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DAC PEER REVIEW & FINLAND

The Peer Review Process

The DAC conducts periodic reviews of the individual development co-operation efforts of DAC members. The
policies and programmes of each member are critically examined approximately once every four or five years.
Five members areexami ned annual l y. The Odpediidn DireBwateepiovidpsnaaatytical
support and is responsible for developing and maintaining the conceptual framework within which the Peer
Reviews are undertaken.

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

The Secretariat then prepares a dr a-pgeratiorewhiohrigthe dasis forh
the DAC review meeting at the OECD. At this meeting senior officials from the member under review respond to
guestions formulated by the Secretariat in association with the examiners.

This review contains the Main Findings and Recommendations of the Development Assistance Committee and
the report of the Secretariat. It was prepared with examiners from Germany and Norway for the Peer Review on
27 November 2007.

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

The members of the Development Assistance Committee are Australia, Au
Belgium, Canada, Denmark, Finland, France, Germany, Greece, Irellaly, Japan,
Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switze
the United Kingdom, the United States and the Commission of the European Communitie
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Acronyms
DAC Development Assistance Committee
DPC Developnent Policy Committee
EC European Community
EU European Union
GHD Good Humanitarian Donorship
GNI Gross National Income
HIPC Heavily Indebted Poor Countries Initiative
ICRC International Committee of the Red Cross
IDA Worl d Bankdés ¢lapmentrAssaciatiom n a | Dev
LRRD Linking Relief, Rehabilitation and Development
MDGs Millennium Development Goals
MDRI Multilateral Debt Relief Initiative
MFA Ministry of Foreign Affairs
NGO Non-Governmental Organisation
OCHA United NationgOffice for the Coordination of Humanitarian Affairs
ODA Official Development Assistance
OECD Organisation for EconomiCo-operatiorand Development
SWAp Sectorwide Approach
UN United Nations
UNDP United Nations Development Programme
UNEP United Nation€Environmeant Programme
UNFPA United Nations Population Fund
UNICEF United Nation®Chi | drendéds Fund
UNMAS United NationdMine Action Service
UNODC United NationgOffice for Drugs and Crime
UNRWA United NationsRelief and Works agency for Palestine Refugees in the Nea
East
WFP World Food Programme
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Signs used:

EUR Euro
USD United States dollars

() Secretariat estimate in whole or part
- (Nil
0.0 Negligible
Not available
€ Not available separately but included in total
n.a. Not applicable

Slight discrepadies in totals are due to rounding

Annual average exchange rate (EUR per USD
2001(FIM) 2002 2003 2004 2005 2006

6.6392 1.0611 0.8851 0.8049 0.8046  0.7967
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THEDACOG6S MAI N FAND RECOMINENDATIONS

Overall framework and new orientations

The 2007 peer review shows Finland to be a commitedlopment coperation actor that
works closely wih the EU, the Nordic and other likeinded countriesand generally adheres to
internationalbest pratice. Finland has clearly defined priorities confirmed in the new development
policy with an increased focus on environment and climate change, crisis prevention and support for
peace processes. It is also a keen proponent of policy coheremtmvébopment; it is making some
progress in concentrating its aid and is committed to the aid effectiveness agenda including being a
strong supporter of country ownership, alignment, harmonisation, division of labour and joint donor
efforts. It has an actév policy on multilateral development agencies. Finland still faces some
challenges, including making progress towards its 0.7% ODA/GNI commitment, making sure its
policy coherence for development and aid effectiveness policies bring real results, aidyehatir
the Ministry of For ei g-relatel fadtiatiesr asedproperty wesduwau raedn t P
efficiently organised.

A modestsized, committed development actor

Finlandhas a longstanding tradition and commitment to developmenbperation.n 1961 the
state budget included Official Development Assistance (ODA) for the first time and in 1965 the first
national development eoperation office was established within the Ministry of Foreign Affairs
(MFA). In 1970 Finland signalled its strong gapt for development coperation through its
commitment to the goal of allocating 0.7% of gross national income to development, although
achieved it only once, in 1991. The current level is 0.40% (2006).

Finlandbés f or ei g noutlnedlini they2006 publieatidrH ivrelsa nadrées | nt o
Global Responsibility: A Strategy for the Ministry of Foreign Affaltheseobjectives comprise being
influential and successful and helping to generate security in the internationalagremal| as a
commitment to a fairworldc whi ch i ncl udes fii mpr ovi rogerationandqual i
strengthening partnerships that favour sustaina

Policy on development eoperation has been guided by the 2@dvernment Resolution on
Developmen®olicy which contains priorities such as the Millennium Development Goals (MDGS),
poverty reduction, policy coherence, sustainable development, country ownership, predictability and
transparency. In late 2007, the government released a new policy stateaietaining the 2004
p ol i c yabching goaleof poverty reduction and commitment to the MDGs, while also prioritising
sustainable economic, social and ecological development and adding a timetable for reaching 0.7%
ODA/GNI. The policy also emphasisesral and regional development, initiatives for innovative
funding mechanisms and aid effectiveness, the division of labour, and an increased focus on
environment, climate change, crisis prevention and supporting peace processes. In implementing the
new pdicy, Finland needs a prudent approach for establishing clear and coherent objectives. It should
ensure clear criteria for the selection of partner countries and include sufficient flexibility to react
according to changing circumstances at the field level

DAC PEER REVIEW OFFINLAND - © OECD2007 10
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Following the last peer review in 2003, Finland has made progress on most of the findings and

recommendati ons. Particularly noteworthy are t
coherence for development and the promotion of thdasittade agenda (both also prominent topics
of Finlanddés EU agenda), the explicit commitmen

long-term partner countries, and the efforts to improve aid effectiveness.

Making full use of the European Union ad collaboration with the Nordics and other likeinded
donors

Finlandodés c¢cl ose col | ab oisantinpartant factortirhitdevetommerE ur o p e
co-operation policy. The governmebbth engages actively in the Eldnd with Nordic and like
minded countrie$o promote its policy prioritiesand draws on the work of these groups to devétop
own approaches and implematd activiies, a judicious tactic for a small donor afd) Member
State.Finland took over therpsidency of the EU in theecond half of 200@espite beinga huge
strategic and administrative challenge for smdémber StatesFinland was perceived by most
commentates to have acquitted itself well in promoting development policies. In particiar,
Finnish Presidency focsed on and made progress imrfanain areas: ecuring agreement on the
development coperation instrumeritj i ) contri buting to the€odéofiiti al
Conduct on the Division of Labauiii) advancing the aifbr-trade agenda thugh the first ever joint
trade and development Council meeting; andngjeasing the priority given to policy coherence for
development.

Good public awareness results, but a strategy is required

The level of piblic support for developmm in Finland ison a m@r with other EU Member States
with 89% of Finnish people saying they think developmerpmeration is importaritut only 8% are
familiar with the MDGS® However, Finland does not have a afiegy for public awareness. A
commitment to a mukannual ommunication strategy is included in the new 2007 development
policy. Producing a strategy and implementing it will be an important step in raising awareness and
securing the necessary support for the scaling up of aid envisaged for the years to cheendnat
the Unit for Development Communication would benefit from better communication and information
within the MFA. The unit could also profftom doing more on identifying and targeg specific
groupssuch as parliament, media, local authoritiesiop leaders and youth groups.

Recommendations

1 The Committee noted that the new development policy (2007) maintains tharokigrg
goal of poverty reduction and commitment to the MDGs. In implementing it, Finland should
maintain a focus on aid effectimess, environment and climate change, and conflict
prevention and fragile states, while promoting selected new policy initiatives.

1 The DAC commends Finland for using the EU to take forward certain policy priorities such
as the work on the division of labo As a modest sized donor, Finland should continue to
lean towards the EU and Nordic Plus groups and support joint initiatives (such as shared
analysis and joint ventures) in order to reduce duplication of activities and transaction costs
across donors.

1. One of the main development financing instruments of the EC.
2. According to the 2007 MFA opinion o

DAC PEER REVIEW OFFINLAND - © OECD2007 11
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I Based ornthe mandate in the new 2007 development policy, the MFA should produce, and
implement, a multannual public awareness strategy.

Promoting policy coherence for development
Positive steps taken to put structures in place, but continued practicaygess is required

Policy coherence has had a hi-opdragon syptemosindethe i n
2003 DAC peer review. Mo s t notabl vy, the new Go
commitment to policy coherence for developme@h a more practical levekinland has made
progress on establishing formadrganisatioal structures for tackling policy coherence for
development. In the MFA the main focal point is the Unit for Sectoral Policy within the Department
for Development Pady. The Development Policy Steering Group (diregfeneral level) can be a
forum for discussing policy coherence for development, but this appears to occuadhegcbasis.

The MFA has also recently created an advisor post tasked solely for polengcoé for development

I a positive step. Across government, there are thematic working groups on various policy coherence
for development issues, but they tend to vary considerably in their mandate, working methods, activity
and ultimately, success. Inaléy, trade, security and migration have been the subject areas where
Finland has put most emphasis.

There have been two other important institutional developments since the previous peer review.
Firstly, in 2003 Finland introduced the position ofridter for Foreign Trade and Development in the
MFA, a positive step to ensure greater coherence in tackling these two important, and at times
conflicting, policy areas. Secondly, in the same year, a Development Policy Committee, comprised of
parliamentaans, academics and expert civil servants was crealéee Committee focused in
particular on policy coherence for development, and has produced helpful advice and
recommendations that have generally been acted upon.

The government places great emphasist®internal EU coordination mechanism which is used
to formulate agreed positions across ministries for working with, and influencing, the EU, and
suggests that this mechanigie factodeals with policy coherence for development. But this apparatus
is not designed specifically for policy coherence for development nor can it guarantee that all
development issues are taken on board in all subject areas to the same degree. Finland also
acknowledges different levels of progress in different policy areas.sbuowe topics, such as
environment, taking account of developing country concerns is already routine, whereas in other
policy areas (such as agriculture) inteinisterial dialogue hardly takes place concerning the
development perspective.

Recommendations

T The gener al decl arati on i n t he Government
commitment to policy coherence for development made in the new developoieyt p
should be translated into clear mandates for bodies dealing with polioydic@tion
between mirstries.

T Finlandds focus on the EU -judged. fNeverthedesst thipp ol i ¢
should not divert attention from improving domestic policy coherence and finding practical
solutionsThe second, recently formed, Development Policy Commitkould continue to

3. The Development Policy Committee 2003 was the latest in a long line of advisory bodies instituted
by Finland, and a second DPC running from 2QQ#vas created in September 2007.
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have a mandate to initiate proposals and promote thinking on policy coherence for
development.

1  The government should make full use of the annual reporting procedure on policy coherence
for development to Parliament to enable it to nmmiow policy coherence for development
is promoted, and measure results in achieving coherence.

Aid volume and distribution
Finlandbés ODA budget is increasing but the 0. 7%

In 2006, Finlandds net ODrépresemiogi0m@¥ed its GHl atldS D 8
pl acing it el eventh amongst DAC member countri
1994 and 2004 and the ODA/GNI ratio has been increasing, albeit slowly, since 2000. Growth is likely
to continue thanks to arl% increase in the ODA budget for 2007, which will bring the ODA/GNI
ratio to 0.43%.

Finland has committed to meet the O0.7% ODI [/
timetable), which will require significant budgetary effort; it should be noted tkatatiget date has
changed from the previous commitment to reach 0.7% by 2010. Based on current projections of
economic growth, the budget framework would enable Finland to attain an ODA/GNI ratio of 0.51%
in 2010 and thereby comply with the EU mt@m taget? Unlike during the previous administration,
the 0.7% target is not explicitly stated in the budget framework doctiridatvever, the new
development policy papereonf i rms Finl andds commitment to tl
prepare a concrefdan for scaling up as recommended in the 2003 DAC peer review and also by the
parliament, and to ensure the target is met even if GNI growth turns out to be faster than anticipated
under the current budget plan to 2011. Moreover, it should strive to usskef the momentum
created by the recent debate to ensure the plan also covers the large increases of roughly 10% per year
required between 2011 and 2015.

Finland disburses 485% of its gross ODA through multilaterals, based on nyeléir funding
commiiments and with over 90% of this funding in the form of core contributibidand has
developed policy papers outlining principles and priorities for its multilateralpeoation but like
other donors, it would like objective assessments of multilateple nci es 6 ef fecti vene
allocation decisions and policy dialogue. Scaling up aid is likely to provide scope for increased
funding to multilaterals, and this may enable Finland to increase its influence on the policies of the
multilaterals byconcentrating additional funding on selected multilaterals.

Efforts to concentrate on fewer countries and sectors risk being diluted by other policy priorities

Finland is commended for acting on the advice of the previous peer review and successfully
reducing the number of lonterm partner countries from 11 to 8 and also for adopting clear and
appropriate transition strategies where necessary. However, bilateral ODA gross disbursements to
these eight countries fell from 40% in 199000 to 28% in 200405 (partly, but not exclusively, due
to high levels of Iraq debt relief), and the total number of recipient countries increased from 90 in
19992000 to 102 in 20045, largely due to NGO projects having a wider geographical spread.
Finland6s aeélapedtCountriee (AB3Cs) adeepercentage of total ODA fell from 49% in

4. The EU15individual country targets are 0.51% for 2010 arwd®for 2015.

5. This document is the Decision on Government Spending Limit8-2Q(Ministry of Finance, 2007).
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2003 to 32% in 2005 and aid to sBhharan Africa fell from 44% in 2003 to 28% in 2005. While the
budget proposal for 2008 forecasts the share of aid to LDCs to rise back up to 48% ahdré to
subSaharan Africa will increase to 57%, it remains to be seen whether these levels can be reached if
allocations continue to be made from other budget lines and/or exceptional allocations to countries
recovering from crisis.

Finland has donediter on sector concentration. Initslenge r m part ner countr
objective is to focus aid on three sectors at most (in addition to providing general budget support).
Concentration has increased in all countries. Between 2000 and 2005, eegutmters of total aid
(excluding debt relief and humanitarian aid) was allocated to the selected priority sefita®f the
eight countries. In two of the three other countries, priority sectors received over half of total aid.

Cross cutting issuesemain a priority

Finland has identified gender equality, envir@minand vulnerable groups as three kegizontal
issues, as well as highlightinglV/AIDS, good governance and information, communication and
technology as other broad based topics ofartgnce.Internal wlicy papers on gender (2003)
environment (2007), disability (2003), HIV/AIDS (2004)nformation, communication and
technology (2005have been produced to haipainstream crossutting concerns into project and
programme interventionglowever, these crogsitting issuesrenot yetfully maingreamed Finland
also givessupport toNGOs to directly address these issues.

Recommendations

T The Committee welcomes Finlanddbs renewed co
of 0.51% by 2@0 and 0.7% ODA/GNI by 2015 at the latest as stated in the new
development policy. Current plans for reaching the targets are based on relatively
conservative estimates of growth. Therefore the commitment should remain firm even if
economic growth is great than predicted. Finland would benefit from a plan for reaching
the target in 2015, to be updated along with economic forecasts.

9 Finland is encouraged to retain isrlier 60% target of bilateral fundinto longterm
partnerslt should monitor the sha of bilateral country and regional-operation in order to
avoid a decrease and hemfgefactofragmentation.

1 Finland is encouraged to continue its policy of providing core contributions to multilateral
organisations. Contributions to multilaterals dddae a key consideration in the strategy for
scaling up. The policy on multilaterals should be based on performance and used in policy
dialogue and to inform decisions on funding allocations.

1 Although Finland has policies on cresstting issues and guélines on their
implementation, there is still a need to ensure these guidelines are systematically applied in
the dialogue with partners on projects and programmes.

Aid management and implementation
Getting the organisation right and reducing centralisah
The MFA has characteristics of a matrix system. It has 12 departments, 9 ofaehécimsidered

to handle some aid. It is questionable whether the nine departhsvgssifficient experise to deal
with development coperation, and ensuring clear aonmication andhe consistent implementation
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of policy and procedureis a challengelhere is also aisk of duplication of activities (for example
betweenthe Department for Development Policy and tBbepartment for Global Affairs) and
transaction costén terms of tne and effort when cordinating across many units ihifferent
departments appear to be high.

Decisionmaking is highly centralised and appears administratively burdensome. Projects and
programmes have to be submitted by the project offc@nanagement and/or the Quality Assurance
Board for guidance and agreement a considerable number of times during the project management
process, and every project above ERIR000 must be approved by the minisféhis low threshold
and high level of irdrnal accountability maylso cause delays ardifficulties when Finland is
participating in joint programmes and budget support. The MFA needs to consider greater
decentralisation to empower embassies to decide how to implémeezduntry programmes withan
agreed frameworlaid out by headquarters.

Increasing accountability and increasing staff skill levels

To increase accountability, Finland introduced performance based budgeting in the early 1990s.
The development coperation budget proposal outlhe fioper ati onal per f or maé
specifies the indicators for monitoring budget
well performance targets have been met is submitted to parliament at the same time as the budget
proposal. It is udlear how the current system of performance targets is being used by managers to
i mprove Fi nl an efermtiodimpaet bravipether properchannels for feedback kxist.
Vietnam, the embassy went a step further and outlined a results repgstiam sising 40 indicators
monitoring the country strategilowever, the Vietna experiment could b®llowed upand applied
broadly in a simplified and more realistic way

A second accountability issue is the position of the audit and evaluation fundtiomtive MFA.
The MFA should consider the State Auditorsodo ad\
currently located within the Department for Development Policy, should be placed in an independent
position, to guarantee no conflict of irket. The MFA should also consider whether the development
co-operation internal audit function should sit within the central unit for internal audit ththein its
present position.

