the country strategy, the Nicaraguan government was not included, as Austrian development
co-operation did not work directly with the government under the Alemén presidency (1996-2001).
Now, under the government of Bolafios (president since 2001) and given the increasing ownership,
Austria is encouraged to intensify the policy dialogue for increased alignment of the co-operation.
Austria s country strategy for BIH is in the process of being developed. It is intended to take full
account of the host country strategies such as the PRSP as well as activities of other donors, especialy
the EC through the Stabilisation and Association Process, but also activities co-ordinated through the
Stability Pact for South East Europe. As a first step of the country programming exercise, the
Co-ordination Office organised a brainstorming workshop only two weeks after the DAC mission
visited Sargjevo.

Since January 2004, the country strategy format has been revised with the intention of
formalising and consolidating country strategies. It is foreseen that they include a chapter specifically
looking at poverty reduction and policy coherence for development. In the course of this exercise,
Austria should use the opportunity to improve the country strategies with regard to the following
points. Firstly, the DAC Peer Review team encourages Austria to expand the coverage of the country
strategies, including not only MFA/ADA activities but also ODA eligible activities which fall under
the responsibility of other Austrian ministries. Thus, they could be used as an instrument to ensure
consistency within Austrian development co-operation. Secondly, increased importance should be
given to policy dialogue with the partner governments for further alignment of Austrian support. Close
co-operation with other donorsis encouraged, e.g. within the PRSP frameworks and EU co-ordination.
Austriais currently thinking about possibilities of aligning its strategies to the EC country and sector
strategies. This seems to be an attractive way of avoiding another extra country strategy. Ways of how
to put this idea into practice are being eaborated, for which the Ad Hoc Working Party on
Harmonisation of the EC offers a good opportunity. Thirdly, the question should be addressed
whether the country strategy format, which was originaly developed for the South, is also adequate
for the East. And finally, the objectives of country and sector strategies should be specified in such a
way that progress towards the intended outcome can be monitored (operationalised goals and targets).

Country implementation

In Nicaragua, the main aim of the aid programme run by the MFA/ADA is to contribute to the
reduction of poverty by supporting a socially, economically and ecologically sustainable development.
Projects are focused on three priority sectors, (i) rura development, (ii) MSME development and
(iii) the social sector (including education and health) which are in line with the PRSP-I. Environment,
gender, decentralisation and capacity building are taken into account as cross-cutting issues. For the
implementation of this programme, Austria provides EUR 3.3 million (2003),* thus being one of the
smaller donors of the 45 donors involved in this country. Although Austria s programme concentrates
on three sectors and a manageable number of projects (about 21 in 2004), the number of contracts is
still high (around 80) and should be reconsidered in terms of their administrative burden.

35 Total ODA given by Austria to Nicaragua amounts to EUR 6.3 million (2003). In addition to the
MFA/ADA programme, this figure includes NGO co-financing, debt relief and ODA spent by other
official agencies, e.g. Austrian provinces.
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In BIH, Austria is one of 42 multilateral and bilateral donors. It can base its co-operation
programme on a broad overal reationship with BIH and several comparative advantages,
e.g. geographical and cultural proximity, strong involvement of the Austrian private sector (especialy
in the banking sector), huge BIH diaspora in Austria (see Annex G). The Austrian co-operation aims
to support BIH in overcoming the vast damage caused by the war (1992-1995) by assisting the country
to re-establish sustainable institutions and facilities that are crucia to make the country economically
and politically self-sustainable. From 1998 onwards, capacity building and institution building have
increasingly complemented and replaced mere reconstruction projects. Priority sectors of the bilateral
programme (8 projects in 2004) are (i) education (with a particular focus on higher education),
(i) environment, water and waste water, and (iii) credit lines for SMEs. Under the regiona
programme for SEE (6 projects), supporting refugee return, human rights and democracy as well as
public administration is an additional priority sector. Austria is encouraged to continue its efforts in
mainstreaming conflict prevention into all activities (see Chapter 3).

From 1992 to 2001, overall Austrian support to BIH amounted to EUR 509.4 million.*® Total
disbursements of the Austrian co-operation programme in BIH of the MFA accounted for only about
11% of this sum. Over the last few years, annual disbursements of the MFA have strongly decreased,
leaving only EUR 1.8 million for the implementation of the core programme in 2004.3 Anincreasein
funds for BIH is foreseen for the following years. It is planned to particularly expand activities within
the field of economic development and employment. In the case of a budget increase, the DAC Peer
Review team supports the intention to scale up existing projects and programmes in order to develop
long-term sustainable partnerships, to economise on transaction costs and to achieve greater efficiency
by creating a critical mass.

Therole of the Co-ordination Officesin thefield

The Co-ordination Offices are responsible for managing the activities of the development
co-operation programme of the MFA in the respective country or region (see Chapter 5). As the
Co-ordination Office in Managua is a regiona office, it prepares, co-ordinates and monitors all
projects which are financed from the Central American budget lines (Guatemala, El Salvador, Costa
Rica) of the MFA. The Austrian Co-ordination Office in Sar ajevo covers BIH, Croatia and regiona
projects in SEE. As aready mentioned in Chapter 5, the level of decentralisation of decision—making
authority from headquarters to the Co-ordination Offices is rather low. Generaly, the activities
financed by other Austrian ministries apart from the MFA do not fall under the responsibility of the
Co-ordination Offices. In Sargjevo, the DAC Peer Review team was pleased to see that, on his own
initiative, the head of office has tried to increase the exchange of information between the different
activities financed by Austria. In addition to recommending a common country strategy (see above),
the DAC Peer Review team encourages Austria to consider using the offices in the field for closer
co-ordination of activities of the different Austrian ministries.

Co-ordination Offices are part of ADA and at the same time are considered as departments of the
Austrian embassy in the respective country or region. As the Austrian embassy is not located in
Nicaragua but in Guatemala, the head of the Co-ordination Office in Managua takes up political and
diplomatic tasks (e.g. participation in EU co-ordination meetings). In Sarajevo, the relation between

36 This figure includes contributions of the Austrian federal government, the country governments, other
state institutions and NGOs.
37 Austrian total ODA net disbursements are USD 15.2 million (2003). In addition to the MFA/ADA

programme this figure includes mainly ODA spent by the Ministry for Education, Science and Culture
for student costs.
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the Co-ordination Office and the Austrian embassy is characterised by a close co-operation and
intensive information exchange. The Co-ordination Office assists the embassy in maintaining relations
with BIH and conducting policy didogue. The head of the office also occasionally represents the
ambassador in general matters as the Austrian embassy in Sargjevo does not have a deputy head of
mission.

Field resources

Altogether, there are 13 Austrian Co-ordination Officesin the field of which three of them have
another outpost. Within these offices, 79 staff are employed, consisting of 19 expatriate staff, 25
technical staff (localy recruited) and 35 local administrative staff. In Vienna, the work of the
Co-ordination Offices is supported by ADA desk officers, e.g. one being responsible for Central
America and one for BIH, Croatia, and Serbia and Montenegro. Also other ADA staff such as sector
specialists take-up a supporting role (with a focus on developing countries and little background on
Eastern Europe as cited by the Co-ordination Office in Sargjevo). In the MFA/Section VII.5, one
person is responsible for Latin America and Asia, one for all of Africa and one staff member covers
the whol e co-operation programme with Eastern Europe (19 countries).

With 13 staff members, the Co-ordination Office in Managua is one of the biggest officesin the
field. Except for the head of office and a part-time consultant working on the cross-cutting issues
environment and gender, al office staff (three sector programme officers, one project accountant, six
administrative staff and a part time gardener) have been locally recruited which is commended by the
DAC Peer Review team. The team of the Co-ordination Office in Managua finds staffing adequate in
number and skill composition for the amount and type of work they have been doing.

