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Figure 1. Schematic representation of DAC Members’ organisational structures for aid

management
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CHAPTER 1

INTRODUCTION

L This paper provides a guide to the development co-operation management systems in Members

of the OECD’s Development Assistance Committee (DAQ).describes the practices adopted by DAC
Members and surveys some of the key issues aid managers need to deal with. Reference is made to
relevant DAC policy statements that guide DAC Members in the conduct of their development
co-operation programmes. Short examples are included of good practices or noteworthy features of
particular DAC Members’ aid programmes.

1.1 Theneed for aid and theimportance of aid management

The need for aid

2. Extreme poverty and human suffering still afflict considerable numbers of people in the world
today. Some three billion people live on less than $2 a day, more than one billion live on less than $1 a
day. One-and-a-half billion people do not have access to clean water while two billion people do not have
access to sewerage. An estimated 130 million children are not attending school. People in developed
countries have a strong moral imperative to respond to this situation.

3. People in developed countries also have a strong self-interest in fostering increased prosperity in
developing and transition countries as everyone is made less secure by the poverty that exists in the world.
Many of the problems linked to poverty respect no borders, including environmental degradation,
migration, drugs and epidemic diseases. Aid is essentially an investment in helping people in developing
countries tackle these various problems, above all by building sustainable local capacities to do so.

4, Aid is a key investment in the future, too. The world’'s population is expected to grow by 50 per
cent over the next 50 years, from 6 billion to 9 billion people. All of this increase will take place in
developing countries where there will be a massive expansion in the number of people of working age.
Meanwhile, the number of people living in OECD countries will remain around 1 billion, but the
working-age population is forecast to contract. For such a world to function well, it is crucial that
developing countries be stable and integrated into the global economy.

5. The DAC's vision of development is one that fosters self-reliance in which countries and people
are ultimately less in need of aid. In the meantime, aid serves as an important source of public sector
funding for many poorer countries as they simply do not yet have access to sufficient amounts of other

1. The 21 Member countries of the Development Assistance Committee are Australia, Austria, Belgium,
Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, Luxembourg, the Netherlands, New
Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom and the United States. The
European Community is also a Member of the DAC.
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sources of financing to enable them to develop -- their domestic revenue base is still weak and private
finance is limited or non-existent for some countries. In addition, private investments generaly do not
flow directly to some key sectors of priority need, such as health and education. Increased prosperity in
developing countries will therefore depend upon the continued availability of aid, while these countries
build-up the capacity to create and mobilise domestic resources and attract private capital flows.

6. Even when countries succeed in attracting large amounts of private investment, aid can still play

an important role in improving the sustainability of progress achieved. The financial crisis in Asiain

1997 showed that development cannot be sustained if a country’s financial and management systems are
weak. Financial institutions need to be well-regulated, well-supervised and managed according to sound
financial principles. Through development co-operation, donors can contribute to strengthening the
capacity of countries to manage their financial systems’well.

The importance of aid management

7. To maximise effectiveness and impact, it is important that aid is well-managed and carefully
targeted, with the collective actions of donors marshalled in support of partner countries’ effective
strategies for development.

8. The management of aid programmes is a special challenge given the issues at stake and the large
sums of public money involved. Although public funds for development co-operation declined in recent
years, with an upturn in 1998, overall more than $50 billion of new aid is still disbursed each year in
difficult contexts with complex relationships with partners in developing and some transition countries.
And as in other parts of the public sector in OECD countries, aid management systems are being
increasingly tested by pressures to demonstrate good use of public money and the desire to improve the
effectiveness of aid. At the same time, aid is being directed, more than in the past, towards support for
more stable, safe, participatory and just societies. These are difficult areas for donors to work in and it is
hard to link results at a societal level to the collective efforts of the donor community, let alone particular
actions undertaken by individual donors.

9. The multi-disciplinary character of development co-operation makes managing aid a
considerable challenge. Box 1 presents a checklist of the variety of issues which aid managers need to
take account of or be aware of in their work. These are the issues discussed in this report.

2. For an overview of the issues related to aid and the global economy, see The European Economist in The
Wall Street Journal Europe of 22 February 1999.
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Box 1. Checklist of Aid Management | ssues

Public opinion, infor mation and political
support

Public support:

O Development education

O Public awareness

O Monitoring public opinion
Political support

Organisational framework

Coherent, pro-development national
policies

Aid policy and legidlation

Ministerial responsibility

Overal structure of aid management
systems

Management structures and issues:
Geographic and functional approaches
Capital and technical assistance
Specialised units

Representation in recipient countries
Contracting-out and external implementation
Human resources

oDOoooog

I nter national context

Relations with recipient countries:
partnership

Relations between donors. aid
co-ordination

Planning and implementation of bilateral
assistance

Funding

Levels of funding for aid

Sources of funds:

0 National budget allocations

O Amortization and interest payments
O Local and regiona governments

O Borrowings and other sources

V. Allocation of funds

Strategies for poverty reduction
Cross-cutting and other important issues
for poverty reduction:

O Gender equality

O Environmental sustainability

VI.

VII.

Participatory development and good

governance
Conflict, peace and devel opment

Private sector development
Developing trade capacity
Geographic and sectoral priorities
Aid channels and instruments:
0 Bilateral assistance:

O project and programme aid

O technical co-operation

O associated financing and tied aid

O food aid and disaster relief

O refugees

O aid channelled through non-governmental

organisations (NGOs)

O debt relief
[0 Multilateral assistance
O United Nations agencies and funds
O development banks
O European Union

Ooo O

Project implementation

Project cycle management
Local-cost financing
Recurrent costs
Counterpart funds
Procurement modalities

Relevance, effectiveness, efficiency and
results

Managing for results

Monitoring results: development

indicators

Statistical systems

The evaluation function within aid agencies
Evaluating aid projects and programmes:
relevance, effectiveness and efficiency

. Monitoring and independent review of

theaid programme

Parliament

Ministerial advisory committees
External auditors

Other independent reviews
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12 Public and poalitical support for aid in DAC Member countries

10. A constituency of support for development co-operation and aid-related issues exists in DAC
Member countries. Through their choices and actions, the general public manifests its interest in
development-related issues and their concerns about others and the future of the planet. These
manifestations include:

» the continued growth in socially- and environmentally-responsible consumption and
investment patterns;

* increased awareness and concern about issues linked to development co-operation, such as
child labour, the employment conditions of workers in export-oriented industries in
developing countries, anti-personal landmines, climate change, drug trafficking, and
disasters with their aftermath of human tragedy and migrations ;

 participation in development-related NGOs and the undertaking of devel opment-oriented
actions as part of the activities of other NGOs and associations; and

« the provision of direct financial support to NGOs, which in turn results in private grants to
developing and transition countries of approximately $5 billion each year.

11. There is also a recognition in the business community that globalisation increases the
importance of adopting and implementing internationally accepted codes of ethical conduct and codes of
social and environmental standards. This is needed to respond both to the evolving expectations of
consumers and investors, as well as to concerns raised by human rights and environmental groups who
monitor corporate performance and publicise their findings increasingly more easily and widely.

12. At the same time and somewhat paradoxically, the public interest in these issues is by and large
poorly transmitted to political |eaders, hence there tends to be a low level of political attention given to
development issues in many DAC Member countries.

13. Forms of financial flowsto developing and transition countries

13. Developing and transition countries receive many forms of financing from developed countries.
Funding is provided by both the private and the official (public) sector. Official funds can be supplied
bilaterally or channelled through international agencies active in development, such as United
Nations (UN) specialised agencies or international financial institutions. (Appendix | gives more
information on amounts of aid and other resource flows to devel oping and transition countries.)

Private funds

14. Funds from private sources include foreign direct investment, bank lending, bonds, portfolio
investments and grants from voluntary agencies or NGOs. The more dynamic economiesin Asia, Europe
and Latin America have been the main destinations of private funds in recent years and in 1997, 85 per
cent of private capital flowed into just 12 countries. Private flows to countries in sub-Saharan Africa
remain extremely small in quantitative terms, but may be important in relation to the size of their
€Cconomies.

10
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Public funds

15. Public financing for developing and transition countries, known as official development
finance, includes official development assistance (ODA), official aid (OA) and development-related
other official flows (OOF).

16. Official development assistance is defined as those flows to developing countries, as listed on
Part | of the DAC List of Aid Recipients’ (see Appendix I1), provided by officia agencies, including local
and regional governments, which:

e are provided with the promotion of economic development and welfare as the main
objective; and

» areat concessional financial terms, with loans having a grant element of at least 25 per cent.

17. Official aid is defined as those flows which would normally qualify for recording as ODA
except that they are provided to the more advanced developing and transition countries listed on Part |1 of
the DAC List of Aid Recipients.

18. In this paper, the term “aid” is used loosely to refer to both ODA and official aid, although in
most cases “aid” refers to ODA.

19. Other flows from official sources -- including grants which are not provided for development
purposes and loans with a grant element of less than 25 per cent -- are recatthed afficial flows,
irrespective of whether the recipient is listed on Part | or Part Il of the DAC List.

20. Since the DAC focuses on resource flows for development, financing for military purposes,
transfers to private individuals and short-term loans are excluded from these various categories.

21. The development co-operation administrations in DAC Members manage the ODA portion of
official funds and, in some cases, are also involved with official aid and other official flow programmes.
Moreover, their programmes often catalyse other funding and are managed in parallel with them, which
increases the leverage and importance that these programmes can have.

3. Further information on the DAC List of Aid Recipients is available on the Internet at:
http: //mww.oecd.org/dac/htnvdaclist3.htm

11
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CHAPTER 2

POLICIES AND APPROACHES UNDERPINNING DAC MEMBERS’ DEVELOPMENT
CO-OPERATION

2.1 Shifts in the intellectual underpinning for development co-operation
The 1960s
22. Development strategies have evolved since the 1960s when donors approached economic

development largely in economic terms, focusing on the alleviation of capital shortages in developing
countries. In the belief that poor, isolated, agrarian societies dependent on primary commodity exports
could not really benefit much from free trade, many domestic industries were created through subsidies
and behind protective trade barriers. These industries were often operated by governments or para-statal
institutions and provided employment opportunities. This approach was not markedly successful in some
of the poorer countries, particularly in Africa. Development co-operation did, however, train thousands of
people and assist some countries to strengthen their infrastructure, build capacity, create or strengthen a
wide range of institutions and generally move their economies forward. Some eventually graduated from
needing aid altogether, such as Korea, Singapore and Chinese Taipei.