Staff capacity and skills have increased since the previous DAC rpeiew through the
recruitment of technical experts at headquarters and locally contrexpegits in the embassies.
However, a significant share of developmentoperation work is still performed by diplomatic
Foreign Service officials with limited devsment ceoperation experience or training.

Committed to the aid effectiveness agenda

Finland is committed to the aid effectiveness agenda and the MFA includes progress on aid
effectiveness in its Annual Statements to Government, but needs to ensuiréutfilst its pledge to
update its current2004 Harmonisation Action Plarthis year to include Paris Declaration
commitments. Within the MFA, aid effectiveness is a priority, has a strong profile and staff awareness
appears to be high. The MFA emphasiget its country programmes are based on partner country
national poverty reduction strategies and are discussed every two to three yeardendhigiateral
consultations. Although not a formal country strategy process, it is an intensive and lughly c
operative approach supportive of country ownership. However, Finland could make greater use of
national public financial management and procurement systems.
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Finland actively pursues increased-ardination and harmonisation, and as a member of the

Nordic Plus group it has been involved in progressing ways of working together, helping to develop a
number of operational tools including guides on joint financing arrangements, joint procurement

policy and delegated emperation. Finland has begun participgtiin delegated coperation

arrangements such as with Norway in Sudan, while it generally seems to maintain an emphasis on

visibility for Finlandbds contributions. Wi
to the initial work during its msidency which led to thEU Code of Conduabn the Division of
Labour.

The untying of aid, and concessional credits

Finland fully complies with DAC requirements to untie all aid to LDCs. Howewatrary to the

t hi

recommendation of the 2003 peer reviewl&nd decided to continue it®ncessional credit scheme

(a form of financing which is particularly relevant to midileome countries and that is tiedf)

considers concessional credits to be a way to involve the Finnish business sector in develmpment ¢

operation, and a useful instrument for middle@ c o me count r i es -basedckaides

Fi

n

n i

being gradually phased out.new policy on concessional credits was approved in 200%anach | and 6 s

use of concessional credits is in line with OECD rulad, a system o&xpost evaluation of the
developmental impact of these credits should be put in place.

Recommendations

1 The reorganisation of the developmentaperation structure in the MFA should ensure
clear lines of accountability, reduce the highansaction costs and clarify the policy and
implementation functions among and within departmeRisland should delegate more
decisionmaking to embassies, for project approval and results reporting. The MFA should

build upon and simplify earlier eff@to develop resulisased management systems.

91 It will be important to ensure that human resources are adequate to manage the programme

effectively as Finland increases its aid: any staff reductions need to be considered in this

context.

1 The MFA should crate and implement a human resources policy for the development

co-operation function which should focus on increasing developmewpetion skills

through recruiting experts and strengthening the training for the diplomatic, non
development specialistadre, and to ensure that technical experts receive systematic training

on MFA regulations, and practices and are fully integrated into MFA structures.

1 The Unit for Evaluation andnternal audit should be moved out of the Department for

Development Policyn order to ensure strict independence.

i The MFA is commended for initiating the work on &6 Code of Conduct on tH&ivision

of Labourand is encouraged to remain at the forefront of practical implementation of the
code. The MFA should strength its participation in joint working arrangements, and

delegated cmperation, seeking practical progress when posdiitdand should update its
aid effectiveness action plan.
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Special themes
Room for greater clarity on capacity development

Finland shees the general donor community and DAC view that capacity development is
essential for successful development. However, the concept of capacity development receives little
explicit attention and the term appears only sparingly in MFA strategic and pmyments or
guidancenoted. n most of Finlandb6s interventions capac:
but there is no specific strategic approach to the issue.

Increasing attention on fragile states, conflict prevention and security sysieform

Finland is engaged in over 20 fragile states (receiving one fifth of its net ODA) for the most part
through support to multilateral organisations, mwdtinor programmes andternational non-
governmentabrganiatiors, and is currentlplanning toput a new emphasis on crisis prevention and
support for peace processes. Finland is directly engaged in fagie and corlfct-affected
countries, such afaq, Afghanistan, Sri Lanka, and Sudan. Howevénland does nohave an
explicit policy for fragile situations.

Security system reform is a new area for Finland, and some progress has been made with Finland
adhering to the EU concepts for security sector reform -B80&nd DACGuidelines on Security
System Reform 2006inland could work with, andearn from, other donors who have a track record
in this area, continue channelling assistance through multilaterals anddongti trust funds, and
consider delegated auperation arrangements.

Recommendations

T The MFAOGs pidains paomdeemegseful adviceon capacity developmenbut
thereis room for furthedirection on how to implemetie advice, including how to conduct
analysis align support with partner country objectives and strategiasd, implement
activities to develop capacity. €"MFA should considenow to make more systematic use
of lessons from capacity development successes and failures, and how to enhance and
prioritise capacity @velopment in the guidelinestga ki ng use of the OEC
documerns.

1 Finland could devep an explicit policyfor engagement in fragile situatigniscluding a
more comprehensive inteministerial approach. Finland should wonkth other donordo
identify opportunities for strategic partnershiped undemided sectors or regions where
Finland has specific expertise while also continue channelling assistance through multilateral
institutions and multdonor trust funds.

Humanitarian aid

In April 2007, thegovernment published revised guidelines for hutaaian assistance that are
based o the Good Humanitarian Donorshipitiative. The Humanitarian Aid Units located in the
Global Affairs Departmenaind he shae of humanitarian aid is normallyetween 105% of the
overall development eoperation budget.

6. These figures include both bilateral and multilateral contributions.
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Seventy percenb f F i rhunsamtari@nsaid budget is allocated to-gming crises at the
beginning ofthe year and the remaining 30% is abided towards the end of the year, unlespiired
for unforeseen emergencidsor acute dses the Humanitarian Aid Unit caget additional dinding
from unspent funds from the developmentoperation budget or, in exdgmal cases like the South
East Asian tsunami,gpliament can allocate extbaidgetary resource$he wnit can respond quickly
to UN flash appeals by obtaining the m i s ttleorisétien veabally. However, 2005 evaluation of
Finnish humanitarian assistance fountthe decisiormakingpr ocess -nfadrur @&hordi s as
complex and potentiallcumbersome and slow, ande c o mmended t hat the pr oc:¢
and simplified o .

Key characteristics of the Finnish humanitarian aid programme is that it is disbursed largely
through multilateral channels, fairly small number of orgaratons, and pooled funds such as the
Central Emergency Response Furithe concentration of fumdg on a small number of large
humanitarian aid organisatis is pragmatic and efficient given the size of the Humanitarian Aid Unit,
and providing core funding and a low level of earmarking is seen as good pratiiwethe new
humanitarian aid guideles place great emphasis on the importance of linking emergency response
with rehabilitation and development activities.

Finland does not undertake field assessments of humanitarian aid partners and has had limited
involvement injointly funded evaluationsThe 2007 humanitarian aid geithes highlight the
inadequate monitoring ahe effectiveness of aid deliverjpencethe unit has recruited special
monitoring and evaluatiordaisor.

Recommendations

1 The Committee commends Finland for channelling itmémitarian aid through a limited
number of multilateral and international organisations, and encourages it to continue this
pragmatic approach. The MFshould streamlineurrent decisionmaking procedure$or
humanitarian aidto reduce delays in acute emencies. It should establish hoevisis
prevention, disaster preparedness and recovéirgjtiss will be funded and how the linkage
will be co-ordinated between the humanitariand geographical departments.

1 In order to obtain more direct feedback froomFiand6s humani tnmayhean op

helpful for the government to participate morgdimt evaluations anfleld visits with other
donors.
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SECRETARIAT REPORT

Chapter 1

Strategic Foundationsand new Orientations

The foundations of Finnishdevelopment co-operation

Finland has a lagstanding tradition and wedistablishedcommitment to development
co-operation In 1961 the state budget included Official Development Assistance (ODA) for the first
time, and in 1965 the first national developmentoperationoffice was establisheavithin the
Ministry of Foreign Affairs (MFA).In 1970 Finland continued to signal its strong support f
developmento-operationthroughits commtment to the goal ddillocating0.7% ODA ofgross national
income(GNI) to developmentHowever, the countrigasachiewed this targebnly once(in 1991).

Finlando6s cdaperaidnis pommaeipinned by anypecific legislation; insteai is
based on annual state butigand guiding stipulatiordécuments. Traditionallycrossparty political
support angbublic backing ensuseit remainson theFinnish policyagenda.

Since the previous peeeviewin 2003,the Finnish political situation and the context in which
developmentco-operationhas evolved, and continuge evole. In 2005, partly in response to
increasing globalisation, including security issues, the MFA publishddrémgn policystraegy and
principlesinF i n | a n d 6 GlobalrRespansbdity: A Strategy for the Ministry of Foreign ABair
(MFA, 2005b) This outlines five strategic goald) an influential Finlandin the international
community;ii) an international comonity generating securityij) a f ai r wo rimgtgvingi nc | ud
the quality of developmento-operationand strengthening partnershighat favour sustainable
deved o p mevha soccessful Finlan@ndv) an open and seice-orientated MFA. This also satle
broadening of F i colopenatibropslicy doe inckide ogpeater rinterest in conflict
preventon and fragile statesChapter 6). This has been accentuated with the election of the new
governmentin April 2007 whoseinterestlie in maintaining aconsistentfocus on development
co-operationwithin foreign, security and defence policy.

Fi n | dirst defredopmentco-operaion strategywas published in 1993 followed byplicy
outline of the government's relations witkvgloping countrieg 1996 andan implementation plan of
the policy outlinen 1998.This culminated in the government adopting a Whipd? on developmén
policy in 2001 (MFA 2001a).lts headline goals includegoverty alleviation;preventionof global
environmental threatgnd promotion of equality, democracy and human rights. The current guiding
document is the 200&overnment Resolution on DevelopmBuoticy (MFA, 2004a) This wasan
important paper written afterhie previousDAC peer eview. It included priorities such athe
commitment to the Millennium Development Goals (MDGs), policy cohereaceightsbased
approach, sustainable development, cahpnsive financing for development, public/private/civil
society partnerships, country ownerstapgdpredictability and transparency.

The New Development Policy Paper 2007

The govemment releagt a new development policy papén late 2007 based a the
gover nmentRyagranme(i Rrtieme Mi n | 20Q7e Thé main @riofitiescothe 2004
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Government Resolutidmvebeenretained i.e. the commitment to poverty reduction, théKs and
policy coherenceThereis also moreemphasis on otherel issues including renewedcommitment

to reaching0.7% ODA/GNI| and priority given to sustainable economic, social and ecological
developmentPriority is also given tahe issue othe division of labouamong donors, as well @
environment, climatehange, crisis prevention and supp@tpeae processesn implementing the
new policy, Finland needsprudent approach for establishing clear and coherent objectives.

While acknowledging the increasiggcomplex global agenda andole of devebpment
co-operation the gvernmentmaintairs the overarching goal of poverty reduction and continue to
progress new initiatives such as aid effectivenassed on the Paris Declaratiad08. Finlandshould
outline, usingunambiguous targets and objges, a forwardlooking Finnish development policy
promoting highquality and resustoriented contributions towards the global development agenda.

Policy decisiorrmaking

Finlandds coaperationoariefroteign policy’ andis essentiallimplemented by
the MFA (Figure 1) The developmento-operationfunction is integratedvithin MFAQ structure,
with one horizontal department wholly mandated toettgyment (the Department for Development
Policy), another partially devoted to developmente(tbepartment for Global Affairs) and also a
number of geographical departments coveritige entirety of bilateral relationsincluding
developmentbut also wider politicaltrade and consulassues(Chapter 4. In 2003 the gvernment
appointed a misterwith joint responsibility for both foreign trade and development, driven partly by
policy coherence for dev@bment concernginland considershis approacho have beemsuccessful
andit is set to continue under the currgnternment.

Parliament andhie Development Policy Committee

Parliament and the Development Policy Committee (DB@X 1) are key actorgn development
co-operation (along with other revant ninistries which is particularly importart for policy
coherence, se€hapter2). Parliamentapproves the annual budget for developnoenbperationand
monitors progress through three committees: the Foreign Affairs Committee, the Grand Committee on
EU Affairs and the State Finance Committ@iéigure 1) There is no singlelevelopment specific
committee The MFA is also required to submit akn n u a | Report on Finl an
Co-operation (MFA, 2006b) to parliament. However, developmentoc-operation matters are not
debated in plenanalthoughparliament has omany occasionstressedhat Firland should fulfil its
ODI/GNI commitments Developmentco-operationhas general crogsarty supportand is often
perceived t o idse foradiscissiencbiofficials aathért han a fispuelfor t i c al
parliamentarians.

Box 1. Finland's Development Policy Committee

Finland has a history of setting up development co-operation advisory bodies composed of a cross-section
of civil society including parliamentarians, trade unionists, NGOs, academics and expert members from the civil
service. The latest incarnation was the Development Policy Committee, appointed by the previous government in
2003 for a four year term. Its mandate was to monitor the levels of public funding and the quality and
effectiveness of development co-operation, including through policy coherence. It made proposals and
recommendations and produced an annual statement, St at e of Fi nl and 6 9DPD,&008, 2006, 1
2007) discussed publicly and in parliament. The Committee has fulfilled a very useful and necessary function. It
was an active and credible partner, was productive and provided the moderate critical eye that fits appropriately
with Finlandbs consensual way of doing busi nes sestabliske
a Development Policy Committee for 2007-11.

7. Finland Memorandum to the DAC peer review. Page 6.
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Regional approacheme animp or t ant f act or i mooperatiohpalioydThe dev e

European Unioni s considered an integral par tign and nd
development policy. One of thogem ment 6 s ai ms i s t ¢he Elbast globale t o
actor in both extrral and development action. Thevgrnmensimultaneously engages actively in the

EU to promote its policy priorities, and draws on the work of the EU in developing its own approaches
and implementing its actities.F i n| a n d 0 $ to@&mage practvely and positively with the

EU, the Nordic PlusGroup (see Section belownd other constituengyrougngsin order to have an
influence on global development, a judicious tactic for a small donoEdnidember State.

FinlandésyofRneEls i de

Finland took over the r@sidency of the Eln the second half of 2006. Despite beeduge
strategic and administrative challenge fosmall Member StatefFinland was perceived by most
commentats to have donewell in promoting developmentpolicies In particular, the Finnish
Presidency focused on and made progress in four main areas: new financingenss; division of
labour, aidfor-trade and policy coherencEhese are described in turn below.

Agreeing the Developme@b-operationinstrument

During Fi n | aresilénsy a Bommon positionwas reachedmongMember Statesnd the
European Parliament on the Developm&nptoperationinstrumentand the European Instrument for
Democracy and Human Right§he DevelopmentCo-operationinstrumentis one of the two main
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development financing instrumefiisf the European CommuniEC) totalling EUR 16 897 million
for the yars 200713

New dvision of labourinitiative

Finland is also tdbe commended focontributing to the initiawork leadirg to The Code of
Conduct on the Division of LaboufEuropean Commission2007a) Alongside the European
Commission Finland produced a joint issueager for the October General Affairs and External
Relations Coudil (the mnisterial level @uncil meeting) setting out proposals for increase
complementarity among donors. The idea wago beyond simple eordination and improve the
division of taks among Member States. This led totbiintaryCode of Coductreleasediuring the
German esidency in thdirst half of 2007, and is an extremely impartastep towards reducing
duplication and increasirgfficiency.

Innovations m aid-for-trade

Finlanda| s o t ook f-orrtrada egéndalimevaiviely thel October mnisterial level
Council was thefirst ever joint trade and development Councihister$ meeting. Amongst othe
things,Member Statesommittedto implemening aid-for-tradeas part of their development policies
and preparinga joint EU aidfor-trade $rategy during 2007Council conclsions were adopted
(European Commissigr2007c)which set ouffour components for the future aidr-trade strategy:
i) increasing collectie volumes of EU aidor-trade tothe level that has been pledged; filcusing on
how aidfor-trade can achiev susainable poverty reduction; iigroviding for monitoring and
reporting;andiv) providing for greater effectiveness.

Furthermore, the role of Economic Partnership Agreemastslevelopment tools was discussed
and highlighted. Since trade is an esserg@hponent of development, and is an EC competence
(rather than Member StafgdFi nl an d 6 s , andmuisudt sf| the isaithrough the EU is well
considered.In 2004 Finland proposed aministerial OECD meeting on trade and development.
Althoughit did not take placeit was aprecursor t@ closer working relationship between @& CD 6 s
Development Assistance CommitteeAD) and the Trade Committeand also with th&Vorld Trade
Or gani sWNO) searefasat dn aitbr-trade. Despite being small payer, Finland has den
active and influentiain raising the profile of the aitbr-trade agenda.

Progress orPolicy Coherence for Development

Finally, Finland alsoprioritised policy coherence for developmenwith a joint foreign and
development rimisters meeting held to discuss a paper on hointegratedevelopment corerns into
Council decisiormaking(European Commissio2006c) Consequently, the October Council meeting
adopted two conclusions: @n the integration of development concerns in r@dudecisionmaking
and ii)on thePolicy Coherence for Developmetling work programme. These emphasitieel need
for better information on the impact of policy decisions on developing countries, greater dialogue
among sectoral policies and irasednonitoring of progress.