In contrast to Managua, in the Co-ordination Office in Sarajevo there are only a head of office
and one assistant. Thus, there is clearly alack of staff particularly given the need for further planning
due to an increase in ODA foreseen for the next years and the need for increased H& A with other
donors. The office is supported by five Austrian sectoral/monitoring consultants who are hired on a
part-time contract basis, covering all of SEE. Given this situation, the employment of additional
permanent staff (particularly local staff) such as sector specialists is recommended. The DAC Peer
Review team has been highly impressed by the deep commitment of the staff to the development of
BIH and the region of SEE. Looking at the number of staff in relation to the country programme and
the high number of authoritiesin BIH, the team functions very efficiently.

According to the Co-ordination Offices in Managua and Saragjevo, there has been no systematic
knowledge management until now. The office staff expressed their strong interest in training,
participation in meetings and international conferences, and exchange of information between
projects, the Co-operation Offices and headquarters — all of which is considered of utmost importance
by the DAC Peer Review team. Also included in the knowledge management should be a formal
handing over of the office which did not take place in Managua when the current head of office took
over in April 2004. Prior, the office did not have a head of office for 7 to 8 months.

Co-operation partners

Austrian NGOs are well represented in Nicar agua. This goes back to theinitial phase of Austrian
development co-operation, which took place in a spirit of solidarity with the Sandinist movement
during the 1980s. In addition to the projects implemented by Austrian NGOs but financed by the
MFA/ADA, Austrian NGOs provided a total of EUR 1.8 million of private funds (2002). The DAC
mission to Nicaragua (and also to BIH) has shown that the high share of NGOs as implementing
agencies is appreciated by all stakeholders. In line with the principles of ownership and partnership,
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and the alignment of Austria’'s programme to the PRSR-I, Austria intends to increase the share of
projects which are administrated and implemented by Nicaraguan partners (government and civil
society). In 2003, the share of projects administered by Austrian organisations (NGOs and firms) was
70%. Apart from Austrian NGOs, Nicaraguan and international civil society organisations, local
government institutions and international organisations are co-operation partners of Austrian
development co-operation in Nicaragua. Severa interlocutors whom the DAC Peer Review team met
in Nicaragua stated that they see a comparative advantage of Austriain its direct co-operation with the
civil society and local governments as well as its efforts in local capacity building and the promotion
of local ownership (see Box 11).

In BIH, implementing partners of the Co-ordination Office are Austrian and Bosnian NGOs,
international organisations as well as Austrian, Bosnian and international private enterprises based in
BIH. Furthermore, the Co-ordination Office works together with the Bosnian government and other
public ingtitutions (e.g. universities), consultants, international development banks, commercial banks,
and Bosnian SMEs. Also in BIH, efforts have recently been made to increase local involvement. On
the one hand, thisis not an easy task since corruption is still rampant and many authorities put short-
term political objectives over mid- and long-term development objectives. On the other, there have
recently been first signs of increasing ownership by the government (e.g. the PRSP was published in
March 2004). Most co-operation partners whom the DAC team meet in Sargjevo perceived the work
of the Austrians as pro-active, efficient, flexible, build on loca investment and partnership, and
avoiding overlap with other donors as much as possible.

Box 11. Promotion of participation and dialogue through Austrian development co-operation -
for example: the health sector in Nicaragua

The government of Nicaragua is putting in place a new strategic framework in the health sector including a
new health law and a sector programme which is planned to be finalised in October 2004. A health “mesa” (round
table) for dialogue and co-ordination with donors has been established.

The social sector, including health, is one of the three focal sectors of Austrian development co-operation in
Nicaragua. Support to the health sector is predominantly channeled through NGOs. All Nicaraguan partners
consulted during the DAC Peer Review mission were pleased with the achievements of Austrian development
co-operation in this sector. Projects are producing tangible results which are useful and relevant to the
beneficiaries (e.g. Austrian support to the Institute of Traditional Medicine and the local university URACCAN,
Universidad de las Regiones Autonomas de la Costa Caribe de Nicaragua, in the autonomous region RAAN). In
RAAN, Austrian development co-operation has played an important role in facilitating co-operation between the
regional government, the university and the civil society in health sector. The most impressive result of this
co-operation is the demand-driven autonomous regional health model and its inclusion in the national health law.
During the process of developing this model, Austria contributed to the ability of the regional stakeholders to
negotiate with the central government. The Vice Minister of Health suggested that other regions in Nicaragua
could learn from the positive experiences made in RAAN.

The implementation of health sector projects is a good example of how Austria applies participatory
approaches and promotes dialogue — one of the main principles of Austrian development co-operation. Several
Nicaraguan partners reported to the DAC Peer Review team that their views are genuinely listened to and taken
into consideration in discussions and common decision-making processes. Through its increasing involvement in
national level processes new opportunities arise: Austria is encouraged to link its valuable information and
experiences made in projects to other levels of co-operation for the benefit of sectoral and national strategies.
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Implementation modalities

Austrian development co-operation uses pr oj ects as implementation modality almost exclusively.
Most of them have a relatively small size and are implemented by NGOs or firms. The share of
Austrian programme-based co-operation is still small. Exact figures on aid flows through programmes
are not available. Austria does participate in the financing of some SWAps, such as the basic
education programme in Cape Verde, the agricultural programme PROAGRI in Mozambique and the
legal sector programme in Uganda, and it is planned to increase support to SWAps in the future.
Austria does not yet provide direct budget support to any partner country. Its position in relation to this
implementation modality is ambiguous. The Three-Y ear Programme 2004-2006 (p. 60) highlights the
importance of complementary capacity building as a condition to programme aid.

Programme-based co-operation and participation in joint financing arrangements (such as
pooled funding, budget support) do provide important opportunities for a donor like Austria including
(i) focusing aid on poverty reduction through a clear link to nationa PRSPs as well as provision of
basic services, (ii) strengthening dialogue and consultation with partner governments,
(iii) harmonising procedures and reducing transaction costs, (iv) and increased impact through
combining resources with other donors. All modalities, including project support, should be well
aligned to the PRSP and other nationa strategies. However, since Austrian aid is strongly
characterised by a prominent role of NGOs and active involvement at local levels, shifting from
project-mode to programme aid implies remarkable changes for Austria. It will be necessary to
carefully study the pros and cons related to possible shifts based on an analysis of Austria's
comparative advantages. One of the important implications to be considered is the impact on the skills
and competence of staff both at the headquarters and in the field. The decision to move towards
programme aid as well as defining the conditions for this is clearly an issue of development policy.
The MFA should therefore take the lead in the dialogue and adopt a clear position on Austrian
participation in programme aid. Close co-operation and consultation with ADA and itsfield offices as
well as stakeholders outside the aid administration isimportant in this process.

Pr oj ect management
Logical framework and project cycle management

To guide and support project preparation, basic tools are available. There is a standard format for
the contents of a project document from 1999. This format follows the logical framework approach
and the EC project document standard (1993). The Three-Y ear Programme 2004-2006 refers to the EC
standard as a method to ensure results-orientation and transparency in programming. Austria has also
developed checklists for assessing gender issues and environmental sustainability of projects during
preparation. According to ADA staff, the quality of project documents varies, and particularly the
development of appropriate indicators for projects requires further strengthening. Staff training
(including local staff in partner countries) in the logica framework methodology and systematic
application of the existing standards in al project preparation is still a challenge. For example, ADA
staff in the Co-ordination Office in Sargjevo were not aware of the existence of a project preparation
format.