23. Development aid also made some outstanding achievements in the field of health, such as
preventive vaccination campaigns, improved maternal and child care, and family planning to reduce
excessive population growth by preventing unwanted births. Commentators often overlook the enormous
contribution of aid agencies in the eradication of smallpox. This contagious and often fatal disease was
eradicated by universal compulsory vaccination. Aid and donor agencies played a critical role in its
eradication in developing countries in the 1960s and into the 1970s. The disease was declared eradicated
by the World Health Organisation (WHO) in 1980. Likewise, the control of river blindness, largely
through ODA-funded programmes particularly in Africa, has been a significant achievement.
Groundwork for this long-term programme started in the 1960s and has continued.

The 1970s and early 1980s

24, A new paradigm for development assistance gained considerable acceptance in the 1970s, aimed

at satisfying basic human needs (BHN). Emphasizing the needs of poorer people, this approach was
intended to improve social conditions and was sometimes termed “growth with equity”. The basic human
needs approach subsequently evolved more towards poverty alleviation. At the same time, the failure of
state-led development was recognised widely. Although projects remained the dominant form of
development co-operation, more programme funding took place to assist in economic reform or
“structural adjustment” to encourage improved fiscal management, freer trade, market-based
development, privatisation of state-owned enterprises and deregulation.

13
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The late 1980s and 1990s

25. In the late 1980s and early 1990s, and as support for economic reform and structural adjustment
continued, it became increasingly evident that free markets could not function effectively without an
intricate web of ingtitutions -- systems to protect contract and property rights; honest, effective legal
systems and government bureaucracies, and adapted education systems -- and the emphasis shifted to the
overall social and political framework. Donors accordingly began to give more attention to institutional
problems. This was accompanied by greater emphasis on social development, poverty reduction, women
in development (WID) later called gender equality, human rights, good governance, environment,
population and private sector development, and less emphasis on infrastructure. Some would characterise
this as relatively more emphasis on “software” and less on “hardware”.

Shaping the 21st Century

26. To guide development co-operation efforts into the next century, the DAC adopted in May 1996
a people-centred development partnerships strategy er8iitépiing the 21st Century: The Contribution

of Development Co-operation (see Appendix If). The strategy’s framework for action included four
principal elements:

» ashared vision, defined by measurable goals of economic well-being, social development
and environmental sustainability;

* a concept o€ffective partnership, with basic changes to be given effect through compacts
that allocate responsibility, reinforce local ownership, strengthen local capacities and foster
participation and self-reliance;

« emphasis omualitative foundations, such as democratic accountability, the protection of
human rights and the rule of law, as essential to the attainment of the more measurable
goals; and

* need forcoherence between aid policies and other policies which impact on developing
countries.

The development partnership strategy aims to bring these elements together into a more effective system
of international co-operation, with adequate resources, enhanced co-ordination, an expanded base for
co-operation and improved monitoring, reporting and evaluation — all integrated into an overall
framework of coherent, pro-development policies.

27. These changes in approach have had an important impact on the organisation and staffing
requirements of development co-operation systems. The staff skills, organisation and types of analysis
needed for projects and programmes have evolved accordingly and will no doubt continue to do so as the
demands of development co-operation continue to change.

4, Appendix 111 presents the Introduction and Summary of Shaping the 21st Century: The Contribution of
Development Co-operation. This report was adopted by the DAC, meeting at the level of Development
Co-operation Ministers and Heads of Aid Agencies, on 6-7 May 1996. It is available on the Internet at:
http: //mww.oecd.org/dac/htmystc.htm

14



DCD(99)6

2.2. Goals of the development partner ships strategy

28. A number of UN Conferences held during the 1990s have addressed subjects important to
development: education (Jomtien, 1990), children (New Y ork, 1990), the environment (Rio de Janeiro,
1992), human rights (Vienna, 1993), population (Cairo, 1994), social development (Copenhagen, 1995),
women (Beijing, 1995), human settlements (Istanbul, 1996) and food security (Rome, 1996). These
conferences identified various targets for development in particular fields, based on broad agreement in
the international community and arrived at with the active participation of developing countries. A
selection of these targets, which are both important in their own right but also meaningful proxies for
broader development goals, have been picked up and included in the development partnerships strategy
adopted by the DAC. These goals state clearly the results expected to be achieved by 2015 (or in some
cases 2005). The principal goal is a reduction by one-half in the proportion of people living in extreme
poverty by 2015.

29. In order to monitor progress towards these goal's, a collaborative process, involving bilateral and
multilateral donors together with participants from developing countries, has arrived at a working set of
core indicators’ (see Box 2). These indicators are providing an impetus to the process of creating an
agreed system for tracking progress in achieving key development objectives emanating from the
UN Conferences, without adding to data collection and reporting burdens on developing countries. The
indicators set is also serving as a focus for ongoing efforts to help build statistical capacity in developing
countries.

2.3. Sustainable poverty reduction: the principal goal of development co-operation

30. Reducing poverty has long been one of the chief underlying goals of development assistance for

many donors but the best approach to take was clouded by uncertainties. The WorldVRahk's
Development Report of 1990 helped crystallise thinking on approaches to poverty reduction. In that
report, the World Bank proposed a strategy for poverty reduction around which broad consensus
subsequently emerged. This strategy comprised two mutually-reinforcing elements:

» promote the productive use of the poor's most abundant asset -- labour -- and ensure that
policies harness market incentives, social and political institutions, infrastructure and
technology in support of that objective; and

» provide basic services to the poor, especially primary health care, family planning, nutrition
and primary education.

The strategy further recognised that social safety nets and other special arrangements would be needed for
those not able to benefit fully from increased opportunities, such as the aged, the ill and the disabled, and
for those who suffer from temporary economic shocks or set-backs.

5. An Internet site (http://www.oecd.org/dac/I ndicators/index.htm) has been created to give the general public
an insight into the internationally-agreed goals and the challenges involved in meeting them, as shown by
the working set of core indicators.
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Box 2. Measuring Development Progress. A Working Set of CorelIndicators

Goals Indicators
Economic well-being
Reducing extreme poverty
The proportion of people living in extreme poverty in 1. Incidence of Extreme Poverty: Population Below $1 Per Day
developing countries should be reduced by at least one 2. Poverty Gap Ratio: Incidence times Depth of Poverty
half by 2015. (Copenhagen) 3. Inequality: Poorest Fifth’s Share of National Consumption
4.  Child Malnutrition: Prevalence of Underweight Under 5s

Social development

Universal primary education

There should be universal primary education in all 5. Net Enrolmentin Primary Education
countries by 2015. (Jomtien, Beijiing, Copenhagen) 6.  Completion of 4th Grade of Primary Education
7. Literacy Rate of 15 to 24 Year-Olds

Gender equality
Progress towards gender equality and the empowerment 8. Ratio of Girls to Boys in Primary & Secondary Education
of women should be demonstrated by eliminating gender 9. Ratio of Literate Females to Males (15 to 24 Year-Olds)
disparity in primary and secondary education by 2005.

(Cairo, Beijing, Copenhagen)
Infant & child mortality
The death rates for infants and children under the age of 10. Infant Mortality Rate
five years should be reduced in each developing country 11. Under 5 Mortality Rate
by two-thirds the 1990 level by 2015. (Cairo)
Maternal mortality
The rate of maternal mortality should be reduced by 12. Maternal Mortality Ratio
three-fourths between 1990 and 2015. (Cairo, Bejing) 13. Births Attended by Skilled Health Personnel
Reproductive health
Access should be available through the primary 14. Contraceptive Prevalence Rate
health-care system to reproductive health services for all 15. HIV Prevalence in 15 to 24 Year-Old Pregnant Women !
individuals of appropriate ages, no later than the year
2015. (Cairo)
Environmental sustainability & regeneration
Environment?
There should be a current national strategy for sustainable 16. Countries with National Sustainable Development Strategies
development, in the process of implementation, in every 17. Population with Access to Safe Water
country by 2005, so as to ensure that current trends in the 18. Intensity of Freshwater Use
loss of environmental resources are effectively reversed at 19. Biodiversity: Land Area Protected
both global and national levels by 2015. 20. Energy Efficiency: GDP per Unit of Energy Use

(Rio) 21. Carbon Dioxide Emissions

General Indicators

Aid as % of GNP

External Debt as % of GNP
Population Investment as % of GDP
Gross National Product Trade as % of GDP

GNP per Capita

Adult Literacy Rate
Total Fertility Rate

Life Expectancy at Birth

Other selected indicators of development

For reference:

Thislist is neither exclusive nor comprehensive and some elements (e.g. environment) remain under discussion. It reflects progress to date
in identifying core indicators that are relevant to the development goals selected from the series of UN Conferences held in the 1990s, and
which now form a wide consensus on development priorities. The goals were selected because they were important in their own right and
as meaningful proxies for broader development goals. The selection does not imply any diminished commitment to other goals accepted by
the international community, at international conferences or elsewhere. The list reinforces other indicator initiatives, such as the Minimum
National Social Data Set of the UN Statistics Division, and the General Data Dissemination System of the IMF.

Like the goals, the indicators are inter-related and should be seen as awhole. They constitute a core set reflecting key aspects of economic
and socia well-being and environmental sustainability. Thus some indicators address more than one goal, but for brevity are shown only
once; for example: child malnutrition is aso an indicator of health status; attended births also indicate access to reproductive health
services, literacy is a key determinant of economic well-being and health; while freshwater is an environmental resource, access to it
directly affects the quality of women’s lives and the health of their children. Moreover, the majority of the indicaterslisagdregate
by gender to measure the extent of inequality.

There are many sources for indicators. This set will be published annually in the GBE®&&pment Co-operation Report, and put in the
context of other indicators in thduman Development Report published by the United Nations Development Programme (UNDP
World Development Indicators published by the World Bank. Those interested in more detail of development issues and indic
referred to these publications.