Holding the EU pesidency is time&onsumingand burdensome, but also a gamportunity for a
small donor such as Finland sbape the international agenalad have more influence than normal
While noting the guidingather than ammanding mandatof thepresidencyrole, Finland appears to
have been strongly committemhd well organised. Whilelomestic prioritiessuffered slightly as

8. The othermain instrument is the European Development Fund. The Develop@eaoperation
Instrument funds primarily Asian and Latin American programmes, while the European Development
Fund is used for programmes in African, Caribbean and Pacific countries.

9. The EC6s negotiated trade agreements with Africar
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resources were dedicated to thregidency task and some work put on hadyupdatingthe aid
effectiveness plan Finland is generally considered to have played a focused and sucEt$sfam
leader role, both indadgartersandin Vietnam @s observed by the peewview team, see Annex)D

The Nordic Plus Group

Anotherrelated alliance of pme importancego Finland is the Nordic Plusr@Gup. Comprising
the fellow Nordic countries of Norway, Denmatkelandand Sweden as wel | as the
i the UK, Netherlands and Irelaiigthis assoiationis used both within the EQand in wider 6rums
to propose and advocapmlicy positions. Finland places great importance on being part of, and
keeping up with, these perceived progressive and generally high volume deintanisd also works
collaboratively within regional constituency groupingstee World Bank and regional development
banks, and in likeninded groups at the UN.

Cross-cutting issues

Finland has identified gender equality, environment and vulnerable groups as its three focus
horizontal issues, as well as highlightinglV/AIDS, good governance and information,
communication andethnology as other brodzhsed topics of importanckternal mlicy papers on
gender (2003)environment (2007), disability (2003), HIV/AIDS (200Q4#)formation, communication
and echnology(2005)have ben produced to helmainstream crossutting concerns into project and
programme interventiondrinland also givessupport toNGOs to directly address these issues.
However, the extent to which these cros#ting issuesre truly minstreamed remains quemable,
and arobust institutional and systematic appro&chtill required for includingrosscutting issues in
project/programme implementatiaeaching down to field levéChapter3).

Public awareness

Status of public support

The level of piblic support for developm# in Finland ison a @r withother EU Member States
I n t he MHEevélapmeliod-Opérationpublic opinion poll(MFA, 2007a), 8% of Finnish
people surveyed said they thought developmertperatiorwas important. This tallis with the most
recent Eurobarometer survé$pecial Eurobarometer 222, 200&hich puts this figure af1%,
exactly the same as the EU 25 Member State average. Aggaodihe national survewynly 8% of
the Finnish public aréamiliar with the MDGs, wich is below' the 16% recorded for Finland by
Eurobarometein its survey, but similar tahe 12% EU Member State average. In general terms,
Finland scoes roughly around the saras the EU Member State average in most categories.

The Fi nni sdrengsadbthei GOA/GNleacentage figure isigh, perhaps partly due to
the unchanging nature of the figure as wellreegative media coverage as Finland increasingy la
behind other Nordic nationtn theM F A @psnion poll,26% of people correctly iddified the figue
(with another 4% choosing the next nearest op)idmowever care should be taken with this sttt
as aimited number of close choisavere givernn the survey. The national pa@lso recordshat 76%
of people questioned thoughihere is enough information about developmeatoperationand
developimg countries in Finland, while 88 of respondents belieg¢hat Finland should increase its
developmento-operationspending The MFA concludgethat the Finnish population has a broad but

10. Note Norwayand Iceland araot membes of the EU, and therefore not part of the likkénded donor
group when it comes to internal EU matters.

11 Note allowances shoulte made for the different wording of the quession
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shallow level of knowledgefalevelopmento-operation and theministry finds it hard to interest the
public in the realities and the modalities of aid.

Communicating and building public awareness

The Unit for Developmen®olicy Communication within théepartment of Communication and
Culture in the MFA is responsible for public awareness which includes external communication and
development education (on which the MFA rightly works with the Ministry for Education). The main
tools are reportsprinted publications, periodicals, speeches, he MFAG6s g e public al we
information campaigns, events, exhibiticarsd a development education wehsitee level of public
awareness is assessed annutilpugh the survey noted above; this regulaistya commenddle
processThere is an annual scheme to support development information and education byTH&Os.
Development Policy Communication Unitteracts with the media bgupporting journatits dield
trips, giving assistance to televisigoroductions ddang with development issues and conditions in
developing countriesand providingbackground information and resposse queriesA reasonable
budget of EURL.6 million (as well as EURL.9million in the NGO fund), roughly 0.5% of ODAs
allocated to phlic awareness activities.

The Unit for Development Policy Communicatios sometimes marginalised withthe MFA
and from thadevelopmento-operationcentre. This mapartly be explainethy thefact that the unit is
not directly representedt the highest management levelsoisideration shoulthe given tohow to
ensure mechanisms for the systematic and efficient flow of information.

The Unit for DevelopmentPolicy Communicatiam has limited resources to develop specific
approaches to particulaéargetaudiencesStaff were candidabout the fact thathey havenot done
enough to tailompproaches to particular groups such as parliament, media, local authorities, opinion
leadersand youth groups, and thamore work is requiredThe wit alsofinds it difficult at times to
obtain factual information fronMFA headquarters colleagueand theflow of information from
embassies for use in public awareness walhough improving, remainBmited and ad hoc
Furthermore, the unit viewthe developmentco-opeition statisticsthat it receivesas robust and
pertinent, but hakmited capacity to conduct analysiad provide the optimuselectionof statistics.

The commitment and resources directed towards increasing public knowledge appear adequate,
and Finlands matching most donors in its efforts and is not alone in struggling to deepen awareness.
However,Finland does noyet have a strategy fqrublic awarenesbutin the new 2007 development
policy, it is committed to producing ond’roducing a strategy dnimplementing itwill be an
important step inadvancing awarenes3he Unit for Development Policy Communicatiomould
benefit from more ragar and systematic reportingoin MFA olleagues in headquarters and the
field, andcould also profifrom doing nore to identifyand targespecific groups.

Box 2. A successful campaign

Raising public awareness is always a challenge, but there is one outstanding example from Finland of how
to tackle the problem. In 2005 the MFA commissioned a series of publications for schools based on an animal
theme in order to highlight the Millennium Development Goals. Posters, a teacherd guide, brochures, postcards,
playing cards and campaign web pages depicting a set of hand-drawn animal characters explaining the MDGs
were used to appeal to primary and secondary school children. The publications are creative, colourful and easy
to read and understand.

So successful was the campaign, that samples of the English versions (translated due to high demand)
have been distributed upon request in different countries, with interest particularly strong in the UK and Ireland.
Other countries are also planning to use the illustrations. Agreement has been reached for Spain to translate and
produce the posters in Spanish, and a similar agreement is pending with Slovakia.
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Future considerations

T

The team welcomed the fact thiie new 2007 developmenblicy maintairs the over
archinggoal of poverty reduction and commitmenthe MDGs In implementing it, Finland
should maintain the focus @id effectivenesgnvironment and climate change, aahflict
prevention and fragile stateshile promoting selected new policy initiatives

Finlandshould be commended for usitige EUduring its presidencto take forward certain
policy prioritiessuch as work on thdivision of labour As a modest sized dondfjnland
should continueto lean towardsthe EU as well as the Nordic Plus 1®up and support
progressive initiatives (such abared analysis arjdined-up ventures) in order to reduce
duplication of activities and transaction castsoss donors.

Based on the mandate in the new development polieyMFA should produceand
implement,a multtamual public awareness strategy
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Chapter 2

Policy Coherence

Prominence given tgpolicy coherence for évelopment

Policy coherence hdsad a considerablyhigherpr of i | e i n Fi ndoaperdiéns de v ¢
systemsince the 2003 DAC peeeview. The 2004 Government Resolutionritten by the previous
administraion putsthe issue ugront, makinga clear reference to policy cohererioe development
on its first pagefidevelopment policy refers to coherent activity in all sectors of international
co-operationand national policy that have an impact on theustatf devel oping count
2004a) The esolutionalsodevotes a whole chaptar outlining how to tacklepolicy coherence for
developmentin security, human rights, trade, environment, agriculture and fgrestucation, health
immigration and infomation society paties. This is a significant improvemerthe previousDAC
peer eview noted thasuchclearpolicy statements weracking. The government intends to maintain
this focusand makes an explicittommitment in its government programmemmiment to tackle
policy coherencéor developmen{ Pr i me Mi ni st.er 6s Office, 2007)

Unquestionably, the MFA is committed to improving policy coherdacelewlopment but like
most donors it needs to tackle the two great challeofyésensuring other p#s of government take
the issueas seriously as development officials do; anapiplying policy coherencir development
in practice i.e. managingconflicts of interests and ensuring good outcomes for developing countries.
By its nature successful paty coherencdor developmentcan only be achieved if there is wide buy
in across government atad the supranational level ¢.g the EU).

Finlando6s taenijoprbpaaniUrdon o n

Generally Finland is strongly inclined towards the EU, recognising hat a driver of Member
Statesd policies and as a conduit for Member St
viewed as fundamental to improving policy coherefocadevelopmentnot least as thas competence
over Member Statefr suchsignificant matters as trade and agriculture, and a growing role in other
domains such as security. The recEntopeanConsensus on DevelopméEuropean Commission
2006a)continues to commit the European Community and Member States to policy cohinence
development This identifies12 priority area$ and outlines plans for progregsvith responsibility
often at both the EU and at the national level).

The Finnish Government places great emphasis on its intEBtato-ordination mechanism
(Figure 2), wiich is used to fanulate agreed positions acrddsnishministries for working with, and
influencing, the EUHowever, he system attempts to ensyn@icy agreement on alEU policiesin
general and is not designed specifically for policy coherencesfgldpment. Neither can it guarantee
that all development issues are taken on board in all subject areas tantbedsgree, nor that

12 The 12 priority policy coherence areas are: trade, environment, climate change, security, agriculture,
fisheries, migration, social dimension of globalisation, research and innovation, infornatiety,s
transport and energy.
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developingcount ri esd® i nterests wiMéniorarndamo¢he PACEOEEGD] e nc e .
2007a) Finland acknowddges that the preparation of EU policies relevant to developmeranhill

take into consideration developmnt i s sues t ofortogics suchrag endrenmietakirg s : i
account of developingountry concerns is already routiliee; whereas in som other policies,

dialogue hardly takes place concerning the development perspettive

Figure 2. Finland's EU co-ordination system

Cabinet Committee on
Foreign and
Security Policy
incl. President of the Republic

The Parliament Cabinet Committee
The Grand Committee on EU Affairs
The Foreign Affairs Committeg Chairedby Prime Minister

Government Secretariat for Committee
EU Affairs for EU Affairs
0t NAYS aAyAralfiSNn PermanenSecretaries

SubCommittees (37)
(e.g. Foreign Affairs)

The Ministries

Permanent Mission
of Finland to EU, Brussels

Source: MFA
Fi n | aomahiasionalapproach

Fi nl and 6 s wriftem commitmendionpdlicy coherencéor developments reinforcedby
considerableawareness of the subject among MFA officials and the broader Finnish development
co-operationcommunity. Policy coherencdor developments primarily the responsibility of the
MFA, and is dealt with in the Cabinet Committees on Foreigd Security Policyand EU Affairs
from time to time.In 2003 Finland introduced the position of Minister féoreign Trade and
Development in the MFA precisely to tackle coherence in these two most important, and at times
conflicting, policyareas. This is positive step that is set to continue.

Another important institutional action was the establishment of the DevelopRaidy
Committee(DPC) with afocus on policy coherenc®r developmentThe DPC tok its mandate
seriously andactivdy assessetheasures taken, highlighting issues, calling for progress and making
clear recommendationB@x 1 andsection below)

Since he 2003 peereniew Finland has made progress in establistiomgnal organistioral
structures for tackling policy coherenime developmentin the MFA the mén focal point is thdJnit
for SectoralPolicy within the Department for Development Polickhis unit has recently createzh

13. Finland memorandum to the DAC peer review. Page 21.
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advisor post solelyor policy coherence for devagbmenti a posi ti ve step. The

increasethe policy coherence of Finland and the EU from a development policy pexspdutough
analyses, awarenessisingand advocacyThe DevelopmenPolicy Steering Group (directgeneral
level) can be a forum for discussipglicy coherencéor developmentbut this appears to occan an
ad hocbasis.

Across g@vernmentpne of themain mechanismgor policy coordinaton for developmenis the
thematic workiig groups, which includgroups on:

9 trade and development (MFA)
1 security and developme(MFA, Ministry of Defence, Ministry for the Interipr

1 migrationand development (MFA, Mistry for the Interioy Ministry of Labou)

1 external dimension of energy policies (MFA)

1 international finanial institutions debt and innovative financing mechanisms (MFA,
Ministry of FinanceBank of Finland)

1 climatechange(MFA, Ministry of Environment, Ministry for Trade and Industry jiiétry

for Agriculture and Forestry, Ministry of Finance, Ministry of Transport and

Communications)

The working groups vary considerably in their mandate, working methods, participation and

activity. Some groups areedefining their mandates and workingetimods which appears to be a
necessary and constructive stép.reality, trade, security and migratidvave been the main area

where there has been protive policycoherence for development work, ahére has also been some
progress on policy cohereaf o r devel op me ndecent worki* Ahese are kaly to f
remain themost importantsubject areas,with the new gverrment also expected to prioritise
environmentglimate changand sustainable development.

Awareness of policy coherender developmentacross government differs and is generally
stronger where thematic groups exigtade, security and migratiare seen as the most active forums
and knowlelge levelsabout the impact of policies in these areas on developing coumteigerceied
to have increased in recent yedasd this applieso a lesser extent to environment and climate
change) In many areasdiscussion of the policy coherenéer developmentagenda is only just
beginning in a systematic manneonrFexample, it is notablihat there is no thematic worlg group

ot

on agriculture and the network on rural development has not had policy coherence for development

on its agenda yeWhile it is not necessarily feasible to cover the large nundfesubjects that may
have policy cherenceor developmentmplications,a focus on a few of the most significanay be
practical and warrantetut includingagriculture more actively would seem appropriate.

At the ninisterial level, abinet committees on foreigtifairs, the EU anddthers can be used to
discusspolicy coherencdor developmentbut in reality thisappeas to be relatively uncommon and
unlikely to lead to substantial policy jadtments. Agrinland $1emorandunto the DACexplains:
fialthough commitment tpolicy coherace for egtvelopmenby the whole of gvernment is strong, it

14, Progress on Odecent wor kd has been dri ven
Commission on social dimensions of globalisation rather than the policyerwieefor development
agenda.
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is quite rare that other policyontents would be challenged bymisters on the basis of development
policyd.™

The DevelopmenPolicy Committedd s r epor t

The Development Policy Committegas astrong proponent of policy coherence for development
and considered thaFinland had improved the incorporation of development perspectives into other
policies, and had raised its profile as a promoter of the sulbjestever,despite this progress the
DPGS 2007 annual reportemphasisedhat further work was required in both the Finnish and
international arenas. It fethat Finland had been more effective in promoting policy coherfce
developmentwithin the EU thandomesticly and noted that improweent in the EU was not a
substitute for national pgvess. Moreover the DPC emphasisthe need to implement policy
coherencdor developmentn a funct o n a | manner  ahe ohstranergsefar prenwting h a t
practicalworkar e st i I(DPC@@T)i ci ent O

The ommitted s mai n recommendations i ncluded:

1 The need for the newogernment to commit to policy coherenfa® developmenin its
programme

1 The creation of a ministerial working group for glob#has to steer the implementation of
devebpment policy coherence intheogv er nment 6 s acti vities, and
the stateadministration to support theimisterial working group.

1 Annual reporting to grliament on the advancement of policy coherdacedevelopment

1 Preparatonof i ndés position on EU affairs should
for developmeninto consideration.

In an earlierreport (DPC, 2005) the DPC recommended that Finland shoulddcmh policy
coherence analysisall ofits longtermpartner countes.

The DPC has a stronghderstanding of the policy coherence for development ageridaland,
and the gvernment would do well to heed its recommendations. The administration has made clear its
obligations to policy coherence for development inFtegramme( Pr i me Mi ni st er 6s O
This is thefirst time the issudas been laid out in a governmemnifestg andthere is a&commitment
to policy coherence for developmeint the new évdopment mlicy. In 2006 annual reporting on
policy coherencefor development to grliament was introduced, followingthe Development
Co-operationReport;Finland is encouraged to k&full use of this procedure

The creation of a ministerial working group for globtihs and a permanent supportipgdy is
an interesting proposalAt present there are focal points for policgherence for development via
mid-level officials {.e.the Unit for Development Blicy and Fanning within the Department for
Development Blicy andthe specific expert staff member taskedwork on policy coherence for
development) and ad hoc ministerial involvement i(e.through the EU and the ForeignffAirs
Committees). A designatedimisterial working group withownership of the issue could provide
greater focus and leadershig avell as encouraging greatepplication of policy coherence for
developmentcross gvernmentA longtermandysis of partner countriegocusing not only oraid

15. Finland memorandum to the DAC. Page 24.
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partners but also on the main trading partners aad sources of migration to Famd hasyet © be
carried out This couldprove to be a useful exercise As wel | as monitoring
policy coherence foral/elopment in practice across the broader spectrypartdier countriest could
provide valuable lessons

A European Centre faDevelopment Managemergport(ECDM 2007)considered the DPC to
be a relevant and effective instrument for helping to foster policy coherence, but observed that the
input of the DPC alone is inadequate to promote the policy coherence agenda. It suggeSted
needed a counterpart authorised to make decisions within the Goveinthinis consistent witthe
DPC suggestion of créag a ministerial working group for globdtffairs.