Austria does not systematically use the project cycle approach to organise management of the
different phases during the life cycle of projects. Adoption of such a model would facilitate a more
systematic approach to project management as well as introduce some important quality assurance
methods currently not used in the Austrian project management system. Reference is particularly made
to systematic and independent appraisal of project proposals (ex-ante evaluation). A "second opinion”
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on the projects before fina decisions on financing are made would be particularly important in the
Austrian situation in which a single NGO may have the responsibility for both project formulation and
implementation.

Other changes in project management will also be necessary as programmes expand. First, as
discussed in Chapter 5, Austria needs to improve feedback from evaluations to policy-making, and this
should influence the choice of sectors of intervention. Second, as project size expands especialy in
economic sectors such as water supply, agricultural development and energy, there will need to be
more focus on rates of return and benefit/cost ratios. Third, the project selection system will need to
deepen its analyses of likely long-term sustainability in economic, social and environmental terms.

Procurement and tendering

According to the Three-Year Programme 2004-2006 (p. 61), the Advisory Board for
Development Policy has made repeated recommendations that more attention should be paid to
competitive tendering. The same document includes a commitment to improvement in this area.
However, in SEE particularly the criteria for making a decision between direct procurement from
NGOs and competitive tendering do not seem to be very clear except for projects with an emphasis on
investment (e.g. in the water sector).

A guiding principle of the Co-ordination Offices in Managua and Sargjevo in the selection of
implementing agencies has been to use local expertise as often as possible. The DAC Peer Review
team finds this commendable. In practice, the principle often leads to "hand-picking" a NGO that
operates localy without a need to compete for the assignment. It is important to ensure a balance
between prioritising locally competent actors and efficient, objective and transparent procurement
practices, also when NGOs are selected. Closer involvement of representatives of the partner
ingtitutions in the procurement processes might also be considered to further increase ownership and
transparency.

Future considerations

e Austria s efforts to develop country strategies for its priority countries in the South aswell as
in SEE are welcomed. Increased importance should be given to the policy dialogue with the
partner governments. Austria is encouraged to take an active role in the development and
implementation of PRSPs and other national frameworks. The objectives of country and
sector strategies should be specified in such a way that progress towards the intended
outcome can be monitored.

» Austria should expand the coverage of the country strategies to include not only MFA/ADA
activities but aso ODA relevant activities which fall under the responsibility of other
Austrian ministries. Thus, country strategies could be used as an instrument to ensure
consistency within Austrian development co-operation. Austria should also consider using
the offices in the field for closer co-ordination of activities of the different Austrian
ministries.

* In line with the principles of ownership and partnership and the aignment of country
programmes to locally owned strategies, Austria could increase the share of projects which
are administered and implemented directly by local partners.

* The MFA should take the lead in forming a clear position on participation in programme aid
and its conditions, including an analysis of the pros and cons to engage increasingly in
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programmes. Considering implications for staffing and skills is an important part of the
process.

e Logica Framework Approach (including formats for project preparation) and Project Cycle
Management (including independent appraisal of project proposals) should be used
systematicaly in al projects. Appraisas of projects in economic infrastructure and
production should include assessments of rates of return and/or expected benefit/cost ratios.

e The criteria for selecting between direct financing and competitive tendering needs to be
clarified. The principles of efficiency, objectivity and transparency should guide all
procurement. Closer involvement of partner institutions in the procurement process (e.g. in
tender evaluation committees) is recommended.
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ANNEX A

THE 1999 DAC PEER REVIEW AND AUSTRIA’'SACHIEVEMENTS

Key issues Concerns expressed in 1999 Progress achieved by 2004
Overall aid Austria should have an overall aid | The new legal framework, the Development Co-
strategy strategy that links all its operation Act (2002 and amended in 2003), states 3

components to a clear set of
development objectives (p. 11).

objectives and 4 principles (Section 1.3, 1.4). All
development co-operation measures which are counted
as ODA have to respect these objectives/principles as
well as to the Three-Year Programme 2004-2006
(Section 22).

Co-ordination
mechanisms
and leadership

Mechanisms should be set up to
co-ordinate ODA activities of all
agencies concerned, share more
information and mainstream DAC
principles (p. 11).

The reform process has strengthened the MFAs role as
the focal point for development strategy and policy
leadership within the Austrian aid system. It is also
responsible for co-ordinating all development
co-operation measures taken by the different ministries
and government authorities (Section 6, 8, 22, Three-
Year Programme 2004-2006, p. 59). First efforts have
been made to share more information and to
mainstream DAC principles.

ODA volume

Austria should increase ODA to

Austria’s ODA fell from USD 520 million or 0.26% of GNI

and budget reach a level that would (2002) to USD 505 million or 0.20% of GNI (2003).
appropriately reflect its economic Austria intends to increase ODA/GNI to 0.33% by 2006.
performance and capacity. The The amount still required to achieve this aim is EUR 226
share of MFA/Section VII budget million (Three-Year Programme 2004-2006, p. 55, 70).
should be increased (p. 11). The share of the MFA/Section VIl in the total ODA
budget decreased from 20% (1999) to 11% (2002).
Statistical Reporting on concessional export | Reporting on these issues has been brought in line with
reporting credits, imputed student costs and | DAC reporting requirements and practices. In particular,

assistance to refugees in Austria
should be brought in line with DAC
reporting requirements and
practices (p. 9, 11).

interest subsidies are now being reported as ODA
grants, student costs reporting is limited to
developmentally relevant courses, and refugees costs
are estimated in respect of the first 12 months’ stay only.

Concentration

Austria should concentrate its
efforts more both country and
sector wise, especially around
poverty reduction (p. 12, 25).

Neither the number of partner countries nor the number
of sectors of ODA has decreased. No further
concentration on poverty reduction has taken place.

Poverty
reduction

The priority objective of poverty
reduction is not reflected in the
geographical and sectoral
distribution of total ODA. There is a
need to mainstream poverty focus
at all programme levels (p. 10, 14).

The Development Co-operation Act (Section 1.3) and
the Three-Year Programme 2004-2006 (p. 9) highlight
the increased importance given to poverty reduction on
a policy level. The stated commitment needs to be made
operational and be reflected in the poverty-specific
allocation of resources. Poverty reduction is not yet
sufficiently mainstreamed into all projects and
programmes and parts of ODA.
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Staffing and

The shortage of staff is

The problem of staff shortage still persists, especially in

human compensated by employing the MFA and some Co-ordination Offices. Since January
resources consultants and by contracting out | 2004, staff in Co-ordination Offices is employed by ADA
management some activity areas to NGOs. This | and not by a private consultancy as before. The bilateral
could lead to lack of continuity and | programme continues to be implemented largely by
loss of institutional memory. NGOs and private firms. Activities such as monitoring
Human resources management and drafting strategies are sometimes contracted out to
should be improved. (p. 12). consultants. Policies for staff training and career
development are not yet established.
Evaluations The way of conducting evaluations | The MFA and ADA do not have a complete list of

is too selective and limited.
Evaluations should give more
focus to impact and sustainability

(p. 29).

evaluations of government-funded projects or
programmes carried out or planned. The Evaluation
Guidelines introduced in 2001 set out the criteria to be
considered by evaluations, including the impact and
sustainability. To what extent evaluations actually focus
on the impact and sustainability should be assessed by
a cross-sectional analysis of evaluation reports.