1

Until satisfactory data coverage is achieved on this indicator, the prevalence of HIV infection in all adults will be used.

o8

and
ators are

Indicators for land use, marine environment and air quality will be added to the list later.
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31 An analysis of poverty reduction prepared in 1991 by the United Kingdom’'s aid &gency
considered some implications of this strategy. It found that economic growth is the more important factor
in reducing poverty, since without such growth a substantial reduction in poverty is not feasible. The
poverty reducing impact of growth is nonetheless variable, but through investments in human capital its
impact can be increased. The balance between growth and the distribution of the benefits from growth is
an important issue to be addressed. When a country is performing below its potential, it is possible both
to promote growth and to reduce poverty by improving the efficiency of resource use. On the other hand,
when resource allocation is already efficient, taxation to fund public expenditure on social services may
have an adverse impact on growth. The achievement of greater equity in income distribution requires
sacrifices by the richer members of society in favour of the poor. Such sacrifices are more likely to be
politically acceptable when a reasonable rate of economic growth is being achieved.

32. Subsequent analyses of poverty reduction strategies have highlighted the importance of
empowering people politically at the grass-roots level of society, of increasing the participation of the
poor in civil society, of making public administration more responsive to the needs of the poor, and of
curbing excessive population growth.

33. In the development partnership strategy, Members of the DAC have agreed to give central
importance to poverty reduction and to finding the most effective ways of helping poor people improve
their lives durably. Within poor countries, the poorest people are also the most difficult to engage in
development partnerships and so special efforts are needed to include the poor, women, ethnic minorities
and others at risk of permanent marginalisation in efforts to reduce poverty. To help reduce poverty,
many DAC Members are now explicitly concentrating their aid efforts on support for gender equality,
basic health and education, good governance and environmental sustainability. Simultaneously, efforts
are underway to adapt organisational structures to work better in partnership with recipient countries, to
improve aid effectiveness and to enhance policy coherence. DAC donors are thus working their
commitment to poverty reduction through their development co-operation systems, to ensure that it also
permeates the implementation of their programmes in the field.

34. The challenge for aid agencies as they strive to sharpen their focus on support for poverty
reduction efforts is to ensure that their organisational systems are reinforcing such efforts. To do this, aid
agencies should confirm that their incentive systems, performance appraisals and promotional prospects
encourage staff to devote their energies to poverty reduction activities, which may well be complex,
multi-disciplinary and time-consuming. In addition, special attention should be paid to identifying and
containing activities or procedures which may accidentally have an anti-poor bias. Appropriate training
programmes may also need to be established.

24. Importance of coherent, pro-development policiesfor poverty reduction

35. Achieving the goals set out in the development partnership strategy will require fuller
participation by developing countries in the global economy. While the benefits of open trade and
investment depend crucially on policy efforts undertaken by developing countries themselves, donors can
play a catalytic role by supporting developing countries’ efforts to build up sustainable economic, social
and political systems.

6. See Overseas Development Administration (now called the Department for International Development),
Aid Economics and Social Department, Technical Paper No. 3, Aid and Poverty Reduction, 1991.
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36. At the same time, the capacity of developing countries to exploit the benefits of open trade and
investment will also depend on “development coherence” across the full range of donors’ policies
impacting on developing countries. Donors need to ensure that what they give with one hand is not
inadvertently being taken back with the other. Aid managers consequently must be prepared to participate
in broader policy making in areas of importance for development and to be ready to explain the benefits of
coherent, mutually reinforcing, pro-development national policies. Commercial and political pressures
can be strong and potentially distort development co-operation programmes or cause them to deviate from
their main objectives.

37. The experience of DAC Members is that a number of common tools and mechanisms can be
identified as being effective in taking into account the development dimension in overall policy making.
These include: a common vision for articulating and evaluating policies; an effective framework of
inter-ministerial co-ordination within capitals; research and analytical capacities to support efforts to
improve the developmental coherence of policies; and mechanisms for consultation with civil society to
promote consensus-building in society. Simple matters can also improve performance, such as the
possibility for frequent and informal interchanges between the range of people dealing with issues
impacting on developing countries. However, the paramount tool for policy coherence is informed
decision making and commitment from political leaders.

38. Most DAC Members have one or more inter-ministerial committees whose role may include
co-ordinating policies on aid. In the best of cases, these committees can be an important means of seeking
coherence between aid policy and other policies impacting on developing countries. However, the extent
to which these committees are able to fulfil this role varies. Inter-ministerial co-ordinating bodies
function with varying degrees of intensity, ranging from weekly meetingd boc activities. Sometimes

one inter-ministerial committee covers aid while another handles export credits and associated financing
or trade and environmental questions, which further complicates efforts to achieve intra-governmental
coherence.

An example: The Netherlands

To ensure that Dutch policies relating to developing countries are coherent, the
Bilateral Department in the Ministry of Foreign Affairs now takes responsibility
for all aspects of relations between the Netherlands and developing countries. The
aim of this “de-compartmentalisation” is to create synergies within all parts of the
Dutch government and so improve aid effectiveness. The Bilateral Department
integrates development co-operation with other aspects of foreign policy and trade
relations to produce medium-term policy documents for each country or region.
These policies are prepared on the basis of inputs from other departments within
the Ministry, as well as from other ministries in the Dutch government. Dutch
policy coherence is monitored by a committee established by cabinet, called the
Council for European and International Affairs.

An example: The United States

The United States Agency for International Development (USAID) has organised a
series of meetings on Trade, Investment and Development Co-operation. These
meetings brought together experts from the OECD, professionals from United
States government agencies and their partners, and constituents to discuss trade,
investment and development aspects of activities in developing countries. The
purpose of these meetings was to foster greater co-operation and policy coherence
among government agencies, to share information and to broaden the viewpoints of
people in the trade, investment and development communities.
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CHAPTER 3

PUBLIC OPINION, INFORMATION AND DEVELOPMENT EDUCATION

3.1 Thepublic: stakeholdersin development

39. Providing development co-operation is a unique function for a government and may be seen by
the general public as only helping people in other countries. From this perspective, it is in a precarious,
sensitive situation vis-a-vis public opinion and the political system.

40. There is, however, another perspective, consistent with the development partnership strategy,

which views the general public as stakeholders in development co-operation, being both “clients” and
“shareholders” of their aid programme. The public are “clients” in the sense that, in an increasingly
interdependent world, it is not just the people in developing and transition countries receiving assistance
who are made better off by actions which fight environmental, social, cultural and political problems that
may ultimately respect no borders. The public are “shareholders” in the sense that it is their taxes which
fund aid programmes and their elected representatives who monitor aid policies, management and
implementation. The “return” the public receive on their investment is increased prosperity and human
security throughout the world.

41. Some DAC Members explicitly acknowledge the role of the general public in their aid
programmes. For instance, Ireland describes the Irish people as its aid programme’s “principal
stakeholders” and undertakes information activities with the aim of giving the public a sense of ownership
of the aid programme. The United States Agency for International Development (USAID) recognises
that, as taxpayers who pay for its activities, the public -- along with Congress, donor partners, NGOs and
contractors -- are “process customers” of the aid programme (as opposed to “ultimate customers”. aid
recipients and beneficiaries of assistance).

42. Seen from either perspective, aid managers need to make sustained efforts to inform the general
public about their aid programme and demonstrate that it is well-managed and achieving results, both for
the people actually receiving the assistance as well as the people funding the programme. At the same
time, aid managers need to acknowledge that achieving sustainable results is a challenge and should try to
foster understanding of the many risks inherent in development co-operation. Acknowledging any failures
or results below expectations is part of an open information policy and ultimately generates better
understanding and confidence in the programme. Because it may be harder for the public to follow and
appreciate the range of issues involved with development co-operation, it may require more effort than in
most other parts of government to keep the public informed.
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3.2. Public knowledge about aid

43. An important activity for aid managers is informing the public about development issues and the
aid programme and ensuring that there is a solid base of political support for development co-operation.
Taxpayers have the right to know how their money is being spent for development co-operation. Aid
managers can aso contribute to building and maintaining support for development co-operation by
bringing together the different constituencies which already exist and are predisposed to supporting
development-related issues. This will result in improved and wider communication throughout society of
the results and benefits of aid programmes, and ultimately should lead to increased political support for
more adequate resources to sustain effective devel opment co-operation partnerships.

An example: Denmark

Denmark has sustained a ratio of ODA to gross national product (GNP) in
excess of the 0.7 per cent target set by the UN for more than 20 years, and has

been on severa occasions the leading DAC donor on a GNP-share basis. In

1997, Denmark devoted 0.97 per cent of its GNP to development assistance.

This exemplary performance can be explained in part by strong public and
political support. Aid managers have contributed through their transparency in
publishing their policies and country strategies and by implementing these

stated policies successfully in the field. An active NGO community is also

found in Denmark and this motivates the parliament to become involved in the

aid programme and to debate policies and strategies. Parliamentarians’
knowledge of aid matters, and the support they see for it among the public,
translates into a generous aid effort.

44, An informal experts’ consultation on “Public Knowledge and Attitudes Towards International
Development” was organised jointly by the DAC and the OECD’s Development Centre in 1994. This
consultation found that the principles of local ownership and participation, which were appreciated as
important elements of success in work with people from developing countries, had too often been
neglected in engaging the publics of developed couritreticipants concluded that strengthened public
understanding and support were essential in order to sustain development co-operation and called for:

» the establishment of clear goals for development policy, so that the people will know the
standards against which performance should be measured and will understand the stakes
involved;

 a reorientation of development education so that the challenges and obstacles, as well as the
progress, are portrayed realistically rather than in sensational terms, and so that development
issues are addressed in school curricula in greater depth than is possible in traditional media
coverage;

7. See Development Centre, Public Support for International Development, OECD, 1996. Pages 137-172 of
this publication contain information for each of 15 DAC Members on their surveys of public attitudes,
support for aid among socio-professional categories, development education, information activities and
budget for information activities.
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« an intensified effort to assure efficient and effective programme management, including
emphasis on achieving set aims, in order to demonstrate that greater public confidence is
merited by results; and

 acontinued awareness that development co-operation deserves support not only because of
the mutual interests that it serves, but also because of the moral imperative of helping others
to help themselves in overcoming poverty and achieving a decent standard of living and

social justice.
3.3. I nfor mation dissemination
45, Some aid administrations release a large amount of information to inform the public and others

interested in what is being done, especialy since the advent of the Internet which has greatly facilitated
the task of getting information into the public domain.” Information found on the Internet can include
latest news about the programme, annua reports, ministerial speeches, press releases, aid policy
statements, information on major recipients, country strategies, evaluation reports, statistics and details of
business opportunities available through the aid programme.