Applying policy coherencdor development

Finland is committed tomproving policy coherencir developmenand the subject has a high
profile as well as crossarty, and on paper, cregevernment support. A number of useful formal
structures are in place, such as the DPC and the thematic wor&imgsgHowever, anrganisational
setup and a commitment to policy cohereniwe developmentin theory do not in themselves
guarantee development policy issues akem into account routinelyhenother policy deisions are
being made.

Although the EU hasan essential roleot play, a strongemphasis on the EU anthe EU
co-ordination mechanismtself not primarily mandated nor specifically designed to deal with policy
coherence for developmt can dissipat¢éhe attention given to national policy coherence.

The 2003 DAC paere vi e wd s  w aialogieralgne ts hoa gufficfefdr achieving policy
c o h e r emame rélevant. Finland needs to focus on the practical application of policy coherence,
particularly at the domestic levelhe case of Vietham (Box 3) shows timland is making some
efforts to address policy coherence at the field level.

Box 3. Policy coherence in practice - Vietnam

I n Vietnam, unl i ke s oieen parfner €ountriesaRnir@ sutlines thesbroad objactyes
of its co-operation in a country strategy paper. Policy coherence for development is included but is partly implicit
and partly on a case-by-case basis, rather than being an explicit commitment. As well as focusing on pro-poor
economic growth, the strategy paper includes broader objectives of human rights and increased trade and
investment. The reference to trade focuses on promotion and lacks an explicit declaration to ensure policy
coherence between trade and development (note that trade is primarily an EU competence). However, the
strategy paper does state <clearly that flat the he
participation in Vietnam related discussions in Brussels, at the UN, the World Bank and the Asian Development
Bank are in |Iline with the objectives of Finlandos d
specific case of proposed trade restrictions on Vietnamese leather footwear, opposing protective tariffs that were
supported by some other EU Member States.

Other policy coherence for development issues get less coverage, but Finland actively participates in the
donor groups where these issues are discussed (i.e. the Partnership Group for Aid Effectiveness, and the Like-
Minded Donor Group), and in practice the embassy puts development at the forefront of its objectives.

Future considerations

1 The inclusion of policy colrence for developmentin tlge v e r n rReograméngand the
more concrete commitment to policy coherence for ldgweent made in the new
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development policy should be translated into clear mandates for bodies dealing with policy
co-ordination between ministries. Most importantly, other ministries need to take these
issues as seriously as the MFA.

1 The EU is an esseatiforum for furthering policy coherender development and Fi nl an
focus on the EU iswell-judged. Neverthelesshis should notdivert attention from
improving domestic policy coherence and finding practical solutions to differing and
sometimes conadictory policy objectives and programmes across the Finnish Government.

1 Thesecond @velopment Policy Committee thatheing formed should continue to have a
mandateo initiate proposals angromotethinking on policy coherence for development

1 The Goernment should make full use of the annual reporting procedure on policy coherence

for developnent to parliament, to enable ito monito how policy coherence for
developmenis promotedandmeasure results in achieving coherence
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Chapter 3

Aid Volume, Channelsand Allocations

ODA volumes andincreases

Fi nl ancreadirgODA budget

I n 2006 Finland6és n &34milD,Aeprasanting @@ eof its GNI and S D
placing iteleventhamongst DAC meaber countriesin comparison wh 2005, net ODA fell by @©%,
although the 2005 figure wascepionally high due to Iraqi debt relief. Ignoring thtee 2006levels
continuedthe increaimg trend over the last decadei n | aishddubledin real terms between 1994
and 2004 and the ODA/GNI ratio has been increasing, albeit slowbg 8000 (Annex B, Table B.1).
Growth is likely to continue thanks to an 11% increase iraititbudget for 2007, which will bring the

ODA/GNI ratio to 0.43%.

Fi n | aicbddpet isannual, but the budget frameénding limits) is set by eaclogernment
for theentire parliamentary period of foyears.The new gvernment agreed on spending limits f
200811 in May, thusenvisionng a continued increase in | aaddduse ove the next few

years (Figures).

Figure 3. Finland's development co-operation budget appropriations, 2000-15

(Excludes bilateral debt relief to Iraq in 2005)
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Fi nl aaiddig sprimarily funded from saalled regular developmento-operation
appropriaibns, administered by the MFAhhese represem8% of the totahid budget for 2007 and
80% of the proposedid budget for 2008Thefi ot h e r apgbpriation (hatched in Figur® is
primarily the development share of the EU budgeid@r the Ministry of FinancePt her mi ni st r
ODA appropriations amount tess than 3%f the total According to the Ministry of Finance, regular
developmento-operationis the most rapidly growing part of the state budget.

Basd on current projections of econongmwth (average 2.4% per year over 2008, the
budget frame would enabkenland to attain an ODA/GNI ratio of 0.51% in 2010 and thereby comply
with the EU target’ While this will be a significanachievement, it should be ok that this means
Finland wil/l not me e t ommhnent t rachieveODA of 0.600of grassi me nt 6
national incomdy 2010. It is also noteworthy thamlike during the previous administratidhe 0.7%
target is not explicithstatedn the budget frame documegiinistry of Finance2007)

The 0.7% issue was debated durbgpget frame negattions in Rrliament 6 s For ei gn A
Committee.In its statement theommittee: i) argued foa firm commitment tdhe 0.7% target in the
gover nment 6s pr oganamphmesis onipaliay eoheneace and development results; ii)
notedthatFinlahds undertakings had repercussiongsheat th
target was dependent on economgiowth which could easily be giier than projected, given the
go v e r nsnobjectivés of strongrowth and employment in Finland (proted dsewhere in the
budget frame)The mmmittee further observed that lifting ODA from 0.51% in 2010 to 0.7% in 2015
would require annual inements ofEUR 100 million. They suggested that exceedin§1% in 2010

would provide anore realistic basis fachieving 0.7% in 2018-oreign Affairs Committee2007)

The Development Policy Committee has actively pushed for the 0.7% target suggesting
example exempting developnm co-operationfunds from the tite budget framework procedure and
passing adw to secure a permandatel of development fundindt has also suggesteidat this target
is an issue of Fi nl a nAdddrglingto rthe epiniorafolis,cthemdemscta bed i b i |
strong public support for increasing development aid.

Itisreg et tabl e t o not eprofedians for eehchiyg O0.7%lowEvernbe aewd 6 s
developmenpolicyrec onf i r ms Fi n | taorthe &4 targetslimeriFAONsBEew is that the
current budget frame provides a solid bdsir increasingrinlandd aid. But it still needgo prepare a
concreteplanfor scaling upas recomranded inthe 2003 DAC Peer Reviewnd by @rliament and
show flexibility in increasing budget appropriations GNI growth turns out to be faster than
anticipated Moreover, itshould strive to make use of the momentum created by the recent debate to
ensure the plan also covers the large increasegeddetween 2010 and 2015.

Predictability of Finlandds ODA

Finland has an annual wldopmentco-operationbudget whichis outlined each year in March
The proposal is submitted t@apiament in Septembédor approval in DecembeParliament decides
on aid allocations bymain categoriesof expenditure:multilateral ODA, country andregioral
developmentco-operation European Developent Fund, humanitarian aid, planning and support
functions, evaluation/audit, NGO supparid concessional credit$zor the first two categories, the
budget proposal includes a breakdown by recipientafosgtion, country or regionfror each main
categoy of expenditure, arliament also approves -salled fbudget authoritigs® for future years.

16. Source: Ministry of Finance.
17. The EU individual country targets are 0.51% for 2010 and 0.7% for 2015.
18. The authority to make commitments in one year that result in ekpendh later years.
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This enables the MFA to make mwar commitmentsfor both bilateral and multilateral
programmes

In parallel with budget drafting and negotiations, the negliand pblicy departments prepare
their foury e aoperafing and finandia p L Tehe Bepartment for Global Affairs plans allocations
for each mitilateral partner institutionRelevant egional departments (Africa/Middle East and Latin
America/Asia) pla expendi ture at the ¢ ou-tetmrpgartndr eountries f or
(Mozambique, Tanzania, Ethiopia, Zambia, Kenjaaragua, Vietam and Nepal)Allocations for
Airegi onal progr ammes 0, cofiperatibnt u n d 8 Clonded ikkeplém aa nd # |
the aggregate levelrhe current operating and financial plan goes up to 2012.

Multi-year budget authoritiegogether with the fouyear operating and financial plameake
Finland transparent and predictable its longterm pamer countriesThe downside is a lack of
flexibility. According to MFA officials, up to 90% of funds are already allocated at the beginning of
the year.

Predictability is also the aim of Fimlad 6 s  mu ¢obgeratmrt Falana bives over 90% of its
funding to multilateral agencies are contributions® Earmarked funds are directed to thematic
programmes and not fapecific countries or project ur t her mor e, Finlandos
system has been based on mydtar furding commitments sinc&€00203. Allocations to the
international debt relief initiativéSare also multiyear.

Bilateral aid allocations

Geographical concentration

The 2003 DAC peereview recommended that Finland should focus its aid on a@bolbng-
term partner countrge Subsequently, th2004 Government Resolutignovided clear directions for a
greater concentration of Fi nl an d ang ondargerdunding a | ai
padages to improve effectivene§heResolutioraimed to:

1. increasenid to Least Develope@ountries (LDC) to 0.15% of gross national incoasetotal
aid rises to 0.7%f GNI;

increasdunds forco-operationwith countries in sb-Saharan Africa;

increaselongt er m partner countrieso6 s ha rlopmeo f t ot
cooperatiom t o 6 0 ¥he @maspkets far Successful aidprove, increasing annual
disbursement® a minimum of EURLO million per country

MFA reports indicate an increase in the geographical and sectoralntoncat i on of Fir
ODA,; however this idess visible in DAC statistics. DAC statistics shovh at Fi nl andods ai
and sib-Saharan Africa has increased, but not as a shate®f it ot al ai dtotalaid DCs 6
allocable by country or region decreased from 49% in 2088% in 2004 an@2% in 2005For sub-

Saharan Africa the corresponding percentages were 44% By 209 in 2004 an@8% in 2005
(Table B.3, Annex B)The large falin 2005 ispartly due to Irai debt relief, but excludinggag from

the calculabn does nbreverse the trend:hebudget proposal for 2008 forecattatthe share of aid
to LDCswill rise backupto 48% and the share tatsSaharan Africa wilincrease to 57%.

19. Finlandds Memorandum to the D3®)C peer review (OEC
20. Heavily Indebted Poor Countri¢dIPC) and Multilateral Debt Relief InitiativeMDRI).
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Regardinghe reduction in the number of long term partner countries (from &}lsiace the last
peer review DAC statistics show redts which raise some concerid to the eight longerm partner
countries represent eaDA gr&disbufsentemntsin 2008/(BPsexcludingat er a
Irag), while in 19992000 these eightountries had received 40% of the totaThis apparent

contradiction with Finlandds policy statements
geographical breakdown of aid relate toatl expenditure, includingor example humanitarian aid
and NGO activities, whereas Finlandoés objective

developmento-operationframe (344 of total ODA budget in 2007However, he data doaise the
guestion of whether theoncentration policyhas been éctive. The total number of recipient
countriesalso increased from 90 1999/2000 to 102 in 20038. Furthermore, it is notable that the
majority of the longterm partner countries are in the-soa | | ed fAai d tkdeaprominentg s o ,
presene of a hrge number of other, moreajor donors tends to rede the possible added value of

Fi nl and 6 s asacomparativiely smallcdonor.

Statistics indicate thathe concentration polichas successfully scaled doweperationssince
2004in three forner longterm partner countries (Egypt, Namibia and Pe@hly Namibia remained
among the top 20 recipients in 2008. Finlandemphasisesht need to reducad in a controlled and
sustainable manner, with the help of transition strategies that prépageound for more diversified
co-operation The country strategy for Vietnam, preparing ti@nsitionin 2015, includes a section to
this effect. Under the heading of fitrade and i
targeted trade and insenent measures to nurture business partnerships between Finnish and
Vietnamese firms They includehigh-level trade and investment promotion visits based on the
identification of speci fi c o b;yptodson & sforman t¥i et n a
Finnish firms about the implitai ons of Vi et nneandfknewWieDamese tegistagon o
and theimplementation of bushess partnership programnigok 3). It is striking, however, that all
measuresi except for fexpeodriong bteéepipog s Mistady inh ime s e
Finlandi relate to establishing or assisting Finnish firms in Vietnam.

Box 4. Finnpartnerships

Finnpartnerships is a new instrument created in June 2006 to i) mobilise Finnish investments and transfer
of technology and expertise to developing countries, e.g. through joint ventures or business-oriented technological
co-operation; and ii) enhance exports from developing countries to Finland and the EU. It provides grants for
developing business partnerships, matchmaking services and advisory services in business legislation, strategic
planning and financing. Between June 2006 and May 2007 about 60 grants were approved for a total amount of
EUR 3.5 million. It is too early to examine the country or sector focus, but early statistics seem to indicate a
special interest in China, India, Thailand and Vietnam.

A new el ement llacationpdliay kirceghed 2083 peeievitw s a specififocus on
fico-operationof imit ed dur ati ond in cases where participa
communityés efforts to prevent violent crises
crises. Afghanistan, East Timandthe Western Balkans are such recigenrhey received over 10%
of bilateral gross disbursements in 2% (16% excluding Iragdebt relief).

Sector concentration

A more convincing picture of conatation arises from theectoral breakdown of aid@able B5,
Annex B) Inits longterm parte r countri es, Finlandbés objective
development programmes at most (in addition to providing general budget supmbrivith the
exception of Tanzanja. Tabl e 1 p rsectompnrotitiestogether witt BadatosiFn | and 6 s
aid commitments to these sectors in 2@and 20035 as reported in DAC statistics. Concentration
has increased in all cotiies. Betweer2000and 2M5, over threequarters of total aid (excluding debt
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relief and humanitarian aid) was allocatedhe selected priority sectarsfive of the eight countries

In two of the other three countries, priority sectors received over half of total aid. As noted in Chapter
1, Fin and 6 s aactbricancestratiomartde division of labour havdbeen ommendable. The

data confirmthat it has followed these good principles in its own programme.

Table 1. Implementation of Finland's sector priorities in long-term partner countries

Total commitments As a % of
Priority country Priority sector usb total commitments
2000-02 2003-05 2000-02 2003-05
Ethiopia Education 1.4 13.3 7 56
Water 12.8 0.1 64 1
Total commitments® 19.9 23.7 100 100
Kenya Government 2.3 21.1 28 39
Agriculture & forestry 1.7 15.8 20 29
Energy 0.0 9.9 0 18
Total commitments® 8.3 54.0 100 100
Mozambique Education 18.3 30.1 38 37
Budget support 2.8 21.7 6 27
Rural development 0.0 13.9 0 17
Health 13.9 11.3 29 14
Total commitments® 48.3 81.5 100 100
Nepal Education 0.9 15.8 12 45
Environment? 0.4 4.9 5 14
Total commitments® 7.7 35.0 100 100
Nicaragua Budget support 0.0 11.0 0 17
Rural development 0.1 8.8 1 14
Health 0.0 6.3 0 10
Total commitments® 12.3 64.7 100 100
Tanzania Budget support 5.4 33.9 15 40
Dev. of local administration® 4.5 27.3 13 32
Education 7.0 12.7 20 15
Environment 1.1 6.5 3 8
Agriculture & forestry 10.2 0.3 29 0
Total commitments® 35.2 85.8 100 100
Vietnam Rural development 4.2 254 23 33
Water and sanitation 6.4 23.6 35 31
Agriculture & forestry 2.3 7.7 13 10
Total commitments® 18.3 77.2 100 100
Zambia Education 4.2 24.8 49 50
Agriculture and forestry 1.7 12.4 20 25
Budget support 0.0 0.0 0 0
Private sector dev. . . . "
Total commitments* 8.6 49.1 100 100

1. Excluding debt relief and humanitarian aid.
2. Activities included under general environment protection.
3. Activities included under government & civil society
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In countries whereo-operationis of limited duration interventions have been focused on the
government and civil society sectfin addition to aid to refugees)n Afghanistan, Finlandas
channelled these cortritions through thé\fghanistan Reconstruction Trust Fuaethd a number of
UN agencies, includinghe United Nations Mine Action Service (mine clearandgdited Nations
Development Programmeléctions support), uted Nations @ice on Drugs and Criméllicit crop
monitoring) and Wited Nations Environment Programifpostconflict environmental assessment). In
the Western Balkans, Finland has financed civilian crisis management programmes. South Africa and
Palestinian Administed Territories are also receiving limiteerm funding, the former to build up
information technalgy and the latter for educatiomater supply and sanitation projects.

Al | in all, t here has been a cl| e aeralasdisiarfcd i n
over the last decadd@able B.5, Annex B Further changes are likely to take place over the next few
years as Finland moves, with other DAC members, to general budget support and other programmatic

forms of aid. Aid to conflict preventiors | i kel y to increase ragmamnehe ne
pl aces strong emphasis on peace building. Whi |
political standing, it does raise the question
e fectively. Over t he past 10 year s, the share

society* has increased from 2% to 17% (Annex B, Table B.5). Further increases in this area should
take into account the strong emphasis the sector already reicedtkerd o nor sd pr ogr a mme s

Multilateral ODA allocations

Strengtheing the capacity and effectiveness of the multilateral sydtem clear objective of
Finlando6s de vMltiaterah ®©DA hasprapilesertedd4 5 % o f Finlandbs ¢
disbursenents in recent yeafé and in 2006 it amounted to USI380million (46%) Allocation
decisions are guided by the principles lohgterm predictable fundingsee above) andhé
concentration of limited resourcesn  addi ti on t o EU nmulolaterar ODAist i on s,
focused on four UN agenciethe United Nations Development Programriee United Nations
Chi | dr e thé Wnited Naiiahs Population Fuaddthe World Food Programmas well aghe
Worl d Braemé&tidonal Development gsociatim and he regional development banks.
Allocations tothe United Nations lgh Commission for Refugeethe United Nations Relief and
Works Agency in Palestineand the International Committee of the Red Crassme from the
humanitarian aid budget.