Co-operation
with Eastern

Sector priorities reflect Austria’s
strong economic and political

Co-operation with Eastern Europe has received
increased attention, Austria’s foreign policy and

Europe interests. Austria is encouraged to | economic interests play a major role. Institutionally the
incorporate good governance, responsibility has been shifted from the Federal
peace and conflict prevention, etc. | Chancellery to the MFA/Section VII. Good governance,
into co-operation activities (p. 21- | crisis prevention and reconciliation have become sector
22). priorities (apart from investment and employment,
education, environment, water and energy).
Country The number of country strategies Country strategies have been developed for all priority

strategies and
programming

(4) and sector strategies (3) is still
limited. Country strategies and
co-operation agreements should
not only cover MFA/Section VII
activities but also include projects
under other aid components

(p. 26-27).

countries in the South (except for Bhutan). In SEE
programming discussions have just started. Three new
overall sector strategies and several sub-programs for
specific countries have been published. Austria should
enhance policy dialogue with partner governments for
further alignment of Austrian support. It is again
encouraged to include not only MFA/Section VII
activities but also other ministries’ projects.

Harmonisation
and alignment
(H&A)

H&A has not been treated as such
in earlier Peer Reviews. Since
2004 all Peer Reviews will report
on this matter, based on the Rome
Declaration and the ongoing
process in the DAC Task Team on
H&A.

Austria is beginning to be on track with other donor
efforts. It has to speed up its efforts, especially in
partner countries, to be part of the process of promoting
ownership, aligning to national strategies and actively
supporting donor harmonisation.

Note: Under column ‘Concerns expressed in 1999’ the

Austria 1999.
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ANNEX B

OECD/DAC STANDARD SUITE OF TABLES

Table B-1. Total financial flows

USD million at current prices and exchange rates
Net disbursements

Austria 1987-88 1992-93® 1999 2000 2001 2002 2003
Total official flows 281 916 810 699 712 680 793
Official development assistance 251 205 492 440 633 520 505
Bilateral 160 70 309 273 442 364 228
Multilateral 92 135 183 167 191 156 276
Official aid n.a. 369 184 187 212 196 245
Bilateral 347 130 144 161 142 162
Multilateral 22 54 43 50 55 84
Other official flows 30 342 134 73 - 133 -36 43
Bilateral 30 342 134 73 -133 -36 43
Multilateral - - - - - - -
Grantsby NGOs 25 80 85 72 63 66 84
Private flows at market terms - 30 473 1846 2650 2732 4913 4 409
Bilateral: of which -30 473 1846 2650 2732 4913 4 409
Direct investment 24 485 1344 2511 2730 4618 4 350
Export credits -54 -12 503 139 2 296 0
Multilateral - - - - - - -
Total flows 275 1469 2742 3421 3507 5659 5 286
for reference:
ODA (at constant 2002 $ million) 290 184 457 465 675 520 414
ODA (asa % of GNI) 0.21 0.11 0.24 0.23 0.34 0.26 0.20
Total flows (as a % of GNI) (a) 0.23 0.32 0.99 0.61 0.45 0.94 0.58

a. Tocountries eligible for ODA.
b. Includes exceptional deductions for repayment of export creditsreported as ODA (see Annex C)

ODA net disbur sements
At constant 2002 prices and exchange rates and as a share of GNI

0.40 - - 800
0.35 - ez - 700
0.30 - L 600
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|eft scale T
0.25 ) + 500.2
= E
2 o4 Y - 4003
5 oL Total ODA b 4
X (right scale) =
0.15 - . — [ | 3005
Bilateral ODA
0.10 A / L /N kTN ) (™
/‘\ N N s 7 S - Y
-——— - = ~
0os | | SO\ L-- ~r N Multilateral ODA L 100
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1987 88 89 90 91 92 93 94 9 96 97 98 99 2000 01 02 03
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Table B-2. ODA by main categories

Disbursements

Austria Constant 2002 USD million Per cent share of gross disbur sements
Total DAC
1999 2000 2001 2002 2003| 1999 2000 2001 2002 2003 2002%
GrossBilateral ODA 368 291 480 369 220 68 62 70 70 49 73
Grants 363 290 477 368 219| 68 62 70 70 49 61
Project and programme aid 20 27 13 16 9 4 6 2 3 2 12
Technical co-operation 98 92 95 89 94| 18 20 14 17 21 24
Developmental food aid 1 1 3 1 1 0 0 0 0 0 2
Emergency and distress relief 63 32 27 30 301 12 7 4 6 7 6
Action relating to debt 115 59 260 167 34 21 13 38 32 8 8
Administrative costs 18 19 17 22 21 3 4 2 4 5 5
Other grants 47 60 63 43 31 9 13 9 8 7 4
Non-grant bilateral ODA 5 1 3 1 1 1 0 0 0 0 12
New development lending 5 1 3 1 1 1 0 0 0 0 10
Debt rescheduling - - - - - - - - - 1
Acquisition of equity and other - - - - - - - - - - 1
Gross M ultilateral ODA 170 176 204 156 226] 32 38 30 30 51 27
UN agencies 25 21 19 20 17 5 5 3 4 4 7
EC 111 92 100 98 138] 21 20 15 19 31 9
World Bank group 3 28 28 26 35 1 6 4 5 8 6
Regional development banks (a) 14 24 15 8 22 3 5 2 2 5 3
Other multilateral 16 12 42 4 14 3 2 6 1 3 3
Total gross ODA 538 468 684 525 447| 100 100 100 100 100 100
Repayments and debt cancellation -81 -3 -9 -5 - 33
Total net ODA 457 465 675 520 414 Contributionsto UN Agencies
(2002-03 Aver age)
For reference:
ODA to and channelled through NGOs 50 44 43 41 34 UNDP
Associated financing (b) 9 14 15 2 - Other UN 23%

- 36%
a Excluding EBRD.

b. ODA grantsand loansin associated financing packages.

WHO
ODA flowsto multilateral agencies, 2002 12%
UNICEF
------------------------------------------------ 5% WFP
UNO FAO 9%
OAustria s &
EDAC

Contributionsto Regional Development
Banks (2002-03 Aver age)

Per cent share of total gross ODA

________________________________ IDB Group
AsDB 2%
Group
26%
UN EC World Regional Other AfDB
agencies Bank group dev. banks multilateral Group

2%
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Table B-3. Bilateral ODA allocable by region and income group

Gross disbursements

Austria Constant 2002 USD million Per cent share Total DAC
1999 2000 2001 2002 2003 1999 2000 2001 2002 2003 2002%
Africa 119 94 236 142 75 35 37 53 43 41 37
Sub-Saharan Africa 96 66 210 121 59 28 26 47 36 32 31
North Africa 23 28 26 21 16 7 11 6 6 9 6
Asia 37 44 50 39 30 11 17 11 12 16 35
South and Central Asia 21 20 25 30 22 6 8 6 9 12 17
Far East 15 24 25 9 8 5 9 6 3 4 19
America 56 19 85 15 14 17 8 19 5 8 13
North and Central America 49 12 13 11 11 14 5 3 3 6 5
South America 8 7 72 4 3 2 3 16 1 2 8
Middle East 19 17 9 12 12 6 7 2 4 6 4
Oceania 1 1 0 0 0 0 0 0 2
Europe 106 81 65 123 53 31 31 15 37 29 9
Total bilateral allocable by country 337 256 445 331 185 100 100 100 100 100 100
L east developed 91 69 82 127 57 27 27 18 38 31 30
Other low-income 73 39 173 32 34 22 15 39 10 19 25
Lower middle-income 161 137 180 162 89 48 53 41 49 48 41
Upper middle-income 8 9 7 6 5 2 3 2 2 3 5
High-income - - - - - - - - - 0
M or e advanced developing countries 5 3 3 4 - 1 1 1 1 - -
For reference:
Total bilateral 367 290 478 368 218 100 100 100 100 100 100
of which: Unallocated 30 34 34 37 33 8 12 7 10 15 22
Allocable gross bilateral ODA flows Allocable gross bilateral ODA flows
b i by i
G Y region wor y income group
M Europe Other ) )
OAmerica OLower middle-income
500 - OAsia 500 - O Other low-income
O Africa O L east developed