46. Providing an annual report on devel opment co-operation is a helpful discipline for an aid agency
and can play an important role in informing parliaments and the general public about the programme.
Unfortunately, this is not a universal practice by DAC Members, although there is a trend for more
agencies to do so. Sometimes there are annual reports from one section of an aid agency (evaluation for
instance) reporting on performance or from one specialised aid-related organisation. Since the DAC
requires Members to provide it with an annual memorandum, some Members use this as a basis for their
annual report or, on the other hand, if the annual report is sufficiently complete, it can serve as the annual
memorandum to the DAC.

47. Unpublished information about the aid programme can also be obtained through the national
“Freedom of Information” legislation that exists in some DAC Member countries (for instance Australia,
Canada, Ireland, the United States and soon in Japan).

48. Some DAC Members have established a separate organisation dedicated to promoting
knowledge about development issues in general while others rely on NGOs to conduct their development
education programmes. In some cases, NGOs are contracted explicitly to fulfil this function. In other

cases, NGOs who receive funding as part of the aid programme are required to inform the public about
their activities.

An example: Ireland

Ireland has a formal, structured approach to development education. The
National Committee for Development Educatioras established in 1994 with

the aim of encouraging and promoting development education in all sectors of
Irish society. The Committee distributes funding to both governmental and
non-governmental organisations. These grants have been used to produce

8. Appendix 1V lists the Internet addresses of DAC Members’ aid and aid-related organisations.

9. More information on the National Committee for Development Education is available from the Internet at:
http: //homepage.tinet.ie/~ncde/
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development education resources and materials, conduct campaigns, courses
and seminars, produce drama and audio features; work with schools and
students; provide training and in-service development for teachers, and engage
in a range of activities designed to get people to think about and act upon
development issues. The Committee also runs a public resource centre which
can provide reference and resource materials for educational purposes.

49, Other ways DAC Members promote knowledge about aid include preparing material for use by
the media or in schools and organising presentations by senior aid administration officials to targeted
audiences, such as decision makers. A public “shop front” for the aid programme is another means used.

An example: Japan

The “Plaza for International Co-operation” in Tokyo, created by the government
in 1993, is run by the Association for the Promotion of International
Co-operation activities. People are free to drop into to the Plaza to get
information about aid. The Plaza provides the general public, NGOs,
academics, journalists, companies and school children on excursions with
publications and other materials, including photographs and videos, and data on
aid. It also produces and makes available information and documentation for
other development education activities. Branches of the Plaza have been set up
in 17 locations throughout Japan.

34. Monitoring public opinion

50. Keeping abreast of public opinion about aid is a function many aid agencies do as a matter of
course. While other parts of government do this too, for aid managers it is a particularly important
activity. Some DAC Members carry out regular public opinion polls about aid which provide an
indication of fluctuations in the level of public support over time. Other donors conduct surveys less
frequently but which tend to be large, and so enable an in-depth investigation of people’s knowledge and
the motivations for the answers they give. Large, frequent surveys are of course possible, but more costly.

51. The OECD’s Development Centre and the Council of Europe’s North-South Centre jointly
published Public Attitudes and International Development Co-operation in 1998 which,inter alia,
presents information on the findings from public opinion polls and development education activities in
each DAC Member.
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CHAPTER 4

ORGANISATIONAL FRAMEWORKS: AID POLICY AND LEGISLATION

52. Overall aid policy may be primarily formulated by the Parliament, based on proposals from the
government, by the government itself or by the ministry or agency charged with responsibility for
development co-operation management. Some DAC Members’ Parliaments have passed legislation which
defines their aid policies, as well as associated administrative procedures.

53. Aid managers must be attentive to issues related to the legal foundations for development
co-operation and other relations with parliament. Aid agencies generally have staff who work on these
types of issues, which can also absorb considerable time and energy of senior aid managers.

4.1 Aid policy statements

54, The main purpose of an overarching, general aid policy statement should be to offer a set of
organising principles for the development co-operation programme and to inform Parliament and the
general public about its purposes. Since these policies are normally debated with civil society and
submitted to Parliament, the consultative process through which they are prepared may be as important as
the written document itself, as the process can provide a foundation in public opinion for the programme
and stronger inter-ministerial co-operation leading to better overall policy coherence. Other motivations
also exist for issuing policy statements. For instance, new policies are sometimes announced by an
incoming government to differentiate itself from its predecessor or policy statements may serve as
warnings to recipient countries or be designed to fend off criticism.

55. The general thrust of DAC Members’ aid efforts is increasingly guided by an overall strategy for
their development co-operation programme. Appendix IV shows that a majority of DAC Members now
have an overarching strategy statement for their aid programme. These strategies typically specify a
guiding principle or mission statement for the programme as a whole and particular areas or sectors where
the programme will focus. In a number of cases, a target for aid volume is also included, with milestones
along the way to its achievement.

56. In some cases policy statements relate exclusively to aid while others form part of the country’s
general policy on external relations. There are merits to both approaches. A specific aid strategy can be
more detailed and comprehensive. On the other hand, a broad foreign policy strategy which includes
development assistance would, other things being equal, tend to favour greater coherence across the range
of relationships that exist between a donor and developing countries.

An example: Canada

A comprehensive process of consultations and deliberations to review Canada’s
foreign policy culminated in 1995 with the release of a new foreign policy
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statement entitled Canada in the World.” This statement identifies international
assistance as a vital instrument, complementing diplomacy and trade, for the
achievement of Canada’s foreign policy objectives: promoting prosperity and
employment in Canada, protecting Canada’s security by contributing to global
security and projecting Canadian values and cult@anada in the World sets

out four key commitments for Canada’s ODA programme:

e aclear mandate and set of priorities;

strengthened development partnerships;

improved effectiveness; and

better reporting of results to Canadians.

The mandate for Canadian ODA is:

“The purpose of Canada’s ODA is to support sustainable
development in developing countries, in order to reduce poverty
and to contribute to a more secure, equitable and prosperous
world.”

To achieve this, Canada in the Worldmandates the ODA programme to
concentrate available resources on six programme priorities:

e basic human needs, including emergency humanitarian assistance (to which
Canadawill commit 25 per cent of its ODA);

e women in development;
* infrastructure services;
e human rights, democracy and good governance;

«  private sector development; and

the environment.

The Canadian International Development Agency (CIDA) is producing separate
policy statements to guide its activities in each of these areas™ and, since 1996,
has conducted a performance review of one programme priority each year.
Canada in the Worldlso commits Canada to continuing to provide most of its

10. Available on the Internet at: http: //wwww.dfait-maeci.gc.ca/english/foreignp/cnd-world/menu.htm

11. See CIDA’s Policy on Poverty Reductiqd996), CIDA’s Policy on Meeting Basic Human Nedd897),
CIDA’s Policy on Gender Equalitf1999), Government of Canada’s Policy for CIDA on Human Rights,
Democratisation and Good Governanand CIDA’s Policy for Environmental Sustainabilit{1992),
available from CIDA’s Internet sitehitp://mwww.acdi-cida.gc.ca/index.htm). CIDA is developing policy
statements on private sector development and infrastructure services.
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ODA to low-income countries, to devote the highest share of its resources to
Africa and to focus efforts on a limited number of countries. The statement
reaffirms the Canadian government’s commitment to making progress towards
the ODA target of 0.7 per cent of GNP when Canada’s fiscal situation allows it.

57. Some countries do not have an overarching policy paper as such, but rather release policy
statements from time to time outlining major changes in the aid programme. These statements have
sometimes become a White Paper tabled in Parliament. In other cases, statements are made on particular
policy issues and are used as references for aid policy or programme management. For instance, the
President of France made a statement on policy towards democratisation and the rule of law at the
1990 Franco-African Summit in La Baule, which became a point of reference for the French aid
programme. In the Netherlands, a government agreement has been released which gives clear directions
about the distribution of ODA funds.

An example: The Netherlands

In order to sustain the Netherlands’ ODA performance, the Dutch Coalition
Government felt the need to set clearer targets for aid budgeting and has
enshrined these in a formal coalition agreement. As of 1997, 1.1 per cent of
GNP is assigned for expenditures relevant to foreign policy, with 0.8 per cent of
GNP being reserved for net ODA expenditures. To give substance to the main
objective of Dutch ODA --combating poverty while protecting the
environment -- sub-targets for several special areas have been established within
the overall budget for ODA:

* two targets in the area of social development:

— 20 per cent of the ODA budget should be spent on basic social services;
and

— 4 per cent of the ODA budget should be spent on reproductive health;
e two environmental targets:
— 0.1 per cent of GNP should be spent on environmental activities; and

- at least Gld 50 million (approximately $25 million) should be spent on
the conservation of tropical rainforests; and

e one target for least-developed countries:

- least-developed countries should receive ODA of at least 0.25 per cent
of GNP.

These sub-targets are partly overlapping. All targets were met in 1997 with the

exception of the target for environment-related aid, which amounted to
0.092 per cent of GNP.
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4.2 Legidation

58. Some DAC Members have legidation governing their development co-operation programme.
Whether a basic law is necessary, the extent of its coverage and whether it would favour improved aid
effectivenessis country specific and a matter for consideration and debate within each country.

59. One value of having legislation is that parliamentarians must concentrate on development
co-operation and provide a political stamp of approval for the programme. Having a basic law provides a
long-term foundation for development co-operation, which is beneficial, but it can also create rigidities
which may be difficult to remove once they have been established by law. The legislative process can
become poaliticised and used to make development co-operation an arena for political contention. Thus,
the flexibility of operating without a basic law, with development co-operation continually reviewed and
approved by successive governments, may have some positive aspects.