According to the MFA there is scope tocreasdunding to some multilateral agenciedthough
the opportunities forincreasing aidthrough multilateralchannelsare limited because of the
government s pol i c yid thraughdilateral prdgrammesinlamdi Hak develbpeda
policy papers outlining princiagbperationalhede agdressor i t i
the strengths and weaknesses of th&ewint organisations itheir contribution tathe MDGs, their
performance assessment fmagisms and their capacity to work with other relevant acidrs.MFA
partidpates actively in discussintpe effectiveness of muleinnualco-operationfor enhancingaid
effectiveness in its own operations as well as in its partner agehiwesver, like othe donors,
Finland would likefurther objective assessments of multilateeag e nci es 6 e f f eitst i ve ne
allocation decisions. lalso considers its opportunities for influencithg policies of the multilateral
agencies, for exampley alloating the extra resources in suclvay as to be placed among the five
biggest donors of a selected agendy this policy successfly increasesFi nl andé s profi
influence in multilateral agencies, there may be a case for it to reconsider its gidiicyting the

21, Largelythesults ect or category ficonfi|] igpeapeececardtse@aurintdy

22, The 2005 figure was exceptionally low at 34% due to debt relief to Iraq.
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share of itsaid through multilateral channels. This would help remove one of the present impediments
to scaling umdalbwintd cominl® issomenendable multilateral alloian policy of
core contributions

Cross-cutting issuesmainstreaming environment

Thecrosscut ti ng t hemes i ncoéperatibnare )thes endrenment (ighe me n t
rights and the status of women and girls, and promotion of gender and social equality (see statistics
below); and (iii)the rights of groups that are easily giaalised, particularlyhildren, the disabled,
indigenous people and ethnic minorities, and promotion of equal opportunities for them. HIV/AIDS,
anticorruption and information, communication and technolagy alsotreated as otheémportant
crosscutting issues.

Like other donors, Finland encounters difficulties in mainstreaming environment into
developmento-operation Finland has emphasised the integration of environmental considerations in
all developmentco-operation intervertions from the midl980s onwards.The 2004 Government
Resolutionputs forwardthe principles of mainstreaming and specifies a number of focus areas for
Finlando6s at the environmentglated MBPGs:access to clean drinignwater and
sanitation servicessustainable management apibtection of natural resourcesypport to partner
countries in implementing global envimmental agreements and processex] forestry as part of
rural livelihoods and as a means alueing poverty.

According to the 200&cv al uati on of Environment al Manage
Co-operation (MFA, 2006h, Finland has not fully implenmed mainstreaming environmeand
fenvironment no | onger enjoys the oltgaiarfdi cant

devel op me nThe exauationdrepsddaws attention to the lack of environmental strategy or
guidelines for implementing the policy, shortage of human resources and the fact that assessment of
environmental considerations at variatages of the project cycle is not well institutionalised. Work

is ongoingat the MFA in some of these areaBor example, a draft strategy on environment and
development has been preparddhis includes a detailed action plan for bilateral and regional
co-operation multilateral co-operationand NGOs as well as measures to improve the planning and
reporting on environmental aid internaljthin the MFA.

Finland is one of th®AC members who can be complimented for applying tHeyonarker
system for traking aid whichsuppors crosscutting themes$® DAC statistics show thatver 40% of
Finlandbés sector 200lamdc2® targeteca andronrbedtisustairgalbilityas a
principal or significant objectiv€éTable 3. However, he evaluatn repot refers to inaccuracies the
data on aid to environment whianecommon to all donot& The data seem twonfirm, however the
environment al focus of Finlando6s aid to water
rural development. Bgontrast, only small amounts of aid to education, health or government and civil
society sectors have beeeported as environmefdcused, which may reflect theainstreaming
difficulties highlighted in the evaluatioreport

23. Finland has not reported complete policy marker data on aid targeting the objectives of the Rio
Convention during the last two years. This reflectsdiffeculties in implementing the marker system,
such as modi fications required to the MFAG6s inf
marker data from desk officers at the commitment stage.

24, The marker data are better suited to analysigds and orders of magnitude rather than reporting on
environmental financing in absolute figures.
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Table2. Finl andds environment and gender equabity focused

Environment focus of Gender focus of Fin
aid programme (USD million) aid programme (USD million)
2003 | 2004 | 2005 2003 2004 2005
Principal objective 29 29 69 Principal objective 11 20 8
Significant objective 88 64 | 177 Significant objective 131 143 225
Not targeted 145 189 | 225 Not targeted 120 119 239
Not screened 12 7 6 Not screened 12 7 6
Total sector-allocable aid 275 289 | 478 Total sector-allocable aid 275 289 478
Environment focused aid* 45% | 33% | 52% Gender equality focused aid* 54% 58% 49%
Memo: Memo:
Total non sector-allocable aid 112 140 202 Total non sector-allocable aid 112 140 202
Aid to Environment? 8 6 23 Aid to Women in Development® 1 1 3
1. % of sector allocable aid. Activities not screened again the environment/gender equality markers have been excluded.
2. Data collected through the environmental sector codes of the CRS are included in multi-sector/cross-cutting sector.
3. Since 2005 flows, the iwo men i n deweltopment or epl aced by @ Sup mtonstandt o wo men
institutionsd, within the AOther social infrastructured categ

Note: Statistics on environment/gender equality focus exclude non sector-allocable aid since several members do not apply the
environment/gender equality markers on these forms of aid. This category includes programme assistance, debt relief
and emergency aid.

An activity can target environment / genfdiecra netq uodhincgpayimeanse 6a fApr i |
environment/gender equality was an explicit objective of the activity and fundamental in its design. Significant means
environment/gender equality was an important, but secondary, objective. Not targeted means that the activity was

screened for promoting environment/gender equality, but was found to not be targeted to it.

Discussions i Vietham and in Helsinksuggest that problems identified withainstreaming
environment are o& general nature and the extent to which they are truly mainstreamed remains
guestionablePolicies exist buthere are fewools for implemating them To a large extent this also
depends on the partners and their capacity and ability to integrate any number-ofitthagdssues
insisted upon by donorg\ robust institutional and systematic approach to the inclusion of-cross
cutting issuesis required taking fully into account the capacity of the partner and ensuring real
ownership.

NGO co-operation

An estimated 12% of Finnish ODA is channelled through NGOs. The MFA providgsaprmme
funding totenlongt e r partrefir N\iGOs andalso provides individal project support to another 230
NGO projects through an annual tender process (for projects with a duratignt@fthreeyears).
There are no geographic sectoral demands from themistry. Subsequently the geagrhical spread
is wide with NGG working in over 80 countrigin 2007 there waa total of 553 projectsiHowever
the sector distribution is less broad, with an estimatedtiivds of NGOs working in health,
education and the social sector. With so many NGO parthersnorey is spread thinly in 2007, 55
projectsin 32 countries wereeceiving funds of lesshan EUR20000. The MFA shouldonsider
whether its NGO poliy is sufficiently strategic,whether its administration proces is overly
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burdensome, and whethérshouldreview the overall transaction costs of supporting so many NGO
partners and projects.

Civil society is also supported at the country level through the Fund for IGueaperation
(Chapter 6) Embassies have direct authority over this small fumdetised in support fogovernace
and human rights activitieand as they see fit. This modest decentralisation is gengraditive;
howeverflexibility could be increased. For example Mietham the restriction that the fund can be
used only for thenongovernmental sectorin a country where the negovernment ector is
practicallynon-existentwas causing difficulties.

Future considerations

9 Itis regretable to note the delay in theygernmen projections of reaching 0.7@DA/GNI.
The go v e r n menewedt@anmmitmens to reaching the EU agreadrgetsof 0.51% by
2010 and 0.7%by 2015as stated in the new development policy are welcor@edrent
plans for reaching the targets are based on relatively conservative estimates of growth.
Therefore the ammitment should remain firm even if economic growth is faster than
predicted. Fitand would benefit from a plan for reaching the target in 2015, to be updated
along with economic forecasts.

i Finlandis encouraged toetain the earlier 60% target of bilatel funding to longterm
partners Furthermore,it should monitor the share of bilateral countapd regional
co-operationas a percentage tdtal bilateral ODA in order to avoica decrease and hence
de factofragmentation.

1 Finland is encouraged to camtie its policy of providing core contributions to multilateral
organisationsContributions to multilaterals organisations should be a key consideration in
the strategy for scaling ug:he mlicy on multilateral organisations should be basedaon
considerion of perfornance and used ipolicy dialogue as well as to inform @sions on
funding allocations.
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Chapter 4

Organisation and Management

Organisation
An integrated system withithe Ministry of Foreign Affairs

In 1972 Finnish developmento-operaton was managed by a separate Department of
DevelopmentCo-operationwithin the Ministry of ForeigrAffairs, known as FINNIDA between 1985
and 1995. Todayhere is no separate developmentoperationdepartment insteaddevelopment
co-operationis spread aross a number of departments.

The MFA has 12epartments9 of which handle someid (Figure 4): i) one policy department
focuseswholly on development issugshe Department for Development Policyi) five or six
opeamtional departments hawdevelopnent co-operationas a significant part of their work (but
alongsideother sometimes higher priority issuesbooader foreign policy manda)esnd iii) several
service departments and units providing supportotal an estimated 8 of ministry staff work on
developmento-operation

The division of developmemto-operationacross @partmens
Policy: the Development Policy Department

Of the MFAS three policy @partmentsthe Department for Development Polisytasked with
the overall planning and miaring of Finnish develpment assistancdt is divided into fourunits:
general development policy and planning, sector policies, evaluatioruditithgand NGO liaisonit
i s the hub o bpmattceopevhbopsystem dnd vheel d e p direciorrgenaralhaisa
key rolein determiningt h e  Mdeweldmnent policyand direction The department is responsible
for:

overall responsibilityfor planning

budgetary groundwork and financial administration

guality control ofdevelopmenassistance

guidance, including new methodologies, regulations and instructions
developmento-operationin the EU and the OECD/DAC

statistics and reporting

developmentesearch

concessionatredits and-innpartnership

NGO co-operation

production of training materialnal staff participation in training

= =4 =4 =4 4 -4 4 -4 4 - 4

evaluation and internal auditing
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Operations: the geographical departments and the Department for Global Affairs

There are four geographical departmethe Departmerg for Europe;Russia, Eastern Europe
and Central Asiathe Americasand Asia and Africa and the Middle EasfThey are responsiblfor
preparing implemening and monitoing geographic and some thematictegal policies and
programmes. Thegre also responsible for foreign mylj trade and cultural mattgin thdr particular
regiors. Although they areprincipally implementig departmenighey do havesomeinfluence on
development policy.

The Department for Glob&ffairs coversinternational ad multilateralissuesand deals with the
United Nations (forign policy, development and security issues), the International Financial
Institutions andalsohumanitarian assistance (AnneX.Crhe MFA recognisesverlap in some areas
between the Department foelelopment Policy and the Depasnt for Global Affairs.

Co-ordination across departments

There are two central bodies that-amlinate ad oversee policy and operationthe
DevelopmentPolicy Steering Group and the Quality Assurance Board. DéeclopmentPolicy
Steering Group is a forufor strategic poy and operational disissions. It is chaired by the director
general of the Department for Development Pglityeets every second weakd tas a membership
of directorgenerals or idectors from all other departments involveddgvelopmento-operation The
Steering Group is not decisionmaking body, but instead seeks to reach shared understandings and
agree positionon development issues. The Quality éssice Board is chaired by the deputy
directorgeneral of the Department for Ddopment Policy,is comprised of staff fronvarious
developmentelateddepartments dealing with development and meets weekly to consider and advise
on projects and programmesiile they are being prepared

Programme/project management:taghly centralised system

The country desk officers in the geographicatmghrtments havthe lead role in taking forward
operations. Often they are supported @y fi ¢ 0 u n t whigh ntaye iaclndean administrative
official, the deskofficer, experts fronthe Finnish embassgnd setor or thematic experts frorthe
MFA. The desk officerswith the support of the country teaare responsible for planning, executing
and monitoring the project/programme in a particular partner country. They submit the project and
programme proposals to the Qitta Assurance BoardIf the project is above EURD0 000 it is
submitted tothe minister, and if not, itis submitted to the director general of the Department for
Development Policy The desk officer remit also includ@socuring consultancy services, Ikiag
financial transactions and reviewing the status of the country portfolio and specific interventions.
Embassy officialsvork closely with the desk officers and play a significat@ntifying, informing,
planning and guidingolei although decisiormaking remans highly centralisedt the headquarters.

42 DAC PEER REVIEW OFFINLAND - © OECD2007



DAC PEER REVIEW & FINLAND

Figure4. The Mini stry of For ei gn-opkfatioa strucgtue devel opment ¢
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Development co-operation is
the entirety of its responsibilities

Development co-operation is

partofits responsibilities

T h e M6uldélises for Programme Design, Monitoring and EvaluafidirA, 2005f) outline
the procedures for selecting, formulating and managingrammes and projects. The programme and
project cycles start with the bilat¢rconsultations between Finland and its partner countries which are
held every two to three yearsgeFigure5 for an illustration of the model prejt cycle). Based on a
maximum threes e ct or (plus budget support) pnpdrative y and
advantage and/or thematic expertise, theosgodf intervention are chosens/Aseen inVietnam,
Finl andds Histony o cestadinasectisamdyits subsequent comparative advantggays a
role, as does some awareness of complemgntgith other donorsalthaugh this is in its early stages
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As Finland moves towards more sec@nd budget supportocal harmmisation processes
increasingly estdish the agenda for discussions amthtions between partner and donor countries,
hence educingthe need fobilateral negotiations. Aint programmingdevelopsamong donors, and
especially within the EUthis trend for fewebilateral casultations is set to continue. Finland, like
other donorswill need to adapt accordingly.

Figure 5. The project cycle
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Decisionmaking is highly centralised and appears administratively burdensome. Theffosk
has to submit projects diprogramme tomanagement and the Quality Assurance Béardjuidance
andagreement a considerable number of times during all stages of the project management process.
Furthermore, eery project above EUR0O0000 must be approved by theimister and all projects
above EURS million must be approved by th€abingé Finance Committee. But even feome
activities below EUR0000Q, such as annual support to multilatevagjanisations, thematic support
and humanitarian assistance, thénister has sole jurisction regardless fohow small the funding
may be. Also all NGO projects, regardless of size, must be admeade ninister althagh the
minister does receive a package of all the NGO projegestheron an annual basis

These low thresholds and highéeV s o f accountabilityskaerse par't
culture;it values accountabilitygreattya nd i s hi gh on Tr an scpraptiendisty | nt
(Transparency International 2006Jowever, & wel as creating deavy administrativeystemand
probably high transaction costhis approach maglso cause days and difficulties when increasing
theuse of innovative financing. Budget support and otherproject funding tools are not necessarily
conducive to detailed accoubtlty mechanisms and trackingvay Euro spent; the MFA may find it
hard to getertainproposalsapproved by gvernment angarliament.
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Another concern is the y s t kmmted Slexibility . Much of the funding is planned well in
advance with little ability to beesponsive to changingvents. This is good fgrredictabilitybut not
for flexibility, which may be especially important as Finlandreasests involvement in fragile and
postconflict states where the need to react quickly to windows of opportunitypenagperative

Organisational tallenges
Reorganisatiorio clarify responsibilities and improwa-ordination

The type of matrix system, where development is integratgd the MFA and development
co-operationis but oneof the operational departmedts r e s p o,nlaes hHave itsibénefies sNotable
among these is easing the-ordination offoreign, trade and development policies. Algmland s
focuson a limited number dbngterm partner countriamieans thathe Departmet for Development
Policy, the Lhder Secretary of State and the Minister can stay informed and in control of operations
However, the approach also brings a number of challenges.

One question isvhether all of the ninelepartments involved in development assistance have
sufficient levels of specialised expertise to deal with the isklast importantly, and despite the-co
ordination mechanisms listed abowehallenges arise ienswing clear communication anthe
consistent implementation of policy and procedures across a dragige of departments, all as
maintaining the qualitpf developmento-operation There isalsothe risk of dplication of activities
(for example a number staff members acknowledged some duplication betweeepartment for
Development Policy ah the Depdament for Glolal Affairs) and a lack of clarity about
responsibilities. There may also be high transaction costs, particularly in terme @afrtil effort when
co-ordinatingacross many units in different departments.ohesenior staff membeg x p | adoned i
ordinatontake a | ot of ti meo

In a moderatssized organisation such as the Finnish MB&me of theseommunication and
consistency deficitsnay bemitigated to some extent e existence oinformal networks. But a
reliance on infamal personal contacidoes not resolve the structural weaknesses of the syEheme
is alsoa general perception within the MFA that the present system does not provide the political
guidance and leadership nitre required prioritisation of actipwhich ae important in the context of
the rather general political strategy for develagmnhco-operation These shortcomingsneed to be
overcome becaugbe organisation will have consideralmhoreaid funding to manageand there are
limited prospects for increawy staff numbersThe MFA is well aware of thesassues, and has
appointeda highlevel official to develop and leatereorganisatiomprocess

Restructuring should focus particularly on ensuring clear lines of accountability and reducing
transaction csts in programme development, implementation and monitolirghould clarify the
policy and implementation functions among and within departments, and could cossider
rationalisation It must also take staffing level requiremeatsl training isuesinto account fully (see
below).