Constant 2002 USD million
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Constant 2002 USD million
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Table B-5. Bilateral ODA by major purposes at current prices and exchange rates

Two-year averages

Austria 1992-93 1997-98 2002-03 2002
- - - Total DAC
USD million Per cent |USD million Per cent |USD million Per cent
per cent
Social infrastructure & services 152 16 199 46 144 40 35
Education 105 11 104 24 72 20 9
of which: basic education - - 2 1 2 1 2
Health 15 2 31 7 11 3 5
of which: basic health - - 6 1 5 1 8
Population programmes - - 0 0 1 0 4
Water supply & sanitation 19 2 38 9 16 5 3
Government & civil society 4 0 19 4 37 10 8
Other socia infrastructure & services 9 1 7 2 7 2 7
Economic infrastructure & services 153 16 9 2 28 8 13
Transport & storage 44 5 4 1 14 4 6
Communications 35 4 0 0 4 1 0
Energy 73 8 2 0 9 3 4
Banking & financial services 0 0 2 1 0 0 1
Business & other services 1 0 0 0 1 0 1
Production sectors 73 8 26 6 13 4 7
Agriculture, forestry & fishing 15 2 16 4 5 1 5
Industry, mining & construction 55 6 9 2 6 2 1
Trade & tourism 3 0 2 0 2 1 1
Other - - 0 0 - - 0
M ultisector 3 0 9 2 14 4 8
Commodity and programme aid 9 1 2 0 2 0 5
Action relating to debt 414 43 131 30 98 27 13
Emergency assistance 136 14 36 8 33 9 8
Administrative costs of donors 9 1 20 5 23 6 6
Coresupport to NGOs 5 0 3 1 2 1 6
Total bilateral allocable 954 100 434 100 357 100 100
For reference:
Total bilateral 957 88 448 66 368 61 76
of which: Unallocated 4 0 15 2 11 2 3
Total multilateral 134 12 235 34 232 39 24
Total ODA 1091 100 683 100 599 100 100

Allocable bilateral ODA by major purposes, 2002-03
%

Sl et & =ices |
Economic infrastructure & services E 13
: 4
Production sectors ; 7
M ultisector as OAustria
E Total DAC (2002)
Commodity and programme aid “ 5
. . 27
Action relating to debt —13—‘
e
Emer gency assistance 3
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Figure B-1. Net official development assistance in 2003

(preliminary data)

USD billion Net ODA in 2003 - amounts
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ANNEX C

REFORM OF AUSTRIA’SSTATISTICAL REPORTING

The last Peer Review reiterated long-standing concerns about the transparency of Austria's ODA
reporting practices and the inconsistency of these practices with agreed DAC statistical reporting
directives. Following the Peer Review, the Secretariat discussed the issues with the Austrian
authorities and agreed on a significant programme of reform in reporting practices. This has now been
carried out in full, and Austria’s statistical reporting is now in conformity with DAC norms. It is also
of ahigh standard of accuracy.

Concessional export credits

As discussed in the text, the Austrian Kontrollbank has been administering a scheme known as
Framework Il for softening the terms of selected developmentally-relevant export credits by providing
grants to subsidise the interest rate charged. While export credits extended by donor countries may
have beneficial effects on development, their basic purpose is to facilitate trade, and so they do not
meet the ODA criterion of having economic development and welfare as their “main objective’. Thus
as long ago as 1969 it was recorded that “most DAC members feel that all officia export credit
programmes are basicaly similar in character and that, in order to achieve consistency in DAC
statistics, the Austrian Kontrollbank transactions...are more appropriately recorded as other official
flows [than as ODA]".

Austria, however, preferred to report Framework 1l credits as ODA loans, on the basis that they
were concessional and contributed to development. Indeed, until the mid-80s, this was the only way in
which Austria could gain ODA credit for its effort in raising the concessionality of the funds extended.
In 1987, however, the DAC agreed new rules alowing interest subsidy grants included in financing
packages to be reported as ODA, with the face value of the package being reported as other official
and/or private flows, depending on the source.

The 1987 methodology offered the opportunity to record the official effort in subsidising credits
with a developmental orientation, while reflecting the basically commercia purpose of the credits
themselves. However, with the passage of time it had become difficult to implement a new recording
method without creating a major break in series that would blur trends in Austria's real aid effort.
Efforts in the 1990s therefore concentrated more on improving aid quality by sharpening the
developmental focus of the subsidies, especialy through greater involvement of the aid authorities.

Nevertheless the issue was not forgotten. The 1996 DAC Peer Review of Austria reiterated
doubts about the developmental focus of the credits themselves, and the 1999 Peer Review explicitly
recommended that statistical methods be brought into line with DAC reporting requirements and
practices. In subsequent discussions, the OECD Secretariat and the Austrian authorities agreed to
change reporting practice in line with the 1987 methodology. This would record the subsidies as ODA
grants, and the face value of the credits under “other official flows’. The following treatment was
agreed for previous years' data:
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*  1969-1989: no change, asthese data are no longer policy-relevant.

*  1990-94: reporting revised so that new credits are reported on the new basis, i.e. as other
official flows, with the subsidy only reported as an ODA grant. Previous reporting on ODA
loan disbursements deleted. Reporting on repayments of ODA loans retained. In addition,
one fifth of the total outstanding balance of ODA loan principal in relation to the credits as at
31 December 1994 to be reported as a single block receipt against ODA loans in each of the
five years 1990-94.%

e 1995-present: new credits to be reported on the new basis. ODA reporting of disbursements
and repayments of the credits to be deleted. This means that reporting from 1995 onward is
as it would have been if the revised reporting procedure had been introduced from 1995.

Imputed student costs

Austria was among the first DAC members to record as ODA the cost to its taxpayers of
providing education to developing country nationas. Reporting commenced in 1972, after a law was
introduced exempting them from fees. In 1985, the DAC agreed guidelines on such reporting, which
were designed to standardise practice among members and ensure that subsidies were only reported in
respect of developmentally relevant expenditure.

The 1999 Peer Review noted that Austria used a retrospective calculation method that effectively
counted the value of subsidised education for any student from a developing country, regardless of the
developmental focus of the studies concerned. The Peer Review urged Austria to modify its
procedures in this respect and make its methodology more transparent. Subsequent investigation by
the OECD Secretariat showed that the Austrian method of calculating the subsidy was fairly
conservative. Only running costs are taken into account, not expenditures on buildings, equipment and
other capital works. Students following short-term ad hoc (ausserordentlich) programmes are also
omitted from the calculation. The resulting average annual imputed cost per student in 1999 was about
USD 6 000, which islow by internationa standards.

The main ground for objection to Austrid s reporting was the lack of developmental focusin the
selection of courses. The Austrian authorities therefore agreed to eliminate from their reporting a
range of courses considered to have less developmental relevance, including historical, linguistic and
artistic studies, as well as philosophical and theological subjects. The statistical impact has only been
minor, reducing the item by afew per cent compared to the previous methodology.

A new fee amounting to about EUR 700 annually has recently been introduced for all students at
Austrian universities. Developing country students are eligible for arefund. At the time of writing, the
universities, which had recently been granted greater financia autonomy, were pressing for
compensation from the government for the cost of the refunds. The full cost to Austrian taxpayers of
developmentally relevant tuition will continue to qualify as ODA according to the guidelinesin DAC
directives, regardless of whether part of the subsidy is expressed in terms of a refunded fee. The

38 The combined effect of these measures is to remove the impact of the ODA reporting of the pre-1990
credits from the record, by reducing aggregate flows on these credits to zero by the end of 1994.
Unfortunately, this artificially depresses the ODA data for 1990-94. However, this was considered
preferable to the aternatives, which included leaving the old ODA loans showing as disbursed but not
repaid (thus overstating flows over the long term), continuing to report actual repayments against the
old loans as ODA (thus artificially depressing ODA flows into the indefinite future), or re-reporting
on the new basis all the way back to 1969 (which was administratively infeasible).
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Austrian authorities will, however, need to monitor the situation to ensure that they continue to receive
the information necessary to calculate the subsidy in accordance with the directives.