60. The existence of a basic law has the advantage of setting out a framework for funding and
operations of the programme and demonstrates clearly the long-term importance of development
co-operation for a given country. But, obviously, some countries have achieved these goals through

Cabinet decisions, White Papers and policy statements -- which are not basic laws-- and by relying on
appropriations legislation for the legal authority to implement their programmes.

An example: Luxembourg
Luxembourg’s Development Co-operation Act came into force on
21 January 1996 and amends or replaces legislation passed in 1985 and 1989.
The Act covers five areas:

o first, it sets out three objectives for Luxembourg’'s development
co-operation programme:

- the lasting economic and social development of developing countries,
especially the most disadvantaged ones;

— the gradual and harmonious incorporation of developing countries into
the global economy; and

- the reduction of poverty in developing countries;
* second, it defines more explicitly the role of the Development Co-operation
Fund, a mechanism for funding bilateral development projects outside of

the annual budget process and whose priority action areas are:

— social action, including health, housing, education, vocational training
and women'’s rights;

— technical assistance;

— specific activities in the fields of economic, industrial, environmental,
regional, cultural and scientific co-operation;

— action to promote human rights and democracy; and
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— development education; and

third, it describes the conditions of co-operation with NGOs, which may
receive both cofinancing as well as block grants or specific subsidies,
especialy for their development education activities;

fourth, it defines the status, pay and social security coverage of co-operation
officials employed by the government and voluntary co-operation workers
employed by NGOs; and

fifth, it institutes an inter-ministerial committee for development

co-operation to co-ordinate the overall thrust of development co-operation
policy.
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CHAPTERS

ORGANISATIONAL FRAMEWORKS: THE STRUCTURES OF GOVERNMENT

61. The organisational framework adopted for managing development co-operation varies across

DAC Members, both at the political and administrative levels. While aid management systems should be
designed around the objectives expected to be attained, and in particular those of the development
partnerships strategy, organisational structures also need to take account of the specific political and

public sector management systems within which they operate. Political exigencies can sometimes prevail

over other considerations. It is therefore unlikely that an “ideal” organisational framework for the
management of DAC development co-operation programmes can be defined.

5.1 Ministerial responsibility within the gover nment

62. Among DAC Members, different patterns of ministerial responsibility for development
co-operation can be identified. In many countries, development co-operation is the responsibility of the
Minister of Foreign Affairs, often assisted by a junior minister, secretary of state or parliamentary
secretary with special responsibility for development co-operation. A variation on this sometimes occurs
where there is a minister for development co-operation separate from the Minister of Foreign Affairs, who
is one of several ministers jointly overseeing the foreign affairs portfolio. Alternatively, the minister
responsible for development co-operation can be completely distinct from both the Minister for Foreign
Affairs and the foreign affairs ministry. In these circumstances, the minister may be assisted by a junior
minister. In other cases, responsibility for development co-operation is divided between a number of
ministers who take responsibility for those matters falling within their particular ministerial portfolio.
Appendix IV lists the ministers responsible for DAC Members’ development co-operation programmes.

63. Having the minister responsible for development assistance sitting in the government’s (inner)
cabinet or council of ministers is sometimes taken as an indication of the importance accorded to
development co-operation by a particular government. However, even when aid appears to be at the
forefront of a government’s concerns, it may not, in practice, get much attention because it is crowded out
by other issues. If aid is handled at a lower ranking minister, it may receive the entire attention of those in
charge.

64. When responsibility for aid is shared among several ministers, it is particularly useful for donors
to establish some sort of ministerial level committee to co-ordinate the country’s overall aid effort and
discuss matters of common interest, including general policy orientations. For instance, France created
such a committee in 1998, the Inter-ministerial Committee for International Co-operation and
Development (CICID), which is chaired by the Prime Minister and replaces the former Inter-ministerial
Committee for Development Assistance (CIAD). Portugal has an Inter-ministerial Commission for
Co-operation (ICC) which is chaired by the Secretary of State for Foreign Affairs and Co-operation.
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65. The European Community (EC), the only multilateral DAC Member, is sui generis. The main

policy making body for the EC programme is the Development Council, composed of the ministers
responsible for development co-operation from each European Union (EU) Member State. The
Development Council usually meets twice a year to discuss issues relating to the development policies of

both the EC and its Member States. Responsibility for managing most of the EC’s aid programme is
shared by a number of Commissioners at the European Commission.

5.2. Overall structure of aid administrations

Aid involves a multitude of ministries and agencies

66. Within a nation’s public sector, development co-operation is not a domain reserved for just one
or a limited number of specialised agencies. While one agency may normally take the overall lead on
development co-operation issues, many other agencies and ministries are also involved. These other
ministries and agencies may provide policy advice related to their specific areas of expertise, manage and
implement a particular aspect of the programme or be involved through the provision of technical
assistance or their participation in the activities of specialised multilateral agencies.

67. For instance, in Japan until recently, four main ministries and 17 other ministries and agencies
have been involved in the aid programme, with many of these receiving specific allocations from the
ODA budget. A similar broad involvement can also be found in programmes with a large, autonomous
aid agency. An analysis conducted for the 1998 DAC Peer Review of the United States found that
two-thirds of the United States’ gross ODA disbursements in 1996 were channelled through USAID,
while the remaining third was channelled through 10 other departments and agencies.

68. The trend towards broader public sector participation in the aid programme is also evident from
the growing involvement of local and regional governments in the aid activities in several DAC Member
countries.

69. To the extent that aid management is splintered or scattered among different organisational
units, both co-ordination and coherence become more difficult and costly. In fact, when too many
administrative units are involved in the conception and delivering of aid, effectiveness and efficiency are
quite likely to suffer. The Public Management Service of the OECD stresses the importance of a central
overview and co-ordination capacity in any given management system.

Recent trends in DAC Members’ organisational structures

70. The organisational structures adopted by DAC Members for their development co-operation
programmes are not just complex but dynamic. As the role of aid and international circumstances

continue to change, DAC Members’ aid management systems evolve and adapt in their own way to those
changes. In recent years, three trends can be noted among DAC Members:

e major restructurings -- within aid agencies, by the amalgamation of previously distinct
organisations or by the creation of new bodies;

« the creation of integrated regional/country desks within some foreign ministries to deal with

all aspects of relations with developing countries: foreign policy, trade relations and
development co-operation; and
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« theincreased use of separate executing agencies for aid implementation.

Appendix 1V lists each DAC Members’ principal aid agency and other aid organisations.

The relation between development co-operation and foreign policy

71. Development co-operation is inseparable from a country’s foreign policy. However, the extent
to which the ministry dealing with the wider issues of foreign policy is involved with aid is an area where
DAC Members’ aid management systems differ. The decision by three DAC Members (Denmark, the
Netherlands and, to a lesser extent, Finland) to integrate development co-operation fully with other
aspects of their trade and foreign relations with developing countries is consequently noteworthy.
Development co-operation needs to be predictable so it can be effective on a sustained basis. Political and
commercial objectives can sometimes be narrow and short-sighted and can potentially undermine the
discipline and stability that development programmes need. Moreover, the administration of large sums
of money for development programmes requiring specific technical inputs, and the accounting for such
funds, is not a traditional activity of foreign ministries. While development co-operation is of concern to
the foreign ministry, there is nonetheless a strong case for managing aid so that the vicissitudes of other
aspects of foreign relations do not distort or deviate the aid programme unduly. For this reason, DAC
Members often have aid management systems which are, to some degree or in some operating respects,
separate from the foreign policy function, even when situated within the foreign ministry itself.

DAC Members’ aid management structures

72. While DAC Members’ overall aid management systems vary considerably, there is somewhat
more uniformity in management systems for multilateral assistance than for bilateral aid. Often, although
not always, the Ministry of Finanéds responsible for international financial institutions -- such as the
International Monetary Fund (IMF) and the World Bank -- while the Ministry of Foreign Affaften

takes the lead in relation to the major UN agencies and funds. Bilateral aid systems are more diverse,
sometimes involving the Ministries of Finance and Foreign Affairs while in other cases there is a large,
autonomous aid agency. Some countries also have a separate organisation for loan financing (capital
projects or “hardware”), technical co-operation (“software”), research, volunteers or aid to a specific
geographical area. Aid to Central and Eastern European countries and the New Independent States of the
former Soviet Union is increasingly managed within the same structure as traditional aid to developing
countries®

12, The term “Ministry of Finance” is used generically here and in some countries may be known as the
Treasury or the Ministry of Economics.

13. The term “Ministry of Foreign Affairs” is used generically here and in some countries may be known as the
State Department, the Ministry of External Relations or the Ministry of Foreign Affairs and (International)
Trade.

14. SeeAssistance Programmes for Central and Eastern Europe and the former Soviet Union, OECD, 1996 for

a description of the assistance programmes of OECD Members, including 19 DAC Members. Aid to
Central and Eastern European countries and the former Soviet Union is recorded either as ODA or official
aid, depending on whether the recipient country is listed on Part| or Part Il of the DAC List of Aid
Recipients.

15. SeeAid and Other Resource Flows to the Central and Eastern European Countries and the New
Independent States of the Former Soviet Union (1990-96) for a survey of resource flows to these countries.
The survey is available on the Internet ftitp: //wwww.oecd.or g/dac/htr/pubsfoc.htm
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Five categories of organisational structures for aid management
73. Broadly speaking and in particular in relation to bilateral assistance, the overall organisational
structure adopted by DAC Members for their development co-operation programmes falls into one of five
categories:
» anintegrated Ministry of Foreign Affairs;
» adevelopment co-operation directorate or division within the Ministry of Foreign Affairs;
 apolicy ministry with a separate implementing agency;

e an autonomous aid agency or ministry; and

« multiple ministries, with a separate implementing agency.

5.2.1. Integrated Ministry of Foreign Affairs

Integrated Ministry of Foreign Affairs

Ministry of Foreign Affairs

Africa Asia Latin America
Department Department Department

Foreign Foreign Foreign

Policy Policy Policy

Trade Trade Trade
Development Development Development
Co-operation Co-operation Co-operation

74. Denmark, the Netherlands and, to a lesser extent, Finland have “de-compartmentalised” their
Ministry of Foreign Affairs and, in their relations with developing countries, have grouped development
co-operation together with foreign policy and trade relations in integrated country/regional desks.
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Denmark

75. Denmark reorganised its Ministry of Foreign Affairs in 1991. The new organisation operates
along geographical rather than functional lines. The ministry is divided into a North Group and a South
Group, with the South Group taking responsibility for all aspects of Danish relations with developing
countries including the administration of the ODA programme. The South Group was created by merging
DANIDA, the previously separate aid implementing agency, with the relevant parts of the former political
and economic departments within the ministry. The Ministry of Foreign Affairs is also responsible for
most ODA-related multilateral assistance, including relations with the World Bank and the regional
development banks.