Further delegation of decisiemaking

The MFA also needs to consider greater decentralisation of deaisikimg to the country level.
At present, the relent regional department in theimstry is the main responsiblauthority
throughout the programming cycle from identification to completion. Soreey modest
decentrakation has begun, including for decisimaking abouthe Funds foLocal Co-operation but
this is a minor part of spending in a given country amdrg limited concession.
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Decentralisationcould ke the most efficientway of reducing the administrative loen and
ensuring decision®n operation reflect country level realitiesThe MFA should empowethe
embassies to decide howitaplementthe county programmes within an agreed framewdtaid out
by headquartersEmbassies should hageesater authority to negiate with partner gvernments. This
would also enable the embassies to become mibeetive and flexible partnemwithin donor ce
ordinationgroups.

The restructuring of the imistry and increased delegation of decisioraking authorityare
essential measures to enhance ¢feiency o f Finlandds internal way
inextricably bound up with international efforts to iease aid effectiveness as outlined ia Baris
Declaration. These stemgll help Finland to suppodreater contry partner ownership as well as to
augment alignment and harmonisatiomcluding the increased ability to pursue innovative ways of
working such agoint donorapproacheshe division of labouand delegatedughority through other
donors

Management
Human resources

The MFA has921 Helsinki based staff, 752aff posted to embassies abroad and 942 locally
employed stafflt is difficult to put a precise figure on the number of people working on development,
because ofthe integrated nature of developmemsssiatance within the MFAbut it is generally
assumedhataround 80 peoplein total are assigned to it (Tab8. Capacity and skills havincreased
since the previous DAC peegview through the recruitmenf technical experts at the MFA and the
expansion in the number of locally contracéxgatriate and nationakgerts in the mbassies.

Despite increasing ODA commitments, personneéleare expected to fall. The MFA must
reduce its number of employees by 133 by 2011, and it is expected that these reductions will be spread
fairly evenly across the board.e. an estimated 8% fall for all departments. MFA senior management
perceive tis to be a manageable reduction over the timescale. They view the numbers as not
excessively large, nor the prescription as overly tough, but it is a change of direction, and
understandaly the MFA and the Ministry ofFinance have differences of opiniongaeding the
necessity and efficiency of such a decrease. As yet, there are no specific plans for attaining these
reduction targets.

Table 3. Staff numbers in headquarters and the field, 2007

Total ODA
Ministry headquarters (Finland) 921 170
Field: staff from HQ 752 71
Field: locally employed staff 942 119
Total 2615 360

Source: Directly from Ministry of Foreign Affairs

A significant share of developmeod-operationwork is performed by diplomit career Breign
Service dficials, who do not necessarily have the req@isknowledge and skillso implement
development assistance policy and programmes. The generaltmeriuisystem is not designed
specifically withdevelopment issues in mind, atndining devoted to it idimited to one week out of a
threemonth general induction programme. Developmeodoperationis still perceived in some
guarters as a fringe issue.
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The MFA must ensuré¢hat it retains a cadre of wehained development professionals. The
recruitment of technical experts is a step forward lzasi gone some way to offabe skill deficit. It
should also pvide, and make mandatomnore substantial delopment training for diplomatic staff
who serve in countries with significant development portfolios.

The MFA must also strive teetain sufficient staff in, and givesufficient weight to, technical
issues such as communications and statisfi¢e latte must be kept wunder cl os
new nhformation system is introduced, to avoid repetition of major problehish occurred a few
yearsagdo n Fi nl an d 6ogingdotthe DAG Thecareehtstatstegpteam is still working to
fill gaps h reporting for 2004 and 200Buring 2007 the statistidgam was called on to help withe
twinning arrangement with Hungary, whié¢hwhile positive per sei seems to have delayed the
devel opment of the MFAOGs internal reporting sys

The ministry should consider developirmgspecifichuman resources managemstnategy for the
developmento-operationfunction within the MFA. Ths should focus omanaging and mitigating
the impact of ore staff reductionsgonsideringand creatinghe required saff skill mix (including
increasingthe number of specialised developreo-operationpractitioners) and augmenting the
training and skil offoreign service genalists given developmegb-operatiorroles

Performance nanagement
Resultsbased mnagenent

Finland introduced performance based budgeting in the early 1990s. The development
co-operationb ud g e t proposal outl i nes aidspeeahbs the indicatad per
formoni toring budget e x e c u dasailimg hovAwefigeiformantetargets st a
have beemet is submitted togrliament at the same time as the budget proposal.

The 2007 budget proposal included 13 specific targets covering both bikterathultilateral
aid. Targets forbilateral country allocabns include increasingid to least developed countries;
concentratingaid to longterm partner countries (at least 60% of bilateral grants allocable by country
or region, with a focus on a maximum of three sectors or programmes and annual misbtgsgng
to at least EUR.O million); and deliveringaid following the principles of ownerghi alignment and
harmonisation. Performance aid delivery wil be assessed using the Paniditators (indicators 5, 7,
9 and 10 are explicitly nmtioned). Targetsdr multilateralaid are less preciseef.if undi ng sho
be focused o ND P, UNI CEF, UNFPA, WE P, | DA and the reg

The performance targets are further specified ifdbeyear operating and financial plans of the
MFA and thepolicy and regional departmesnas well asnt h e e mloreegeariwerls glans and
performance agreements. The tafggtting process takes place between September and October, with
performance agreements finalised in November. The outcome of thenpeenfze targets is evaluated
and the results recorded in the annual reports in February.

In Vietnam (Annex D), the enbassy monitors progress against each stratdgective of the
MFA t hr ough wishcliokraetivitees, dwpats and outcomes, sfyeeg indicators of
success. In 2005, thenbassy prepared a report monitoring the country strategy for Vietnam following
the resus-based management approach. It inclu@&dprecise tegetsand over 40 indicators on
Vi et namds ec ono mment, themeffects al Eiriniahl foredgre poley insents and the
adequacy of theleb as sy s f i nan wé rasourcaddowvever,dhm Vietham expeaiment
could befollowed upand applied broadly in a simplified and more realistic vitaig unclearhow the
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current system of performance targets is being uyetidnagers to improvei nl anddés devel
co-operationmpact orwhetherproperchannels for feedback exist.

Evaluation and Internal Audit

Evaluations are performed at two levels. The opandtidepartments can conduct smsdtlale
project or other assessments with limited sco@enjid-term and enaf-project evaluations), while
the Unit for Evaluation and Internalullit manages the larger, more strategically significant work such
as wide hematic angbrogramméc evaluations. This unis based in the Department for Development
Policy, hasa staff of fiveto six peopleandis manda e d t o dépatmertsuahdnsbire that all
evaluations are carried out independentlize Thead of uniteports to the directegeneral of the
Departmat for Development Policy. Thenit has resources of EUR.9 1.2million ard a small
administrative budgethich it uses to carry out mumber of evaluations every yedihe evaluations
are contracted out to #xnal consltants by competitive tendén a transparent and accountable
manner.

New evaluation guidelines are being prepared and tested in 2007. Also, for the first time, an
overall synthesis report of evaluations conductedheyMFA is being prepared’he evaluation nit
has carried out a modest saffsessment in 2006 and reports that the evaludticlies are widely
known and ged within the MFA and in themtbassies, but there is no evidence that they have an
impact on policy debates and decisiofnkere is somad hocuse of evaluatiomfor lesson learning,
but this is not systematiand this gap could be filled

The evaluation it also carries out internal audit of developmembperationan expert auditor
and one general adnistrative staffmemberfocus solely on these issues. Thesest are kept
sepaate from the central MFAvide unit for nternal auditing, because the former exclusively examine
developnent co-operationand providespecialist awareness of the subjed. (hey work specifially
with developmentNGOs,the enb a s d-undsdod LocalCo-operationand with consultants engaged
in project and programme implementapion

The location of theUnit for Evaluation andInternal Audit within the Department for
Development Policy is quéshable. No doubt there are moderate benefits todaethrough senior
staff in the @partment being able to provide guidance on the types and subjects of evahztare
required, and in thenit being part of the management group and therefore havgupd awareness
of current debates and activities1 the open and transparent Finnish system there is not the slightest
suggestion of impropriety. However, it is standard good practice for evaluation and internal audits to
be separate functions to ensuhey are independent, and seen to be as such. The StétrAbadve
advisd that the uib should be plaed at a higher level, outsidhe Department for Development
Policy, in order to guarantee there is no conflict of interest, and this recommenslabioid be
followed up. The MFA should also consider whether the developemaoperationinternal audit
function shouldsit within the central unit for internaldit rather than in its present position.

Future considerations
1 The reorganisation proceskthe developmento-operationstructure in the MFA is essential
and shoud be supported and completed. It should ensle@ Ines of accountability, reduce
transacn costs and clarifghe policy and implementation functions among and within
departmets. The MFA shouldalsoconsider ways tdecentralise decisiemaking

1 Finlandshould delegate more decisioraking to the etmassies, such as fproject approval
andresults reportingThe MFA should consider grea decentralisation to enablmkassies
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to implement the country programmes within an agreed framework, become effective and
flexible partners within donor consultation groups, and have greater authority to negotiate
with partner governments.

1 The MFA should build pon earlier efforts to developimple and efficientesultsbased
management systems.

1 The MFA should create and implement a human resourtedegy for development
co-operation The strategy should focus @msuring that human resources are adequate to
manage the programme effectivelg Finlandincreases its aid: staff reductions need to be
considered in this context.

1 A human resources strateghould focus onincreasingdevelopmentco-operationskill
within the ministry through recruitinglevelopment assistance experts anengftheing the
training for the diplomatic, nowlevelopment specialist, cadieshould ensure that technical
experts receive systematic training on MFA regulations and practice and are fully integrated
into MFA structures.

9 The Unit for Evaluation and latnal Audit should be moved out of the Department for
Development Policy and placed separately from developoweoperationline management
structures in order to ensure strict independence and remove any possible cohflicts
interest. In additionevaluationsshould be used systematically for lesson learning
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Chapter 5

Aid Effectiveness

Commitment to aid effectiveness

Finland is committed to the aid effectiveness agenda. It demonstrated its intent2@0the
Government Resolutio(MFA, 2004a)which stats t h a't Fi nl an dhe ieficiencyp mmi t t
effectiveness and impact of developmeoioperationby concentrating activities and working for the
ha moni sati on o f.Fidland signed {he Radsedclamnators v 200fbis pledging to a
broader range and more specificathgfined set of objectiveswhich include but go beyond
harmonisation. In it@nnual statements tggovernment, the MFA includes a report and update on
progress on aideffectiveness The impending new evebpment plicy confirms Fi nl andds
commitmento the aid effectiveness agenda.

The MFAOGs current strategy o004 Harmbnisatirf Acton i ven
Plan (MFA, 2004b) Although based closely on th®@ECDO SGuidelines for Aid Effectiveness
Practices (OECD, 2003) and the NordidPlus HarmonisationPlan (Norad 2006) and although it
outinesFi nl andds pri or it ireandeountrytlehed it delreduinek reisiamma d g u ar
reflect newthinking. TheMFA should fulfil its pledgeto updatethe Action Plan in 2007 to include
Paris Declaration developmerstisd commitments

EU and Nordic Plus commitments

The EU and the Nordic Plus groups are also i
effectiveness. Finland has always been an agireponentof aid effectivenessstarting with its
participation in the EU Harmonisation Working Group. The EU has taken the harmonisation issue
forward and isa strong advocate of the Parigeada. As a Member Statéinland ha also signed up
to the fourextra EU commitments thabdeyond the Paris Declaration:

i) To provide all capacity building assistance througtotinated programmes

ii) To channel 50% of governmetat-government assistance through country systems, through
global budget support and sectoide approaches

iii) To avoid establishing any new project implementatioitsu
iv) To reduce the numbeif uncoordinated missions by 50%
Furthermore, as party to the EU communication d&U Aid: Delivering More, Better and
Fastef® (European Commissio2006b) Finland, like all Member Statess commited to three aas of

activities with specific targetsi) transparent and knowleddpased mapping of activitiesj)
implementing collective commitments adopted by the Paris Declaration on harmonising amdjalign

25. The EUbds action plan for i mplementing the Paris
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andiii) executing the aid effectiveness pillar of the new EU stratEgyopean Commissi@i20068).
Moreover, the EU adopted a common framework for country girgiapers and principles fiwint
multi-annual programmingnade commitments to furthelevelop cefinancing and joint financing
arrangements and to promote donor complementarity and division of labour.

Finland uses the EU in two wayfirstly, as a body which helps develop policies and positions
which Finland follows €.g.the extraParis canmitments above), and secondly as a forum for actively
promoting specific aid effectiveess initiatives During the EU Residency the October 2006 EU
General Affairs and Eernal Relations Council agr®n the principles foaid complementarity and
the dvision of labou. This led to proposals for thdivision of labourin individual partner countries
andcrosscountryas well asrosssector divisbn of labour This work formed the basis of tigode of
Conduct on théivision of Labour(European Commigsn, 2007a)produced and adopd during the
following German Residency.

The Nordic PIu® group is at the forefronof the aid effectiveness debate. In particulhis t
group of donors is implementirthe harmonisation agenda by develgpjaint ways of woking, for
example through delegated-operation This informal network meets at directgeneral level twice a
year and activities are based onja@int action plan on aid effectiveness (see below). Finland is an
active participantand in collaboration ith Denmarkl eads t he ¢ armongdiewithimr K o n
the EU.

Policies and organisation

I n practical ter ms, Finlandbs approaadtngt o ai
policies Firstly, Finland is committed to concentrating its resesrim a limited number of partner
countries. If all donors did this successfully it would lead to fewat larger donors in agiven
country with ceordination andharmonisation among ¢m made easier (assuming that donors can
agreeon who acts wherend that certain partner countries are not neglected). To this eldnéihas
identified eight longerm partner countries and has ledertain amount of success in concentrating
its resources, although it reatdspressure to allocate beyond these eightFi nl andds second
focus on a maximum of three cters plus budget suppqrtin a partner country. Again this
concentration of efforts should facilitagonor harmonisationThirdly, Finland has a policy of
increasingthe use of budget supporboth general rad sectoral. According téhe harmonisation
objective in the Paris Declaratiqaee below)jncreasingthe use & budget support should improve
effectivenessn countries where this is the appropriate aid modality

In the MFA, highlevel policy issues on aid effectiveness are dealt with in the Development
Policy Steering Groups, and an internal MFA irdeppartmental working group on aid effectiveness
has been created to give thought to operational issues, and to provide guidancarioadsies on
practical experiences in the fietd implementing the aid effectiveness agenda. So far the working
group has prepared some guidance notes on particular aid effectiveness issues, and the MFA asserts
that it will produce a national aid effectivess action plan in 2007.

Within the MFA, aid effectiveness is a high priority, has a high profile and there appears to be
good staff awarenesés mentioned above, there are nevertheless tendencies among political decision
makers and elsewhere, to ada initiatives that lead to more fragmentatiohnd in its DAC
memorandunfOECD, 2007athe MFA acknowledges that there is tihheedfor further staff training

26. Denmark, Finland, Iceland, Ireland, Netherlands, Norway, Sweden, United Kingdom.
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on the issue. Finland participates in the Training4Develogtheettvork which has organised traigi

on specific issues such as poverty reduction strategies, sector budget support and public financial
management. But demand for training is high and the MFA recognises thdefieldraining is a
particular challenge.

Ownership

Finland is committed o partner country ownhership, but al
extent of country ownership alsopids on the capabilignd ambitions of the partner country and
its government. Donors can assist by creating space to nurture ownarsth by baking
governmentsAlso, donors have to make judgemeiitfor example be keen to support country
ownership but be aware of the limitations in each particular circumstance.

The MFA emphasises that idevelopmentwork is programmed around national poyert
reduction strategieShe MFA exercises arsng partnership approach, atie backboa of its work
is the highlevel biateral consultatios held every twaor three years with each partner country. These
meetings have specificmandate ana fixed format and involveconsiderable preparah. The high
level discussiongesult in agreed and signed minutes @who proceed based upon the poverty
reduction strategy and they form the basis of Finlandos
country. Athough not a formal country strategyopess, it is an intensive and highly-aperative
approach supportive of country ownership.