Costs of refugeesin Austria

Spending on refugees in developing countries has always been reportable as ODA. During the
1980s the DA C debated the extent to which spending on refugees outside developing countries should
also be included. The solution agreed was a compromise, allowing ODA reporting of the costs of
bringing refugees to donor countries, and later sending them home or to another developing country,
aswell as temporary sustenance in the donor country, limited to the first year of stay.*

Austria had been reporting expenditure on two classes of persons under this item:
e Asylum seekers.

»  De facto refugees from the former Y ugoslavia who have not applied for asylum but who are
offered temporary refuge in Austria until the situation in their home country improves
sufficiently to allow them to return.

The last Peer Review noted that some costs were being recorded in excess of the twelve month
limit. The Austrian authorities subsequently informed the OECD Secretariat that this related only to
the second group of de facto refugees, and only to persons designated to return to their home
countries. While the Austrian authorities believed that the ODA rules should be changed to alow
expenditure on such persons to be counted, they accepted that until that were done, reporting of costs
would thenceforward be limited to the first twelve months of stay.”® This is reflected in a fall in the

39 In recent years, alarge share of the reported expenditure on this item has been for refugee claimants
(“asylum seekers’), who have not been recognised by the receiving country as meeting the definition
of a refugee under the Geneva Convention of 1951. This category of persons is not specifically
addressed in the DAC Statistical Reporting Directives, and although the matter was extensively
discussed in DAC bodies in 2001, no agreement was reached on clarifications to the Directives on this
point. The current Directives on this point are at paragraphs 1.16 to 1.18 of DCD/DAC(2000)10,
available online at http://www1.oecd.org/dac/htm/dacdir.htm.

40 In view of the practical difficulties involved, no retrospective adjustment was made to data for 1998
and earlier years. During 1999 and 2000, the de facto refugees category consisted essentialy of
Bosnians (most of whom had arrived several years earlier) and Kosovars (who started to arrive in
1999). In the spirit of respecting the twelve-month limit on ODA reporting, specific measures were
agreed in respect of these groups as follows:

e For 1999, ODA reporting on Bosnians to be restricted to costs of return and reintegration,
including ancillary expenditures such as counselling. In the case of Kosovars, who started arriving
in the spring of 1999, al costs would be counted.

*  ODA reporting in 2000 to be limited to return and reintegration costs for Bosnians and Kosovars,
and half the costs of accommodation and health expenditures for Kosovars only. This recognised
the one-year limit by assuming that, on average, half the costs incurred for Kosovars in 2000
would still fall within their first twelve months of stay - a reasonable assumption given that most
arrivals were in the spring and summer of 1999.

¢ The effect on net ODA was modest, since total expenditure on refugees in Austria had fallen from
over USD 100 million per year in the first half of the 1990s to less than USD 30 million (6% of
ODA) in 1998. Most of the expenditure on de facto refugees in 1999 and 2000 was on Kosovars,
and most of this was still reportable; moreover there was no change to reporting of expenditures
on asylum seekers.
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scale of reporting against this item from around USD 40 million annually in the late 1990s, to an
average of about USD 25 million over the past three years. This represents the cost for asylum seekers,
practically all of whose cases are resolved within the 12-month limit.

Future trends in these expenditures are difficult to predict. A recent decision of the Austrian
Supreme Court required that temporary sustenance be extended to all asylum seekers, whereas only
about one-third had been covered previously. On the other hand, the accession of hew EU membersin
May 2004 may sharply reduce future inflows of asylum seekers. Since the new member countries are
regarded as safe, asylum seekers attempting to enter Austria from them are being refused entry. The
main ultimate source countries of asylum seekers at present are in South and South-west Asia:
Afghanistan, Chechnya (Russia), India, Iran, Irag and Pakistan.
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ANNEX D

PARTNER COUNTRIES OF AUSTRIAN DEVELOPMENT CO-OPERATION

Austrian development co-operation with the South: 20 partner countries + 4 special programme recipients

Regions (5)

Priority countries (7)

Co-operation countries (13)

Central America

Nicaragua

Guatemala, El Salvador, Costa
Rica

West Africa

Cape Verde, Burkina Faso

Senegal

East Africa/Great Lakes

Ethiopia, Uganda

Kenya, Burundi, Tanzania,
Rwanda

Southern Africa

Mozambique

Zimbabwe, Namibia, Republic of
South Africa

Himalaya-Hindukush

Bhutan

Nepal, Pakistan

Special programmes

Palestine, Afghanistan, Iraq, Western Sahara

Austrian co-operation with Eastern Europe: 19 partner countries

Regions (2)

Priority countries (5+3)

Small local activities (in 11
countries)

South East Europe

Albania, Macedonia, Croatia,
Serbia and Montenegro, BIH,
Bulgaria, Romania (the latter two
being phased out)

Eastern Europe and Central Asia

Moldova (planned)

Armenia, Azerbaijan, Belarus,
Georgia, Kazakhstan, Kyrgyz
Republic, Russia, Tajikistan,
Turkmenistan, Ukraine, Uzbekistan

Note: According to the DAC List of Aid Recipients (January 2003), all Austrian partner countries are Part |
countries (eligible for ODA) except for the following Part Il countries (eligible for OA): Bulgaria,
Romania, Belarus, Russia and Ukraine.
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ANNEX E

MAIN GOVERNMENT ACTORS OF AUSTRIA’SDEVELOPMENT CO-OPERATION
SYSTEM

(Shareof total ODA isbased on 2002 data)

The Ministry of Finance controls approximately 58% of the total ODA budget. Section I11.3
“Economic Policy and Financial Markets/International Financial Institutions’ is responsible for
Austrid s contribution to the IFls. The ministry also funds interest subsidies incorporated in associated
financing packages and debt relief, and is represented in the ADA Supervisory Board by one staff
member.

The Ministry for Foreign Affairs (MFA), Section VI “Development Co-operation”, is the focal
point for development strategy and policy leadership within the Austrian aid system. It is responsible
for the bilateral development co-operation programme with the South and Eastern Europe (since 2000,
formerly in the Federal Chancellery). Furthermore, it is in charge of the multilateral development
policy with the EC and the UN group even though for some speciaised UN organisations other
ministries are responsible, e.g. the Ministry for Agriculture, Forestry, Environment and Water
Management covers the FAO and the Ministry for Education, Science and Culture is responsible for
the UNESCO. Since 2003, Section VIl also covers humanitarian assistance (see Box 4). The ministry
is represented in the ADA Supervisory Board by six staff members, one of them being appointed as
the chairman of the Board. Although the MFA/Section VIl isthe focal point for development policy in
the Austrian government, its share in total ODA is only 11%. Other MFA sections (e.g. the Political
Section I1) co-ordinate with and support the work of Section VII.

The Austrian Development Agency (ADA): see Chapter 5.

The Ministry for Education, Science and Culture handles the imputed educational costs of
developing country studentsin Austria. Mainly Section | “General School System, Education Planning
and International Affairs’, Section VI “Scientific Research; International Affairs — Science” and
Section VII “Universities, Vocational Training” cover those questions which are related to
devel opment co-operation. The ministry’s sharein total ODA is 9.4%.