Finland

76. Finland’s aid programme is managed by the Ministry of Foreign Affairs. With the aim of
making the entire Finnish foreign service more responsive to changing international circumstances, a
reorganisation of the ministry took place in 1998. This resulted in the creation of geographical divisions
to deal with development co-operation together with trade relations and what had traditionally been called
foreign policy. The ministry also contains a Department for International Development Co-operation,
which is responsible for policy, planning, budgeting and financial decision making for development
co-operation as well as for multilateral assistance. Finland has therefore gone some of the way towards
“de-compartmentalising” its Ministry of Foreign Affairs, but also maintains some of the characteristics of
the “development co-operation directorate/division” structure presented below.

77. Finnish ODA is channelled through two other organisations. The Finnish Fund for Industrial
Co-operation (FINNFUND) provides equity capital, long-term investment loans and guarantees. |t
receives interest subsidies for its long-term lending from the Ministry of Foreign Affairs. The Service
Centre for Development Co-operation (KePa), an NGO umbrella organisation, has been contracted to run
some programmes in the field and undertakes activities related to NGOs and public awareness raising.
KePa was previously responsible for implementing the Finnish Volunteer Service (FVS), which was
discontinued in mid-1998.

The Netherlands

78. The Ministry of Foreign Affairs in the Netherlands was restructured in 1996, with regional
departments created to take over responsibility for bilateral relations including foreign policy, trade and,
in the case of relations with developing countries, development co-operation. At the same time, the
Netherlands delegated to its embassies in the field greater responsibility for designing and managing
development co-operation programmes, and for conducting policy dialogue with recipient countries.

16. The decision to phase out Finland’s volunteer programme was taken following an independent evaluation
conducted in 1995 which suggested that the programme was not cost effectiieval8ateon of Finnish
Personnel as Volunteersin Development Co-operation, Report 1995:3.
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5.2.2.  Development co-operation directorate/division

Development Co-operation Directorate
within the Ministry of Foreign Affairs

Ministry of Foreign Affairs

Trade Foreign Development
Directorate Policy Co-operation
Directorate Directorate
79. Among some DAC Members, the structure adopted for aid management is a Directorate or

Division responsible for development co-operation located within the Ministry of Foreign Affairs. This
structure is found in Ireland, New Zealand and Switzerland, and was the structure found in Finland prior
to the recent restructuring. Currently, Belgium and Italy also have such a structure but, in both cases,
reforms announced but still under consideration propose the creation of an independent implementing
agency. If these reforms are implemented, the structures found in Belgium and Italy will fal into the
category “policy ministry with separate implementing agency”, the next category listed below.

Belgium

80. Aid management in Belgium is undergoing restructuring. Currently, the development
co-operation programme is managed by the General Administration for Development
Co-operation (AGCD) in the Ministry of Foreign Affairs, Foreign Trade and Development Co-operation.
Plans have been made to reorganise this Administration and to create an independent implementing
agency for bilateral aid.

Ireland

81. In Ireland, bilateral and most multilateral development co-operation is managed by the
Development Co-operation Division (DCD) within the Department of Foreign Affairs. Ireland’s Agency
for Personal Service Overseas (APSO) manages Ireland’s volunteer programme, but also provides skilled
personnel for Irish technical co-operation projects. The National Committee for Development
Education (NCDE) encourages and supports development education activities.

Italy
82. Italy currently operates its programme under the Ministry of Foreign Affairs, with a

Directorate-General for Development Co-operation (DGCS). HRéferm Bill of Italian Development
Co-operation was tabled in Parliament in 1998. The centre-piece of this reform is the establishment of a
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new agency to take responsibility for implementing aid programmes planned and negotiated by the
Ministry of Foreign Affairs. The Treasury supervises relations with the multilateral devel opment banks.

New Zealand

83. In New Zealand, overall co-ordination and aid implementation is primarily the responsibility of
the Development Co-operation Division (DEV), a division within Ministry of Foreign Affairs and Trade.
DEV oversees both bilateral and multilateral assistance.

Switzerland

84. The Swiss Agency for Development and Co-operation (SDC), a Directorate in the Federal
Department of Foreign Affairs, isthe main aid planning and implementing body in Switzerland. The SDC
isresponsible for technical co-operation, financial co-operation and humanitarian aid, some three-quarters

of Swiss ODA. The remainder of the programme is handled by the Federal Office for Foreign Economic

Affairs (FOFEA) in the Federal Department of Economic Affairs. FOFEA is responsible for economic

aid and aims to encourage policy reforms which will induce trade and private sector development. Both

the SDC and the FOFEA are involved with Switzerland’s multilateral aid programme and assistance to
transition countries.

5.2.3.  Policy ministry with separate implementing agency

Policy Ministry with Separate Implementing Agency

Ministry of Foreign Affairs

Implementing Agency

85. Another model has aid policy guidance as the responsibility of a lead Ministry -- the Ministry of
Foreign Affairs or the Ministry of Development Co-operation -- with bilateral aid implementation
entrusted to one or more separate agencies. This model is found in Germany, Luxembourg, Norway and
Sweden. The aid management systems proposed for Belgium and Italy (see above) also conform to this
model.
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Germany

86. In Germany, aid policy guidance, both bilateral and multilateral, is the responsibility of the
Federal Ministry for Economic Co-operation and Development (BMZ). As the Federal Foreign
Office (AA) is responsible for overall German foreign relations, the BMZ and AA jointly elaborate
development co-operation principles and programmes and co-operate closely on implementation.

87. Aid implementation in Germany is handled by a range of autonomous agencies. Germany’s
main bilateral aid channels are the Bank for Reconstruction (KfW), which carries out financial
co-operation, loans and a somewhat smaller grants programme as part of the overall financial co-operation
framework, and the Agency for Technical Co-operation (GTZ), which implements technical co-operation.
A number of smaller semi-public agencies are also involved in the German aid programme:

» the German Development Service (DED) administers the German volunteers programme;

« the German Foundation for International Development (DSE) and the Carl Duisberg
Gesellschaft (CDG) offer advanced training courses to specialists and executive personnel
from developing and transition countries; and

« the German Institute for Development Policy (DIE) provides post-graduate training for
development professionals, undertakes research on development policy issues and provides
consultancy services based on its research.

Luxembourg

88. In Luxembourg, the Co-operation Division of the Ministry of Foreign Affairs, Trade and
Co-operation is responsible for development aid matters, both multilateral and bilateral. Luxembourg’s
bilateral projects, which are all in the form of grants, are implemented by a company set up under private
law, “Lux-Development”. Lux-Development works closely with the government in identifying projects,
but has a large degree of freedom of action when implementing them.

Norway

89. In relations between Norway and developing countries, both bilaterally and through multilateral
agencies, the Norwegian Ministry of Foreign Affairs has overall responsibility for foreign policy, trade
and development assistance matters. Subordinate to the Ministry is an executing agency, the Norwegian
Agency for Development Co-operation (NORAD), which implements Norway’s bilateral development
co-operation.

Sweden

90. In Sweden, the Ministry of Foreign Affairs has overall responsibility for the policy direction of
Swedish development co-operation, both multilateral and bilateral. This includes assistance channelled
through UN agencies, the World Bank, regional development banks and the European Union. Under the
Ministry of Foreign Affairs, the Swedish International Development Co-operation Agency is the
executing agency for bilateral development co-operation. Following a comprehensive organisational
reform in 1995, five development agencies were merged into the new Sida:
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« the Swedish International Development Authority (SIDA), which concentrated its efforts on
the poorest developing countries,

* the Swedish Agency for International Technical and Economic Co-operation (BITS), which
had responsibilities for aid activities outside of Sweden’s core programme countries;

» the Swedish Agency for Research Co-operation in Developing Countries (SAREC), whose
activities included research co-operation and support to international research programmes;

» the Swedish International Enterprise Development Corporation (Swedecorp), which
contributed to private sector development through the transfer of know-how as well as trade
and investment promotion; and

» the Swedish Centre for Education in International Development (Sand®), which conducted
training courses for aid workers as well as the general public.

5.2.4.  Autonomous aid agency or ministry

Autonomous Aid Agency

Ministry/Agency for
Development Co-operation

91. Another structure adopted by some DAC Member countries is to give an autonomous agency or
ministry broad responsibilities in both aid policy and implementation. This model is found in Australia,
Canada, the United Kingdom and the United States.

Australia

92. The management and administration of Australia’s aid programme is the responsibility of the
Australian Agency for International Development (AusAlID), an administratively autonomous agency

within the Foreign Affairs and Trade ministerial portfolio. With the aim of improving Australia’s ability

to deliver a responsive and outward-looking aid programme focused on results, AusAID underwent a
major restructuring in 1998. Australia’s relations with the multilateral development banks are

co-ordinated by the Treasury.

93. Australia’s aid programme also finances the Australian Centre for International Agricultural

Research (ACIAR), which aims to improve food security and reduce poverty by mobilising Australia’s
research capacity to help solve agricultural research problems of developing countries.
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Canada

9. The Canadian International Development Agency is the lead government organisation
responsible for Canada’s development co-operation. CIDA is an administratively autonomous agency
within the Foreign Affairs and International Trade ministerial portfolio. It has a broad mandate for both
bilateral and multilateral aid (except for the World Bank, which is the responsibility of the Department of
Finance, and some UN programmes, which are the responsibility of the Ministry of Foreign Affairs and
International Trade).

95. Canada has created an autonomous research body, the International Development Research
Centre (IDRC), which initiates, encourages, supports and conducts research into the problems of the
developing regions of the world. Canada has also established the International Centre for Human Rights
and Democratic Development (ICHRDD) which supports the promotion, development and strengthening
of democratic and human rights institutions and programmes.