Decentralisation can also help reinforce country ownershigmbassies that are close to the
actionarethe best judges dhe opportunities and limitations of supporting ownership. Finland, with
its lack of decentralisation to the country level, may be missing out on opportunities to further
strengthen ownership. In its 2007 report, the Development Policy Committee alsothvesensould
be tensions if a partner government wanted Finland teerfrawm its traditional and lontgrm sectors
of interventions into new sectors.sAseen in Vietnan{Annex D) Finland has over 30ears
experiencen the water and sanitation sectehich is generally seen to be an aséett it would be
difficult to switch its interventin radically into other sectars

Good support focountry ownership was observed in Vietham. The Government of Vidtaam
a well-developed national poverty reductiamnasegy, and isteongly committed to the Parigganda.
Vietnam has been a leader of affiectiveness among developinguntries and in July 2005 created
the Hanoi Core Statement on Aid EffectivenéSsvernment of Vietnap2005) which localises the
ParisDeclaration and lays down Vietnémand its development parties c ommi t ment s t o
effectivenessFinland works closely with the Viethamesavgrrment, with all interventionagreed at
the highlevel biennial meeting and Bupport ofthegvem ment 6 s poverty reducti c

Alignment

Table4 below presents the results of the Paris Declaration monitoring survey for Finland which
coveredFinlad 6 s assi st an (O&ECD 20064)lhdicatarsi3rnd® melasars alignmerand
9 and 10 hanonisation The MFA considers the survey to have beervaluable exercisdt has
carefully examined the resuld attempted to explathe reasons for Finladdbelow averagescore
on some of the indicatars

27. Part d the Joint Donors Competence Development Network promoting aid effectiveness for poverty
reduction.
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Table 4. Indicators on Aid Effectiveness for Finland

Indlpators 200.5 lllustrative 2010
(3-8 alignment, baseline targets
9-10 harmonisation) ratio 9

3 Aid flows are aligned on 87 93
national priorities

4 Strengthen capacity by co- 53 100 (EU target)
ordinated support

5a Use of country public financial 38 50 (EU target)
management systems

5b Use of country procurement 52 50 (EU target)
systems

6 Avoid parallel implementation 9 3 & no new PIUs"
structures (EU target)

7 Aid is more predictable 27 64

8 Aid is untied 98 More than 98

9 Use of common arrangement 39 66
or procedures

10a Joint mission 26 63 (EU target)

10b Joint country analytical work 58 66

1. PIU T Parallel Implementation Unit
Source: OECD DAC Survey on Monitoring the Paris Declaration: overview of results May 2007.

For example, foindicator 6 (parallel implementation structures), there is a significant level of
confusion in defining a parall project management uniln Vietnam, detailed discussionsnd
comparisons with the practice of other donors over the workings of one parti@fage mentinit
recorded as parallel demonstrated that it was unclear whathetit should be classifieds such
Reporting technical assistan¢eapacity development suppoilithplemented througlto-ordinated
programmes consistent with country developmerdteggies (indicator 4) isparticularly difficult.

Detailed analysis of DAC statistics on technicaloperationfor 2003 by the Working Party on
Statistics had highlighted major problems in the comipitity of data between donorSuch technical

issues have not prevented Finland from using the survey results to advance the aid effectiveness
agenda in its ark.

Concessional credits and untying of aid

Contrary to theecommendation of the 2003 peeview (Annex A), Finland decided to continue
its concessional credit schemle considersconcessional credit® be a way tanvolve the Finnish
business sectan developmento-operation and a particularly relevant instrument for midaieome
countri es wh e-based Bid imdeiagrgcdually plhased rodis planned to be phased out
(Egypt, Namibia, Peru and Vietnanfhe 2004Government Resolain stated that the objective was
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to make the use of concessional credits more effective and diversified, while ensuring compliance with
the OECD rule€ and compatibiliywi t h t he reci pi entdés poverty red:

A new policy on concessioharedis was approved in 2008. stresses the need to assure the
developmental quality of projects financed through theeseh for example by providing technical
assistancedor project plaming and procurement processd$ie previous 50% domestic content
requrement has been replaced by aslaor concept of #@AFinnish interes
concessional credits foinkincing projects with a lower, though not less than 3B¥nish content in
Fi nl an dedns partner mayntries, in businessteex where Finland can offer knewow and
technology that particularlgenefits the partner countrfhe administrative handling procedures have
not been changéed.

Finlandds wuse adis ic kine with O&CDorulesllike othrere dembers with
concessional credit schemes, Finland has usedngteiment primarily in Chinaln recent years,
Honduras, the Philippines, Sri Lan&ad Vietram have alsobtained concessional creditis.Vietnam
the scheme i s par t: ploasing&tiODA vehilethéreasing zommerctltralationse g y
Both the enbassy and the Vietnamese auttiesi emphasise the value addefdthese resources.
However, the scheme is extremely complicated with overly cumbersome procékhises despite
the fact that therbave been several revisions of MFA guidelines on essional credits and that the
embassy has worked to improve the operation of the scheme in Vieineloding assigning a
dedicated membe of staff Further gnplifications should be considered, includin further
decentralisation of decisiemaking and upgradintne operational baekp at the mbassyAccording
to the MFA, administration of concessional creditsVietnam is very timeconsuming because of the
Vietnamesédureaucratistructureswhereas irthe countries these operationst moresmoothly.

Theconcessional credichkeme is the only tied compemt of Fi nlidAsysiesnofb i | at e
evaluating the developmental impact tbiesecredits should be put in placéAccording to DAC
statistics 95% of Finlandds ODA commi tcoaaperdtienand n 200

administrative costsjere untied An open procurement procedure is required for all contracts above
EUR 1 million in thecase of works and above ERO0000 forsupplies andervicedMFA, 2001b)
Finland asserts it is committed to widening the application of the 2001 DAC Recaiatioenon
Untying ODA to LDCs Previous problems with the notifications to the DAC untied aid bulletin board
have been solved.

Harmonisation

Finland actively pursues increasedamlination and harmonisation opportunities. It engages in
various ceordination forumsin different partner countrieand also recognises the need for an
evolution from simple exchanges of information to more advancethgoof ceordination where
possible. In prticular, Finland supportbe evolution of ceprdination systems where different donors
take the lead role in various sectors. With limited personnethis is a rational approach, giving
Finland the opportunityo lead in cedin sectors where it hagrong engagement and allowing it to
take a less burdensome role in others. As noted earlier, Finland played a kayntolauting to the

28. Concessional credits may be granted only to commerciallyviaire projects.

29. The process begins when Finnvera receives the buyer credit guaapptieation from the exporter.
The MFA conducts a project appraisal, supervises the procurement process and decides whether
interest subsidy will be granted to the project. Finnvera prepares the OECD notification and makes a
decision on the guarantee.hd financier (bank) is in charge of the loan negotiations and signing the
loan agreement. The State Treasury takes care of the disbursement of the interest subsidy.
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initial work leadingtat he EUG6s di vi sion of | astrangisuppavterrofkhea nd
EUG €ode of Conduct on this iss(iuropean Commission, 2007b)

The Development Policy Committee adw$ei n | mitiatlpdiagity should be actie support for
harmonisation, especiallyn a | | Fi n | acodp&ratonpastnveecbuntpes 8 metcommittee
also highlighs anothertharmonisationchallenge:the increasingly diversified range of development
co-operationactors including nofdAC donors €.g.China) and the private sector. It recoamds that
Finland should deepenew partnershipsand should clearly define the principles guiding Finnish
support to strengthen new development actors and their activities. This is welcome awareness of an
issue that is applicable to all DAC members.

Finland is a proponent of joint wadrlg arrangements. As a member of the Nordic Plus group it
has ben involved in progressingiays of working tgether and has helped develapnumber of
operational tools. These include:

1 A guide on Joint Financing Arrangements (February 2004, includesd@an
1 A Joint Procurement Policy and Guide (November 2004, includes Canada and Germany)

1 Complementarity principles (November 2005) guiding the division of labour part of Joint
Assistance Strategy Processes

9 A practical Guide to Delegatecib-operation(October 2006)

In the Paris Declaration baseline monitoring sur¢@gECD, 2006c¢) which attempts to record
some joint working realities, the number of joint missioesorded for Finland is 26%but like its
peers Finland has a long way to go to react68% target. For joint country analytical work Finland
scored 58%, close to the 66% target.

Delegatedco-operation

Finland has also been pato the Nordic Plus ®upd efforts to increase delegated-operation
which should increase efficiency by enhiaugc the division of labour. In 2006 Norway led an
assessment of the barriers to delegatedperation(COWI Consultancy2006)within the member
statesin order to startreducing obstacles and increasing the number of delegategeration
arrangementsThe Controller of the Finnish Government approved Finnish participation in delegated
co-operationin November 2005Boththe MFA and the Development Policy Commiteeein favour
of these effortsso Finland has begun to participate in delegateebperaion arrangementse(g
delegatecto-operationto Norway fori nt er venti ons in Sudan). The MF
group has preparedguidance note on delegated-operation but so faraccording to the barriers to
delegatedto-operationreport theMFA has not prepared a specific policy on this issue nor taken any
political decisions on the criteria for participation in delega®dperationarrangements.

At the country level, field realities must be takerioi account and adapted tbe specific
situation. Several partner countries have made progress on-aidlication and have drawn up joint
assistance strategies. In Tanzania, the strategy was completed jiw2Ad8nland playing a strong
role as chair of the eordination group and holder die EU Presidency at thiene. There is no joint
assistace s$rategyin Vietnam Finland has participated in tH8J mapping exercisas a first step
towards developing the division of labour, but donors question whether a joint assistance strategy is
uselll considering that Vietham should graduate from LDC status within five to sean and is
low aid dependent.
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Programmebased approaches

In its Memorandum(OECD, 2007a) Finland states thtg bilateral developmentc-operation
focus has shifted towardprogrammebasedco-operationand financing of largeprogrammes with
other donorsAccording to the Paris Declaration monitoring survey (indicatofl &le 4), which
coveredF i n | assistahee to 11 countries?89 of Fi nl andds ai dgramame di sb
based approacheis. direct (general or sectoral) budget support, sestde approaches (SHps) or
SWAp-type arrangements.

Table5 presents DAC statisticsfgFe ner a l budget support all ocat
long-tem partner coutnies between 2008nd2005.0ver 20 % of Bidc@mmireembte r s 6
Mozambique and Tanzania over ttneeeyear period were for general budgetpport.The share of
gener al budget support i n Fi mérdfdids8% espdctivelyp t hes
Finland isalso ahead of the DAC average for this measurBlicaragua.Preparations aralso in
progress for providingeneral budget support to Zambia.

The MFA has established standard critdNéFA, 2004c) for evaluating the eligibilit of the
pariner country for budget suppoithe criteria fall under four headings:itihe countryds n
assistance; i) h e countryods c o mmi t ma Roverty t Reductibe \Seategyp me n t
i)Finl andds abil it ye.qgexpetsppcqoainied with laudgstisgppod present i
country, existence of a common policy regarding budget support in the donor community); and iv)
prerequisites for effectivenesg.@.conflicts or the threat of conflis do not hampeco-operation.
Onthishai s the MFA has decided that Et hi opiads cu
Kenyads weakened ¢ melighlenfa muwget soppdcimit theyh il nbe given
sectoral support. For Viednm, the MFAOGs assess mpportcontlfidedithate us e
fiduciary risks were too great for Finlandbs pa

In moving towards general Hget support Finland has takeami s | owl y lapptoacts ur el vy
This has been necessary to convince threowa stakeholders in Finlandincluding the Ministry of
Finance, other parts of theogernment,and the publicof its merits According toMFA officials
Finland Acould not afford a s c amfdradatisfied withthegener
risk-avoiding approach, allowing fatow but steadyrogress.

Table 5. General budget support to Finland's long-term partner countries, total commitments, 2003-05

Finland Total DAC members
Finland's priority GBS as a share of total GBS as a share of total
countries covered in commitments commitments Commitments commitments
PD survey USD million USD million
2003-05 2003-05 2003-05 2003-05
Ethiopia - 0% 302.7 7%
Kenya - 0% 162.6 7%
Mozambique 22.9 27% 663.2 23%
Nicaragua 11.3 18% 88.1 3%
Tanzania 34.4 39% 731.1 20%
Vietnam 0.6 1% 355.6 7%
Zambia - 0% 343.0 9%
All ODA recipients 69.1 4.5% 10 205.0 3.8%
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Future considerations

I Finland is encouraged to update its aid effectiveness action plan in line with the Paris
Declarationcommitments s.soon as possible

1 The MFA is commended farontributing to the initialwork which led to theeU Code of
Conduct on the Divisin of Labourand is encouraged to remain at the forefront of progress
especially irthe gactical implementation of theodeof conduct

1 Given that the concessional crediheme is tied, a system should be put in place to evaluate
the developmental impaofthese credits

1 The MFA should continue to be a strong proponent of joint working arrangerseaking

practical progress when possible. It should also increase its involvement in delegated
co-operationmaking full use of th&lordic Plus Practical @ide (October 2006).
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Chapter 6

Special Issues

Background to the special issues

For the 200708 biennium, he DAC has decided thatl peer eviews should cover two special
topics The first, capacity developmeris, obligatory for all peer reviews. €wsecond can be one of
two options,andFinland chosdragile states, conflict prevéion and security system reforpartly as
it IS increasing itsnterest and activity in this area.

Capacity developmaent
Policies and approdt

Finland shaes the gemal donor community and DAGview that capacity development is
essential for successful development in the medium to longer term, although it also recognises the
difficulties in achieving lastingcapacity development. The MFA hasgaod awareness dhe
es®entials of local ownership and for an egdnousdevelopment process, and supports the inclusion
of capacity development in natial development plans. Blike most other donors, Finland does not
have any ovearching policy or guidelines farapacity deglopment.

Capacity devel opment i s a term that merits
co-operationsystem. The concept of capacity development receives little explicit attention and the
term appears only sparingly in strategic and poligcuines or guidance notes. h& 2004
Government ResolutiongMFA, 2004a) eight main principles oFi nl anddbés devel opm
i ncl theprisé pil e of s ust aiwhiehlislarexmessioetdhugedisterchangeably
wi t bapacdity developmn,t @lthough sustainable deveiment is also used to describe
fienvironme nt al |y sust ai,naad sustainabibty i@ |sectorsnesucth as forestry and
agriculture. There is no specific strategic approach to the issue and frequently capacity development is
nat a specific aim in a project/programme, even though in reality it often features prominently in many
of Fi nl an d 6 seeBoxvtfoe axamplestfronothe svatdr sector in Vietnam).

Capacity @velopment in practice

During planning and programminthe MFA attempts to understaad par t ner country
During the programming cycleapacity assessment is carried out as part of the identification and/or
project formulation phase. The method aniteoa for the assessment vary depending on tmtext
andarout |l i ned in the missionb6s terms of reference

The MFA also recognises that the use of project assistance has not always been conducive to
comprehensive capacity development actions. It notes thatalame activities, by definitiormay te
less systematically integrated than interventions atptibgramme or sector level. Theinistry is
increasingly moving to redugeroject support in favourfanore programmatic assistanéecluding
general budget support afarms of sector budget suppowhich may go some waywardstackling
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t his. For exampl e, i n Mo z aisthroughupegré8ndnéessugpémaiflyi nl1 an d
throughsectorwide approaches

Finlanbs keen support the fid dfectiveness dgendaeshauld distp do
improvecapacity development. While acknowledging that countries should lead and donors support is
more easily said than done, nevertheless activities that fragment efforts and divert critical resources
should be phased out. As a signatory ofRlaeis Declaration, Finland has confirmed its commitment
to partner country ownership as well as specific steps towards alignment and harmonisation. A number
of specific Paris Declaration targets such as increasing the amount of aid flows aligned td nationa
priorities (Paris Declaration indicator 3), strengthening capacity lyrdinated support (indicator 4),
avoiding the use opardlel implementatiorunits (indicator 6) should all facilitate greater capacity
development. Finland also embraces workinthwther donors, such as through division abdur
and joint activities, which can contribute to a greater focus and combining of efforts to increase
capacity development. Pooling of effortsdafands are encouraged and applauded, and are likely to
havemore significant impact than individual, smaller scale interventions.

Technicalassistance

Technical assistance is @amportant instrument esl by the MFA in its projects. In 2002004

technical ceoperation represented-205 % o f Fi n | a D4 disburderoenta (B80% ofo s s O
bilateral aid, Table B.2., Annex B)Jn 2005 Finland, like some other donors, reported a smaller

amount applying a stricter definition, so as to improve the comparability of the data betweeridonors.

In terms ofco-ordinatedtechnical assistan¢e in the DAC monitoring surveyginlandscored 53%

The Fund for LocaCo-operationand exchange programmes

Capacity development is also supported by the Fund for L@ocalperationwhich is decided
upon and managed Byi n | @mbdsées, and is used for providing smaltale funding forivil
society organisations in country. Good gowance is a priority topic and the funthy contribute to
modest capacity developmerdlthough experience suggests such small and fragmented schames of
hawe limited potential for supporting capacity developmefinland also rurié a student and teacher
exchange programme called thNorth-SouthSouth Higher Education Institution Network
ProgrammeDuring the pilot phase€200406), 375 student scholargls were granid and another 206
for teachers, and the programme has since been contiallextudents must return to their home
countries to graduate in order to support institutional developnaerd there is some awareness,
althoughit is not systemét, of the progress of the people who have been trained.

Programming/project guidarec

The MFA provides staff with some explicit instructions on how to consider and tackle capacity
development when identifying and formulating programmes projects.mthe m ni st rydés i nt
guidelines(MFA, 2005f) a s e c t Ingitntior&lrcapacitylmekes afdiffererickriefly sets out
the importance of capacity development and how to analyse and prioritise the issue in a given project.

It expressly instructshatfif local institutional capacities are inadequate, they must be identified and

30. This follows the OECD DAC investigation on frstanding technical coperation in 206 that
highlighted the need to clarify the classification of fst@nding assistance.

31 Measured by: cordinated technicalo-operationdivided by the total of its technicab-operation

32 The administration of the network has been outsourced tdC#rdre for International Mobility
(CIMO).
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developed . Fur t h euidetimes s®ate tthatecaparity development requires analysis of actors,
institutions, individuals, and activities, as well as the need to denshe normative context.€.

vision, values and policies), the societal contée political, social and cultural) and the physical
resources(including finarcial and intellectual)required. This broad understanding of capacity
development is in linevith DAC thinking particularly the concept that thought must be given to a

wide range of factorswhichnc |l ude t he A e n(acbd mpnagr aebnlvei rtoon memea OMF
and societal contexts) alongside the core issues of individual and organisajmacty development.