The Ministry of the Interior, Section 111.5.b “Asylum and Support/Integration”, administers
programmes for refugees arriving in Austria. Responsibility for disaster assistance and emergency
relief (in Austria and abroad) also rests with this ministry (Section 11.4 “Bundesalarmzentrale”). Its
sharein total ODA is 6%.

Within the Ministry for Defence, the Section “Military Policy” works together with the MFA on
guestions concerning conflict prevention and peace building as well as missions of the Austrian
military. Its sharein total ODA is 1.5%.

The Ministry for Agriculture, Forestry, Environment and Water Management
(“Lebensministerium”) is linked to development co-operation through its Section V.9 which is
responsible for “International Environmental Affairs’. Furthermore, the ministry administers the
budget for food aid (about EUR 1.3 million per annum) athough it is the MFA which proposes the
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target countries. The ministry is represented in the ADA Supervisory Board by one staff member. Its
sharein total ODA is 1.3% (the 2002 data does not include environment as this was an own ministry at
the time having a share in total ODA of 0.4%).

The Ministry of Economic Affairs and Labour is mainly involved in WTO matters with high
impact on partner countries. Within the ministry the so-called Centre 2/4 is responsible for “EU
Co-ordination”, also in the field of development co-operation. The ministry is represented in the ADA
Supervisory Board by one staff member. Data on ODA isnot available.

The Ministry of Social Security, Generations and Consumer Protection is represented in the
ADA Supervisory Board by one staff member and is thereby involved in development co-operation
guestions. Data on ODA isnot available.

The Austrian Federal Chancellery: one of the general roles of the Federa Chancellery is to
develop new palicies or strategies and then hand them over to other ministries. As for development
co-operation, two former responsibilities were moved from the Federal Chancellery to different
ministries. In 2000, Austrian co-operation with Eastern Europe was moved to the MFA. In 2003, the
responsibility for disaster assistance and emergency relief was shifted to the Ministry of the Interior
and humanitarian aid to the MFA (see Box 4). As a result, the Chancellery is hardly involved in
development co-operation anymore. The only exception to this is its responshbility for the
co-ordination with the OECD (Section V.7 “Macroeconomic and OECD-Affairs’).

The Bundeslaender (provinces) and some communities fund their own ODA projects. Also
some ODA funds from the Ministry of the Interior are channelled through to the provinces for refugee
assistance. The provinces are represented in the ADA Supervisory Board by one staff member.
Altogether, the share of these actors of total ODA is 0.7%.
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ANNEX G

BRIEF BACKGROUND ON NICARAGUA AND BIH AND THE DEVELOPMENT OF
AUSTRIA’SAID PROGRAMME IN THESE COUNTRIES

Nicaragua

Since 1990, Nicaragua has been in transition from a centrally-planned to a market economy and
from civil war to socio-economic reconstruction. Even though the structural reforms of the 1990s set
Nicaragua on a path of fiscal discipline and economic growth, poverty, unemployment and the
enormous external debt persist. With a per capita GDP of only one-third of the regiona average
(USD 710), Nicaragua continues to be the second poorest country after Haiti in the region.** In 2001,
46% of the population were living in poverty, most of them in rural areas.** Despite a relative decrease
in poverty, the absolute number of poor people has remained constant. Like many other Latin
American countries, Nicaragua is characterised by a high degree of inequality with regard to income
and consumption.

The Nicaraguan government under the presidency of Alemén (1996 — 2001) prepared a PRSP-I
which did not have a climate that was favourable for its development during its two first years of
implementation (e.g. low economic growth). Now, Bolafios government (the president since 2001) is
working on a National Development Plan which is equivalent to a PRSP-I1 including an operationa
plan. Particular attention is given to broad-based economic growth and structural reform, the first
pillar of the PRSP-I.

In September 1999, Nicaragua was declared eligible to receive assistance under the enhanced
framework of the Heavily Indebted Poor Countries (HIPC) Initiative. It reached the decision point in
December 2000 and from then on Nicaragua received interim foreign debt relief at an annual average
of USD 78.3 million. In January 2004, the World Bank and the IMF declared that Nicaragua had taken
the necessary steps to reach the completion point. In total, Nicaragua can expect a debt relief of nearly
USD 4.5 hillion. This amount is equivalent to 73% of total outstanding debt and the largest debt relief
package so far under the HIPC Initiative.”® Between 1995 and 2002, Austria spent USD 36 million on
debt forgiveness grants to Nicaragua.

Nicaragua' s dependence on foreign aid is high, ranging between 15% and 25% of GDP per
annum (depending on the source). Altogether, 45 bilateral and multilateral donors are active in
Nicaragua, Austria being one of them.

Austrian development co-operation in Nicaragua started to develop during the 1980s. In itsinitial
phase it was mainly individuals and independent groups that travelled to Nicaragua in a spirit of

41 World Bank (2004): World Development Indicators, p. 15.
42 World Bank (2003): Nicaragua Poverty Assessment, Report No. 26128-NI, p. 1.
43 World Bank (2004): World Bank and IMF Support USD 4.5 Billion in Debt Service Relief for

Nicaragua. News Release No: 213 2004/LAC, http://web.worldbank.org.
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solidarity with the Sandinist movement. In 1986, a bilateral Co-ordination Office was set up in
Managua and in 1992, Nicaragua was defined as a priority country in Austrian development
co-operation. In 1993, the Co-ordination Office was transferred into a regional office being also
responsible for projects in Guatemala, El Salvador and Costa Rica. Bilateral co-operation agreements
between Austria and Nicaragua were signed in 1986 and 1994. A regiona programme for Centra
Americais planned for the future.

Austrian ODA net disbursements in Nicaragua reached their peak in 1999 (EUR 10.6 million)
after the Hurricane Mitch. Since then, ODA has fluctuated between EUR 4.6 and 6.3 million. Budget
lines (ODA disbursements excluding co-financing) for Guatemala, El Salvador and Costa Rica range
from EUR 0.1 to 1.3 million in 2002. Austria's contribution accounts for 1.5% of all donors' bilateral
aid to Nicaragua and less than 1% of total ODA to this country. Private funds of Austrian NGOs are
comparatively high, e.g. in 2002 Austrian NGOs provided atotal of EUR 1.8 million.

Bosnia and Herzegovina (BIH)

After amost four years of war in BIH, in 1995 the Dayton peace agreement created ajoint multi-
ethnic and democratic government as well as a new constitution. It laid down conditions for
international involvement in the implementation of the agreement, stipulated the appointment of a
High Representative, and provided for a NATO-led international peacekeeping force. Internaly, BIH
was divided into two entities, the Republika Srpska (RS) and the Federation (FBIH), which were again
further divided into cantons (FBIH) and municipalities (RS and FBIH). The three nationalist parties
that led BIH to the war have remained the dominant political forces for most of the late 1990s and into
the current decade. Today, they form the central state and the entity governments. The compromise
peace agreement left BIH with up to six layers of authority and fourteen different governments, al
these governments devouring more than 64% of the GDP in BIH.** On top of these structures, the
Office of the High Representative has been established, with the High Representative having the so-
called “Bonn powers’ at his disposa which, on the one hand have helped to impose necessary
legislation, but on the other limited the development of arobust political processin BIH.