The United Kingdom

96. The British Government elected in May 1997 created the Department for International
Development, placed under the ministerial responsibility of a cabinet-level Secretary of State, to
administer Britain’s bilateral and multilateral development co-operation programme. The Department for
International Development (DFID) replaced the former Overseas Development Administration (ODA),
which was part of the portfolio responsibilities of the Secretary of State for Foreign and Commonwealth
Affairs. Britain consequently now has separate Departments for aid and foreign relations, each reporting
to a cabinet-ranking minister.

97. Britain’s aid effort also assists other countries to develop their economies by helping them create
long-term self-sustainable businesses. Through the Commonwealth Development Corporation (CDC),
Britain provides long-term financing and assists in structuring business proposals, providing management
for industrial companies and manages funds for third-party investors.

The United Sates

98. The United States Agency for International Development is the main instrument of the United
States’ bilateral aid effort. USAID is an independent agency and has primary responsibility for promoting
sustainable development, providing humanitarian assistance on a bilateral basis and managing bilateral aid
programmes and activities. The United States’ aid programme is also channelled through the Treasury
(for multilateral development banks), the State Department (for UN programmes and some refugee and
humanitarian programmes) and the Peace Corps (for the volunteer programme). Food aid is budgeted by
the Agriculture Department but, for the most part, managed and implemented by USAID. A draft
reorganisation bill for the State Department, supported by the current administration, would keep USAID
as an independent agency but in future it would report directly to the Secretary of State, rather than the
President, as in the past.
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5.25. Multiple ministries

Multiple Ministries with Separate Implementing Agencies

Ministry of Finance Ministry of Foreign Affairs Other Ministries

Implementing Agency Implementing Agency

99. In the remaining DAC Members, a range of ministries is involved with development
co-operation with each taking responsibility for a particular aspect of the programme. In some cases,
implementation is entrusted to independent executing agencies.  With such a structure, a
greater-than-normal effort needs to be made to ensure co-ordination among the various entities involved
and coherence of the policies they pursue. A multiple ministry structure is found in Austria, the European
Commission, Japan, France, Portugal and Spain.

Austria

100. The Department of Development Co-operation (DDC) in the Federal Ministry of Foreign Affairs

is formally charged with overall co-ordination of Austria’s aid policy and manages bilateral project and
programme grants, a major part of the scholarship programme, a small loan scheme and contributions to
some of the UN programmes. However, this constitutes only a small share of Austria’s ODA, less than
one fifth in recent years. The largest part is administered by the Federal Ministry of Finance, which is in
charge of contributions to multilateral development banks, debt forgiveness and concessional export
credits. Aid for refugees during their first year in the country, another large component of the programme,
is administered by the Ministry of the Interior. The Federal Chancellery administers projects in Albania,
Bosnia and Herzegovina, and the Federal Republic of Yugoslavia, the Ministry of Science and Research is
involved with the scholarship programme and the Minister of Agriculture with food aid and funding for
the World Food Programme.

The European Community

101. The European Community’s aid programme is managed principally by three
Directorates-General (DGs) of the European Commission:

« DG VIl implements the European Development Fund (EDF), which has a special budget
under an overall international agreement (the Lomé Convention) and focuses on 69 African,
Caribbean and Pacific (ACP) countries and South Africa;

« DGIB implements the aid programme to Asian, Latin American and
Mediterranean (ALA-MED) countries; and

* DG 1A administers the programme for Central and Eastern European countries and the new
independent States of the former Soviet Union (known as TACIS and PHARE).
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102. A reform of the Commission’s aid management structure occurred in 1998 with the
establishment of a “Common Service” to take over management of the implementation phases of EC aid.
This work was previously handled by the Directorates-General with external relations responsibilities.

103. Two other entities contribute to the overall European Community development effort. The
European Community Humanitarian Office (ECHO) manages humanitarian and emergency assistance
while a portion of the EC programme is also channelled through the European Investment Bank (EIB),
which provides interest-rate subsidies and risk capital.

France
104. Following reforms made in 1998, France’s aid management system now includes:

» the Treasury Directorate of the Ministry of Economic Affairs, Finance and Industry,
responsible for investment project funding (both loans and grants), aid for structural
adjustment and the multilateral development banks;

« the Ministry of Foreign Affairs, Co-operation and the Francophonie, responsible for
technical co-operation, food aid, emergency aid and UN programmes; and

 the French Agency for Development (AFD) -- previously known as the French Development
Fund (CFD) -- which became the principle implementing agency for French ODA.

105. Bilateral French aid is now concentrated in a “priority zone of solidarity” consisting of more

than 50 African, francophone and other ACP countries.

106. A number of other ministries also participate in France’s aid effort in fields related to their
specific area of expertise. These other ministries include National Education, Research, Agriculture and
Public Works. France’s ODA to its overseas territories is the responsibility of a separate Secretariat of
State within the Ministry of Home Affairs.

Japan

107. In Japan, the Economic Co-operation Bureau of the Ministry of Foreign Affairs plays a central
role in policy and management of grant aid and technical co-operation. Policies on loans are formulated
by the Ministry of Foreign Affairs in consultation with the Ministry of Finance, the Ministry of
International Trade and Industry, and the Economic Planning Agency. Some 14 other ministries and
agencies receive ODA budget allocations, in particular the ministries of Education, Agriculture, Health
and Welfare, and Labour. The Ministries of Finance and Foreign Affairs are responsible for relations with
the multilateral development banks.

108. Japan has two main implementing agencies for its bilateral ODA. The Japan International
Co-operation Agency (JICA) manages the technical co-operation and volunteers programmes and is
involved with the implementation of grant-funded projects. JICA is under the supervision of the Ministry
of Foreign Affairs. The Overseas Economic Co-operation Fund (OECF) provides ODA loans and private
sector investment finance.
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109. Non-concessional loans, i.e. loans not sufficiently concessional to qualify for recording as ODA,
are handled by the Export-Import Bank of Japan (JEXIM). The Japanese Cabinet decided in 1995 to
merge OECF and JEXIM.

Portugal

110. In Portugal, ODA is provided by several ministries and other ingtitutions. With effect from
1999, when the government approves the overal budget it aso approves the integrated budget for
development co-operation, defining the allocation for each ministry and secretariat of state involved with
the aid programme.

111. The Ingtitute for Portuguese Co-operation (ICP) ensures the planning, co-ordination, monitoring
and evaluation of development co-operation as an integrated part of Portuguese foreign policy. The ICP
reportsto the Ministry of Foreign Affairs, but has administrative and financial autonomy.

112. The Ministry of Finance is in charge of the vast majority of Portuguese ODA. The Ministry of
Finance deals with financial assistance (both bilateral and multilateral), grants for budget support and
technical co-operation related to its areas of expertise. The Economic Co-operation Fund (FCE), which is
financed by the Ministry of Finance but under the responsibility of both the Ministries of Finance and
Foreign Affairs, promotes Portuguese investments and business interests in developing countries. Among
the other institutions involved with the aid programme are the Ministries of Planning, Y outh, Employment
and Social Security and some municipalities.

Sain

113. The Ministry of Economy and Finance plays a large role in Spain’s aid programme. This

ministry is responsible for more than half of Spain’s ODA and manages a soft loan scheme [the
Development Aid Fund (FAD)], debt matters and contributions to multilateral development banks and the
European Development Fund. Within the Ministry of Foreign Affairs, the Secretariat of State for

International Co-operation and Latin America (SECIPI) manages a considerably smaller, but growing,
share of ODA. SECIPI funds the Spanish Agency for International Co-operation (AECI) -- the primary
operational unit for Spain’s aid activities -- as well as a grant scheme and UN contributions. Other
ministries and regional authorities also provide ODA.

114, Two inter-ministerial committees exist to co-ordinate the various instruments of the Spanish
programme. The Inter-ministerial Commission for International Co-operation (CICI) has representatives
from twelve ministries and meets twice a year to discuss the annual plan of aid activities to be carried out
and their funding. The Inter-ministerial FAD Commission, with representatives from several ministries,
meets monthly to consider proposals for FAD credits, following which it forwards recommendations to
the Council of Ministers for approval.
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CHAPTER 6

ORGANISATIONAL FRAMEWORKS: MANAGEMENT STRUCTURESAND ISSUES

115. As mentioned previously, the organisational framework of DAC Members' aid management
systems vary and those systems have a strong tendency to evolve and adapt to changing international
circumstances. Similarly, the organisational structure of aid agencies and other aid-related bodies also
vary and evolve. A number of basic issues concerning internal structures are discussed in this chapter,
including:

» whether to adopt a geographic or functional approach;
» how to structure management systems for technical and capital assistance;

» the use of specialised units, for example, to promote particular issues or handle certain
subject matters;

« decentralisation and the strength and responsibilities of donors’ representation in the field;

» the extent to which parts of the aid programme can be contracted out to external service
providers; and

« the management of aid agencies’ human resources.

There are no right or wrong responses to these questions and the same response may work better in one
national context than another. These questions do, however, merit consideration as well as reassessment
from time to time.

6.1. Geogr aphic vs. functional approach

116. Aid administrations have had to deal with the question of whether aid should be
country-specific, in which case a geographical focus predominates, or whether it should be implemented
along functional or sectoral lines (such as education, health, population, infrastructure, agriculture, private
sector development, etc.). At various times, agencies have been organised on either geographic or
functional lines or a mix of the two.

117. Giving more weight to a geographical focus enhances the prospects of better co-ordinated and
more coherent country strategies. On the other hand, the geographic approach has drawbacks, too. It may
be more vulnerable to political pressures and, by giving relatively less power to technicians, there could
be some loss of professional acumen in the choice and design of projects. There could also be more
pressure to “help” particular countries, for example, by insisting less on technical discipline.
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118. Giving primacy to a functional or sectoral organisation puts technicians in the driver's seat,
which has some positive aspects. There can then be a good sharing of technical expertise across
experience in different countries and a premium is placed on technical analysis of development problems.
Under the functional approach, there is, however, a tendency for technicians to assume major
responsibilities for projects, which may make it difficult to maintain a coherent country strategy.