Box 5. Capacity development in practice: Zambia and Vietnam

In Zambia, Finland builds capacity development through both project and programme approaches. For
projects, capacity development features in  F i n |rueah dbvelpment sector interventions. For programmes,
Finland is involved in some sector-wide approaches (SWAps), basket funding and budget support. For example,
intheZambi an Ministry of Educ atdication@8/Apj), Sapacity needs &nd tha techricsl (
assistance required was analysed, and this systematic approach was supported by Finland. Capacity gaps are
also being mapped in the environment and natural resources sector.

Capacity development mainly occurs through technical assistance embedded in projects, using a mixture of
local and international expertise. There has also been some technical assistance pooling in the education sector.
Some training is integrated into projects, but t hi s has f oc-the e { vamiag. Firllagd isoalso
engaged in budget support, where the focus on capacity development is on country systems for procurement and
public financial management. Furthermore, the embassy has a Fund for Local Co-operation budget line which it
uses to support local NGOs and public institutions and which helps to build the capacity development of these
organisations.

Pooling with other donors is through budget support, sector-wide support and pooled technical assistance in
education, and joint planning is being conducted for a joint capacity development effort in the environment and
natural resources sector. In sum, capacity development efforts in Zambia are fairly sizeable and diverse.

Vietnam

As in Zambia, Finland engages in capacity development in Vietham quite substantially and in a variety of
ways, despite not having an overall strategy for capacity development.

Technical assistance embedded in projects is a key instrument. Comprehensive training analysis is
conducted in most of the partner organizations. Organisational analysis is rare: although the embassy offers this,
Vietnamese partners (always government) are not inclined to take up the offer as they are not keen to share
information on organisational structure and personnel. Long-term interventions, such as in the water sector (e.qg.
the Hanoi Water Supply Company and Haiphong Water Supply Company) provide proof of sustainable complex
institutions through Finnish co-operation.

Finnish participation in multi-donor initiatives includes i) its contributions to the pooled Comprehensive
Capacity Building Programme, run by the Ministry of Planning and Information, which aims to improve the legal
and institutional framework for managing ODA; and ii) support for joint efforts on capacity development in
procurement through the Like Minded Donor Groupébs h

The MFAO6s pidairngs movideaisefyl advice on capacity development for staff, but
there is room for further thought and direction on how to operationalise ¥iee ashcluding how to
conduct analysis and implement aciedt to develop capacity. #houldalso considerhow to make
better systematiase oflessors from capacity development successes (and failures). The MFA should
considergiving higher priorityto capacity development in theuigelines and making use of the
OECDOG s r e f er eThec @hdenge ofuCamacity Development: Workingwards Good
Pr a c t(OECk B006a)in order to enhnce this internal guidanceurthermore, in itdlemorandum
the MFA datesthat its procedures and tools foapacity development have not yet been updated in
line with Paris Declaration commitments but that work on this is being planned. Finlarobisaged
to complete this work, andould also liaie on this with othedonors who are actively improving
approaches to capacity development, in particular within the Nordic3Ptwsp.
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Fragile states, conflict prevention and security system reform
Policy framework

Finland isengaged in over 2fragile states directly (orffth of its net ODA) but mosty
indirectly through multilateral organisations multi-donor programs andinternational non-
governmentalorganiatiors. Finland supports a wide range of programmes and projedisgile
states, includingpumanitarian aid, dalth and education, rule of law, human rights, police reform and
democracy.

Fragile states andiolent conflict are high on the agendand are referred to in th2004
Government Resolutioand in the new developmentpolicy paper in which Finland puts a new
emphasis on crisis prevention aswdpport for peace processes. Howew@njand does nohave an
explicit policy for fragilesituations nor has it defined key terms and indara for situations. Finland
aligns with policies and guidelines developetsewhere, including th&®AC Principles for Good
International Engagement in Fragile States and Situati@iECD, 2007c) European UnionUnited
Nationsand IFlpolicies and doctrine on situations of fragility, conflict preventod securit system
reformas well as policies and guidelines from other countries in the Like Minded Dooap @nd
Nordic Plus. Given these, arfdi n | &nidklines on Democracy Assistan@dFA, 202) and
growing experience in fgile states(MFA, 2005g) Finland could now ddfie its own terms and
priority objectives, particularly as is engaged in fragile states through a multiplicity of partners and
in a wide range of projects

Large projects above EURmillion use a logical frameworkvhich integratesgovernance
objectives.Smaller projects, for example education and water and sanitation in Palestine and Nepal,
do not have an explicit peacebuilding or conflict prevention objectiMaen operating in fragile
environments with high levels of political tension, insecurity aiodent conflicts, all activities may
affect or be affected by the pasién conflict. Unless there islear understanding and conflict
sen§ t i vity, acti vi ti e andooatsbuteta choreutgnsion dnd viglegce, hadhermo
than contributing tgeacebuildingsocial cohesion and stabiison.

Resource allocation

Finland isnat among the togen donors in any fragile state, but makes creative use of -multi
donor trust funds and delegated authority, for example supportidgriban Union Missia in Sudan
through Norway Mo st of F ifragile sstatds6gses throuth Bumpean and multilateral
channels, with little or no earmarking and alignment of e¢hésting reporting requirement&C
delegations and EU missions, Uhissions and agenciés.g.the UN Relief and Works Agency for
Palestine Refugees in the Near Eds¢ Peacebuilding Commissiahg UN High Commissioner for
Refugees, the World Food Programmeh e Uni t ed Nat iaodthe&rcanlUdione n 6 s
Finland contributes staffo EU missionssuch agshe Aceh Monitoing Mission in Inadnesia and
election observatiomnd to the UN andnternational Financial Institutiond=inland also engages
through the Red Cross movement andide rangeof Finnish and other international NGOhese
NGOs such as the Crisis Management Initiatisapport waito-peace transitins and stateociety
dialogueand engage in service delivery in fragile states

Finland is directly engaged inagile and corlict-affected countries, such &sq, Afghanistan,
Sri Lanka, Sudan, and also in several fmustflict countries such aSerbia and Montenegro, and
Ethiopa. Countries of engagemeate mostly selected on the basis Bfi n | @ravibus £xperience,
networks, skills and knowledge specific to thesgions. In the case of Somalia, there is the additional
consideration of a Somali diaspora in Finland.
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At present, resource allocation is a political decisr@tdecountryby-country atthe highest level
andincludes considerations of other donors and Wijagement. The overall level aid is approved
by parliament. Finland should recognis that the specific challenges of fragiltates €.g. strong
political antagonismshigh levels of tension and insecuritytnited capacity and lack of social
cohesiof suggesthat engagemenin thesestates should beonflict sensitiverequires a high degree
of flexibility, and that constructive engagement normally implies a-teng involvementCurrently,
two o f Fi nl an d-tesn patheg bountridsie camsicered fagile (Nepal and Ethiopia).
Finlandds engagement i n ot htethreeyearaygle.| e st ates us

Managementand staffing

Management is increasingly in the field, but the threshold for project apprdeal.iEmbassies
have a Fud for Local Co-operationfor local civil society organisationg hereis no rapid response
mechanismbesides thisund, but the humanitarian responseQonsolidated Appeals is relatively
quick. Disbursement in East Tima@nd Iraq after their respectiverwr conferences was particularly
speedy.

There are no Hmouse instruments for analysispr systematic use of particular analytical
frameworks. Country strategies and projects draw from UN and World Bank analysis, inputs from
other EU member states, amidependent research. Strategy and programming rely on national
development strategies when they exist, and multilateral frameworks when timey, doich ashe
UN-WB PostCorflict Needs Assessment in Sudawithin such frameworks, Finland supports
partiaular sectors and regions tmerequest of partner governments sefects undeaided areas such
asWestern Nepal, and Copan in Honalsl

Staff workingon governancegivilian crisis management, arather typesof projects formthree
distinct groups andould benefit from learnig from each other. To draw @pecial skills, embassies
recruit thematic governance and conflict advisers. At headquarters, the Ministry of Foreign Affairs
hires external expertét present, there is no formal process for expegesharing.

There is close cordination in Helsinki and in the field with other EU member states and the EU,
and particularly withthe Like Minded Donor Group and Nordic Plusroup including shared
facilities. Participationn joint assessment missioissoccasional, as human resources are scarce.

Securitysystemreform

Security system reform is a new area farld&ind, but progress has been made. Finland adheres to
the EU concepts foBecurity Sector Reform 2088 and the DAC Guidelines on SecyriBydem
Reform and Governance 2Q0B April 2007, Finlandjoined the USD 500million Multi-country
Demobilization and Reintegration Program for the Greater Great Lakes Rbgiufitting from the
programmed s e xi sting admini st rdptesenceonthegraurdt ur es, e Xx p ¢
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)

ii)

iv)

v)

Box 6. Applying the principles to the case of Finland

Take context as a starting point. Finland
relies on multi-stakeholder consultations
(local stakeholders and international
donors) in some conflict and fragile states
such as Nepal, with a key role played by
the embassies and thematic conflict and
governance advisers. In other countries,
Finland should make maximum use of
existing conflict analyses.

Do no harm. Finland is one of the main
promoters of the policy coherence agenda.
However, Finlandds

development policy and aid contribute to
conflict prevention
thinking, in the absence of a more
systematic approach to conflict sensitivity.

Focus on state building as the central
objective. Through INGOs, the EU, the
UN, the African Union, and multi-donor
programmes, Finland supports a wide
array of activities that contribute to
strengthening  state  legitimacy and
capacity. Moreover, Finland is careful to
align with national development strategies,
when they exist. Meanwhile, statebuilding
is not always recommended, and in some
cases, such as Nepal dur i ng ttF
emergency rule, Finland clearly chose to
support civil society rather than the central
state.

Prioritise  prevention.  Although it
recognises that bricks-and-mortar projects
can well contribute to peace and state
building, Finland has not designed
programmes and projects with systematic,
explicit stabilisation, conflict prevention,
and peacebuilding or state building
objectives.

Recognise the links among political,
security and development objectives.
Finland supports political, development,
economic, and security objectives.
However, Finland is only beginning to
promote a more comprehensive inter-
ministerial approach at headquarters and
in the field. For example, there is potential
through the recently set up inter-ministerial
Security and Development Network. There
is also increasingly joined-up work on
Afghanistan, with Foreign Affairs in the
lead with participation from the department
of defence and interior.

Vi)

vii)

viii)

iX)

Promote non-discrimination as a basis
for inclusive and stable societies.
Gender and human rights, particularly,
are cross-cutting issues in  Finnish
programmes and projects. Finland may
well rely on assessments undertaken by
multilateral or other donors for these
purposes.

Align with local priorities according to
context. Like other donors, Finland is
using a qualified approach to the Paris
Declaration in fragile states, based on
these fragile states principles.

Agree on practical co-ordination
mechanism among international
actors. Finland contributes to several
donor co-ordination mechanisms,
including the use of delegated authority
and multi-donor trust funds, and has
played a key role in promoting the EU
Division of Labour. Finland could promote
inter-donor co-ordination further, notably
joint assessment missions, joint analysis,
and joint donor offices (provided they turn
out more successful than at present in
Juba).

Act fast é but edslongy
enough to give success a chance. The

project approval threshold is low,

hampering the ability of the country office

to respond flexibly to opportunities as

they arise. In order to ist ay er
Finland may have to reconsider its short-

term perspect i v e cd-oparatiomi of

I i mited . drinland t dowddn also

consider duplicating its model in Nepal

(peace fund) and scaling-up its

contribution to the African Union Peace

Fund.

Avoid pockets of exclusion. Finland

creatively uses delegated authority
arrangements and multi-donor
programmes to support under-aided

fragile states where it does not have
embassies in (e.g. Central  African
Republic; Togo; Burundi; Democratic
Republic of Congo).
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Future considerations
Capacity évelopment

T The MFAOG6s gquidairgs promdeeaiseful advider staff on capacity development
but there is room foffurther thought and dkéction on how to implementhe advice,
including how to conduct analysis and implement activities to develop capacity. The MFA
should considehow to make bettesystematicuse of lessamfrom capacity development
successes (and failures).

1 The MFA shouldconsider giving higher priorityo capacity development in theidelines
andmakau se of t he OECDOG FheClalierge ef Capayg Ddvelapmente n t
working and towards good practide enhance this internal guidance. FurthermBneland
is encouragetb updatdts procedures and tools on capacity depelentin line with Paris
Declaration commitments

1 Finland shouldnake betteuse of its lessons from capacity development ashopt a clear
and widely understood approach ¢apacity developmentThis should bedisseminate
across the MFA an dcobperatioraystend Isshallld auttirie anperplcit t
commitment andystematic approach to developing capacity in its partner countries.

1 As a small donor, Finland should continue to consider and prioritise joint donor ways of
working, such as pooled funding, division of labour and rudtior exercises.

Conflict prevenin, fragile statesind security system reform
1 As a small donoin mostfragile statesituatiors, Finland could:

i) Develop armapproach for engagement in fragile situations basddom | andés own p
and areas of strengthihe DAC Principles for Goodnternational Engagement in Fragile
States and Situatiorend EU standards

ii) Identify areas of sength and work togethevith other donors, notably tHgN, the EU and
the Nordic Plus @®up to identify opportunities for strategic partnershigs well as nder
aided sectors or regions where Finland has a specific expertise.

iii) Promotea more comprehensivimter-ministerial approach where Finland has a multiple
engagement including political diplomacy, military/security, humanitarian and/or
development programes.

iv) Continue channelling assistance through multilateral institutions and-aoualir trust funds.
Where Finlandbés direct e ngage neashoaldcansdert oo |
delegating responsibility.

V) Invest in better independent monitoring and al uati on of partnerso v

strategi c obj engagemenein eath fr&gilerstiate, mrdl dnanaging knowledge
from these partnerships.
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Progresssincethe 2003 DAC Peer Review Recommendations

Key Issues

Recommendations 2003

Achievements since 2003

Strategic
Foundations and
New Orientations

Poverty reduction to be clearly articulated in
the next White Papers. Publication of a
strategy for public education should be
considered.

The 2004 Government Resolution set
out poverty reduction and the MDGs
astheover-ar chi ng ai ms
development policy.

ODA volume,
channels and
allocations for
Poverty Reduction

Encouraged to reach 0.7% ODA/GNI ratio by
2010, along an agreed commitment path. If
ODA increases rapidly an allocation plan
within multilateral and bilateral aid is needed.
Could focus on about 10 long-term partners in
order to have cumulative impact and
enhanced ability to influence other donors
and partner countries.

New commitment to 0.7% ODA/GNI
by 2015 made by the new government
in its government programme.

Number of long-term partner countries
successfully reduced from 11 to 8.

Sectors and Cross-
cutting issues

Further institutional strengthening may be
necessary to enhance mainstreaming of
poverty reduction throughout MFA. The
synthesis study of the country programme
evaluations and plan of action could serve as
a useful roadmap to improve Finnish aid
quality and effectiveness. Finland could share
lessons learned from its experience in anti-
corruption projects and mechanisms.

Gender, vulnerable groups and
environment identified as key cross-
cutting issues.

Committed to the 2005 Paris
Declaration aid effectiveness agenda.

Policy coherence

Needs to establish a clear policy and improve
analytical capacity. As an EU member could
play a role in improving policy coherence in
the EC, particularly the CAP. As the 1998
White Paper states, it could phase out its
concessional credit scheme whose
effectiveness in supporting poverty reduction
is unclear.

Thematic working groups on main
policy coherence for development
issues established.

Staff member hired to work full-time
on policy coherence for development.

Some improvements made in the
concessional credit scheme.

Drove for wdortdathée
agenda at the EU level.

Organisation and
Management
Change

Due to increasing ODA, should look at
increasing staff numbers and staff
development skills. Staff capacity in
embassies could be enhanced by limiting co-
operating countries and sectors, augmenting
with local expertise, and increasing
delegation of authority. There is scope to
improve the independence and jurisdiction of
the evaluation system as well as systematic
learning mechanisms.

Could develop country strategies as

framework for its ODA and dialogue with
partners.

Staff numbers increased through
recruiting non-civil servant technical
experts at the MFA and expat and
national staff in the embassies.
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Annex B

OECD/DAC Standard Suite of Table&®

Table B.1.Total financial flows

USD million at current prices and exchange rates

Net disbursements

Finland 1989-90  1994-95 2001 2002 2003 2004 200
Total official flows 776 473 394 465 566 677 902
Official development assistance 776 339 389 462 558 680 902
Bilateral 467 217 224 251 309 402 597
Multilateral 310 122 165 211 250 278 305
Other official flows - 134 5 3 7 -3 0
Bilateral - 134 5 3 7 -3 -
Multilateral - - - - - - -
Net Private Grants 25 4 9 10 13 14 16]
Private flows at market terms 165 100 932 - 656 - 622 647 723
Bilateral:of which 165 100 932 - 656 - 622 647 723
Direct investment 93 45 641 16 78 600 149
Export credits 26 62 361 48 - 297 96 - 161
Multilateral - - - - - - -
Total flows 966 578 1334 - 180 -44 1338 1 647
for reference:
ODA (at constant 2005 USD million) 860 394 552 615 623 686 902
ODA (as a % of GNI) 0.64 0.31 0.32 0.35 0.35 0.37 0.46
Total flows (as a % of GNB) 0.80 0.53 111 -0.14 -0.03 0.72 0.84

a. To countries eligible for ODA.
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33. This report is based on OECD data up to 2005. At the time of publication, figures for 2006 were in the

process of being released and will be available on the OECD welysite. ¢ecd.org/dac
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