The war in BIH has thrown back the country in its economic and social development by many
years. The country has not only been struggling with the physical destruction of the war, but also with
a traumatised population and a loss of millions of human beings through death, displacement and
immigration. The process of rebuilding political, economic, institutional and social structures is
difficult and the situation in the country is still fragile. BIH is classified as a LMIC with a GDI per
capita of USD 1 310 (2002).”> Unemployment poses a severe problem. Next to the Former Y ugoslav
Republic of Macedonia, BIH is ranked as the poorest republic in the old Yugoslav federation.
According to the PRSP of BIH, approximately 20% of the population live below the poverty line and
an additional 30% remain vulnerable to dipping into poverty.*

Given the situation as described above, BIH has to be considered as a special case for
development co-operation: the country is moving from an emergency through rehabilitation phase to
the building of a state with a parallel process of European integration. The Stabilisation and

44 International Crisis Group (2003): Building Bridgesin Mostar, p. 1.
45 World Bank (2004): World Development Indicators, p. 14.
46 Mid-Term Development Strategy of Bosnia and Herzegovina (PRSP) 2004-2007, p. 1 (published in

March 2004). These figures rely on data collected in the Living Standard Measurement Survey. The
genera poverty line, i.e. the total annual spending below which a person is considered poor, is BAM
2 198 (convertible marks) or EUR 1 099.
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Association Process of the EU and the Stability Pact for South East Europe are the guiding regional
frameworks. Only recently, there are first signs of increasing ownership by the government (e.g. the
PRSP for BIH was published in March 2004). In view of declining international aid (26.1% of GNI in
1997, 10% of GNI in 2002%), in the coming period BIH will have to rely on foreign investment as the
most important source of financing future devel opment.

Austriais one of 42 multilateral and bilateral donorsin BIH. Its contribution accounts for 3.5% of
bilateral aid to BIH and 1.9% of total ODA to this country. However, the Austrian co-operation
programme is only a small piece of the overall Austrian relationship with BIH. Due to its broad
involvement, Austria has several comparative advantages in co-operation with BIH: geographica and
cultural proximity and a good understanding of the political and social situation in BIH; shared
“ingtitutional history” in some areas as many Austrian institutions were introduced in BIH during the
Austro-Hungarian monarchy and some of them still exist today; strong involvement of the Austrian
private sector, especially in the banking sector (Austria has invested between EUR 450 and
500 million since the end of the war which makes it the first or second biggest investor in BIH); huge
BIH diaspora in Austria (over 160 000 Bosnians live in Austria today) from which Austrian NGOs
profit when it comes to the recruitment of local (Bosnian) staff in Austria.

From 1992 to 2001, overall Austrian support to BIH amounted to EUR 509.4 million (total
disbursements), including contributions of the Federal Chancellery and several ministries (MFA;
Finance; Education, Science and Culture; Interior; Defence), country governments, other state
ingtitutions and NGOs. Out of this sum, tota disbursements of the co-operation programme in BIH of
the MFA accounted for only EUR 56 million (1992—2003). Severe budgetary cuts have led to a
decrease in annual disbursements from EUR 7.5 million in 1999 to EUR 1.8 million in 2004. The
reason was primarily a general austerity programme launched by the then new Austrian government.
Also the transfer of competency for co-operation with Eastern Europe from the Federal Chancellery to
the MFA — the MFA having acted only as a lobbyist for the development co-operation (with the
South) until then — led to a cut in resources. The effects were severe. With the small funds available
the office tried to ensure the sustainability of the ongoing projects as much as possible. Only now is
Austriain a position to base its work on strategic considerations again. An increase in funds for BIH is
planned for the following years. However, no figures are available yet. It is planned, in particular, to
expand activities within the field of economic development and employment.

47 World Bank (2004): World Development Indicators, p. 334.
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PRESS RELEASE OF THE DAC PEER REVIEW OF AUSTRIA

AUSTRIA MOVESFORWARD ON MAJOR REFORMSFOR MORE EFFECTIVE AID

The OECD Development Assistance Committee (DAC) welcomed the significant reforms in the
Austrian aid system since the last Peer Review in 1999, including the Development Co-operation Act,
adopted in 2002 and amended in 2003, and the Three-Y ear Programme 2004-2006 to guide Austria's
aid priorities. The DAC commends Austria’ s commitments to poverty reduction and the achievement
of the Millennium Development Goals (MDGs) and hopes that they will be fully operationalised and
reflected in the allocation of resources. Thiswill require strong political support and staff capacity.

The creation of the Austrian Development Agency (ADA) in January 2004 to address the issues
of effectively delivering an increased aid programme, presents new opportunities and challenges.
ADA is responsible for administering the Ministry of Foreign Affairs (MFA’s) bilateral aid
programme. The foundation of ADA will strengthen the MFA’s role as the foca point for
development strategy and policy leadership within the Austrian aid system, though there is till a need
to operationalise the division of labour between the MFA and ADA.

Austria s net official development assistance (ODA) was USD 505 million or 0.20% of Austria's
gross national income (GNI) in 2003, the third lowest among the 22 member states of the OECD
Development Assistance Committee (DAC). The Committee welcomed Austrid s plans to achieve its
2002 Barcelona Summit commitment of 0.33% of GNI by 2006, which will require it to raise the
currently projected 2004 expenditure of €573 million by €222 million, or about 40%. Thiswill have to
be matched by mabilising public support.

The DAC recommends that Austria set out a clear strategy, including a growth path, asit prepares
for increases of its development assistance funding. This is particularly important since the Austrian
aid programme is characterised by a high share of debt relief, which is expected to diminish over the
medium term. Long-term financial planning is needed to make Austrian aid more predictable. The
Committee welcomed Austrid s intention to move towards further country and sectoral concentration,
building on its comparative advantage, particularly in South East Europe.

The MFA directly administers 22% of Austrian ODA; seven other federal ministries are also
involved in development co-operation spending. Austria’s Three-Y ear Programme helps the MFA to
co-ordinate those activities not in its direct responsibility. The Committee felt that over time a more
formal system of inter-ministerial co-ordination might be needed. With respect to policy coherence for
development, the new Development Co-operation Act provides an explicit legal basis for
improvement. The MFA, which is responsible for enforcing the Act, needs a prioritised coherence
agenda and sufficient resources to pursue this task. The DAC urges Austria to continue its efforts to
support private sector and development activities that maintain a clear focus on the economic
development and welfare of recipient countries. Furthermore, the Austrian parliament and non-
governmental organisations (NGOs) can play an important role in raising public awareness of the need
for policy coherence for development.

Austria s support to local civil society is appreciated by partner countries. New instruments have
been developed for support to NGOs — important in Austria's aid delivery - which should permit
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greater alignment to partner country strategies and systems while respecting NGO roles, for example
in advocacy. The DAC encourages the Austrian authorities to strengthen dialogue and consultation
with partner governments including on issues of harmonisation and alignment.

The Committee recommends that the MFA takes the lead in forming a clear position on
programme aid and its conditions. Personnel and procurement policies need to be updated to meet the
requirements of a growing and increasingly professional bilateral aid programme. It is important to
ensure the organisational independence of the Austrian aid system’s evaluation function and to
maintain the high standard of Austria's dtatistical reporting, which since the 1999 Peer Review has
been brought fully into line with DAC norms.

The DAC Peer Review of Austria’s development co-operation policies and programmes took
place on 27 October 2004. The discussion was led by the DAC Chair Mr. Richard Manning. The
Austrian Delegation was headed by Dr. Georg Lennkh, Director-General for Development Co-
operation, Ministry for Foreign Affairs. The examiners for the Peer Review were Finland and
Germany. The Czech Republic participated in the Peer Review as an observer.

The main findings and recommendations of the DAC regarding this review will be published on
the OECD web site, at www.oecd.org/dac, during the week of 2 November 2004. For further
information journalists are invited to contact Helen Fisher, OECD Media Relations Division,
(mailto:helen.fisher@oecd.org or tel. [0033 1] 45 24 80 97).
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DESCRIPTION OF KEY TERMS

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

¢

PEER REVIEW SERIES

HOW TO CONTACT US

The Development Assistance Committee welcomes your
comments and suggestions.

Please contact us

by email at dac.contact@oecd.org, www.oecd.org/bookshop, by
telefax at 33 144 3061 40
or by mail to:

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