119. Most aid agencies now combine elements of both a geographic and functional focus to form a
hybrid structure, with a definite tendency towards putting the geographic office in the driver's seat.
Sectoral or technical inputs are then provided as needed. This reflects the increased attention of donors on
country programming to guide all efforts in a given recipient country. It also reflects a shift in recent
years from project assistance to more programme aid, and aid planned and provided on a sectoral basis.

An example: Swveden

When the Swedish International Development Co-operation Agency was created
in 1995 from the merger of five previously separate entities, a matrix structure
was adopted with four “staff’ departments (Administration, Policy, Evaluation
and Internal Audit, and Information), three geographic departments (Africa,
Asia and Latin America) and five sector departments (Democracy and Social
Development, Infrastructure and Economic Co-operation, Natural Resources
and the Environment, Research Co-operation, and Co-operation with NGOs and
Humanitarian Assistance). Sida also has an integrated Central and Eastern
Europe Department, with both country desk officers and sector specialists.

6.2. Capital and technical assistance

120. Another issue for aid administrations is how to manage the provision of capital assistance
(infrastructure or “hardware”) as opposed to technical co-operation (technical assistance or “software”,
know-how, training), which may be investment-related or free-standing. Some DAC Members have
separate organisations for capital assistance and technical co-operation while other donors entrust the
main aid agency to provide both capital and technical assistance. Programme assistance or financial
assistance may be provided by either type of organisation.

121. A certain logic exists for having separate organisations for hardware and software, based on two

premises. First, capital assistance is often for revenue producing entities and so could be serviced by
loans. A bank-like structure or fund, able to take a rate-of-return approach, is therefore well adapted. On

the other hand, technical co-operation, which is not revenue producing, has typically been funded by

grants. Second, the skills required to elaborate, plan and implement capital assistance projects are
different from those required for technical co-operation. On the other hand, the existence of separate

capital and technical assistance organisations does not facilitate the emergence of the new types of aid
programmes being pursued in many developing countries, for example sector-wide approaches in areas
such as agriculture, education and health, or social development programmes.

122. The line between these two types of organisations has become increasingly blurred and
problems, such as co-ordination difficulties, can arise from this division of labour. Capital projects often
require technical co-operation inputs, ande versa. For example, feasibility studies are sometimes
prepared with technical co-operation, but their destination may be a capital assistance project. As a result,
capital assistance agencies are now also providing some software, and technical co-operation institutions
are also providing some hardware.
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An example: Germany

The main channel for Germany’s technical assistance is the Agency for
Technical Co-operation (GTZ). Capital assistance is exclusively administered
by the Bank for Reconstruction (KfW), which also finances some project-related
technical assistance to its counterparts. Co-operation between the Kfw and
GTZ has been increasing in recent years at the country and sectoral levels and
on individual projects, with each institution contributing its specific know-how.

At the end of 1996, 142 projects were jointly supported in 58 countries, mostly
in the areas of resource protection, primary health care, basic education and
rural water supplies. In the future, co-operation will be even closer following
the opening of KfW field offices which will share premises with GTZ.
Although closer co-operation between two institutions with different
instruments and procedures poses some challenges, the degree of overlap now
between capital and technical assistance is such that KfW and GTZ are bound to
develop even closer links.

123. The same type of problem can arise within an agency or ministry with separate divisions or
organisational units in charge of different functions, including capital assistance and technical
co-operation. Some observers believe that taking a geographic approach and placing primary
responsibility with country desks helps to overcome this problem, since programmes can be built more
readily around a country strategy. All inputs and technical expertise are brought to bear as and when
needed and co-ordinated around the strategy. This tends to give focus to the programme, reduces the
possibility of overlap and facilitates the co-ordination role of the recipient country.

6.3. Specialised units

124. Aid administrations have found it useful, if not necessary, to establish distinct units to focus on
particular aspects of their programme. For example, one organisational principle derived from DAC
discussions indicates the need for a special unit, independent of project managers, to carry out the
evaluation and audit functions. This is necessary so that evaluations and audits can be conducted with
impartiality and candour.

125. Experience suggests that in order for new development issues to take root within an aid
organisation, such issues need to be specifically delegated to a specialised unit which can play an
advocacy role within the system. When no one is assigned specific responsibility for these issues, they
may fail to receive the support they need, either in individual project designs or in free-standing projects.
New subject areas -- for example participatory development, good governance and human rights -- may
also call for particular skills and sometimes these capacities are grouped in specialised organisational
units.

126. Cross-cutting issues, such as gender equality, environment and participatory development and
good governance, are often entrusted to a specialised unit. In DAC Member aid organisations, many of
these issues have now taken root and are a “mainstreamed” component of the programme as a whole.
Once issues have been mainstreamed and the associated specialised unit has successfully completed its
task, the question then arises whether to disband this unit. In some cases, and in relation to important
issues such as gender equality, some aid agencies have preferred to maintain a specialised unit to monitor
activities and play an oversight role.
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127. The elaboration or design of projectsis a specia discipline calling for both technical inputs and,
equally important, an overal, generalist view to synthesise technical aspects (organisational, financial,
economic, social, engineering) so that the project will be coherent. This suggests the need for special
project design skills. Some agencies recognise this as a special discipline in its own right and build this
factor into their organisational structure. Other concerns, such as procurement and contracting of goods
and services, legal, administration, training, public relations and development education, also need to be
included in the system and are often housed in specialised units.

6.4. Donor representation in recipient countries
128. Aid representatives posted in the field may have extensive authority or be little more than letter
drops to pass information. Most commonly among DAC Members, field representation consists of one or
two aid representatives, not always aid professionals, integrated into the diplomatic mission in major
recipient countries. These staff may work part-time on aid issues, carrying out other duties aswell. These
staff can also be responsible for aid matters in neighbouring countries without resident aid representatives.
Managing partnershipsin the field is a challenge for all donors. Thisisall the more so when donors -- and
this appliesin particular to smaller donors -- have limited representation in recipient countries.
129. At least two other models of field representation are found among DAC Members:
 gpecial missions or offices with more substantial aid staffs, for example:
— Australiahas alarge aid office in Papua New Guinea, its largest aid recipient;
— Denmark has special missionsin Indiaand Tanzania;

— the EC has delegations in many recipient countries;

— Ireland has strengthened its aid management capacity in priority countries with the
appointment of Programme Officers;

— Spain has set up technical co-operation offices in most countries that receive significant
amounts of grant aid;

— Switzerland has ten co-ordination or liaison officesin thefield; and

— in 1998, the United States had 72 USAID Missions world-wide, (down from 101in
1993); and

* regiona missions with a high degree of autonomy covering several recipient countries.
USAID has at various times had large regiona missions both providing field management
and services to other field offices (e.g.the Regional Economic Development
Services [REDSOs] in Africa).

An example: The United Kingdom
The United Kingdom has devolved the mgjority of its overseas operations to

offices in the field. These offices operate with a significant delegation of
authority, which helps promote dialogue with recipient countries and build the
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partnerships necessary for effective development co-operation programmes. Six
overseas offices with regional responsibilities, known as “British Development
Divisions”, are located in:

e Barbados (for the Caribbean);

*  Fiji (for the Pacific);

* Kenya (for East Africa);

*  South Africa (for Southern Africa);

* Thailand (for South-East Asia); and

* Zimbabwe (for Central Africa).

“Development Assistance Management Offices” with country responsibilities
are found in Bangladesh and India. Programmes to other parts of the world are
managed from London.

130. The pros and cons of decentralisation have long been debated. Current opinion favours a strong,
competent in-country capacity as a means of improving development partnerships. The DAC has
endorsed the idea that co-ordination in-country may be improved by donors’ own delegation of
decision-making authority from headquarters to field missions.

Decentralisation

131. Decentralisation ensures the availability of a dedicated team. |If it is large enough, it can be
composed of multi-disciplinary professionals. The field usually provides a better climate for teamwork
and better country or regional focus. A team in the field can eliminate the duplication between advisors
and administrators by using advisors as project managers. Most importantly, a strong presence in the
recipient country with on-the-spot authority facilitates the aid process, in particular, dialogue and
partnership with the recipient country and aid co-ordination with other donors. While it also provides
field staff with a better environment for understanding local cultural and political realities, donors are
wary of having their representatives in the field co-opted by the local government or placed under
pressure.

Centralisation

132. Retaining a centralised system in headquarters also has advantages. It can provide a sense of
objectivity, because of the distance between decision making and the field, although this advantage is
counter-balanced by the risk of being “out of touch”. It can facilitate high-level and even ministerial
concern and greater political involvement. More staff support can be guaranteed, which liberates senior
staff for strategic work, and it can allow access to the wider range of specialist advice found in
headquarters. Finally, costs are lower and there are no staff posting problems, although head-office staff
may need to accept to travel extensively as part of their normal work.

6.5. Contracting-out and external implementation

133. However large an aid administration may be, it cannot do everything and some tasks are
inevitably contracted out. The issue for an aid administration is to determine how far the process of
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contracting out can be taken, i.e., distinguish those aspects of the programme which could be contracted
out from core activities which should not be. There must also be a capacity within aid administrations to
do the contracting-out and to manage the work of contractors.

134. Members of the DAC differ in the degree to which they use and rely on external resources and

the tasks which are contracted out. Many donors use “in-house” staff to undertake project identification,
development and appraisal work and occasionally use outside expertise to supplement this capacity when
required. Negotiations with recipient governments on commitments must be done by “in-house” staff,
On the other hand, consultant firms are often contracted to carry out major feasibility studies and to
supervise project implementation. Some donors now rely quite heavily on contracted services to both
manage and implement their programmes.

An example: Austria

In most DAC Members, statistical work, including reporting data to the DAC, is
carried out within the lead aid agency. In Austria, however, this task has been
contracted out to a private foundation, the Austrian Foundation for Development
Research (OFSE). This foundation produces an annual report on Austria’s
development co-operation programme and compiles data for submission to the
DAC, through the Federal Ministry of Foreign Affairs.

135. The Public Management Service of the OECD has produced a set of Guidelines which identify a
series of key success factors for achieving the benefits of contracting out (se€)Bowaile not
designed exclusively for aid agencies, several factors are of particular relevance for aid managers:

» Service requirements should be specified in terms of outcomes and outputs, not inputs. This
means that specifyingvhat the activity is, nothow the activity is to be performed.
Operational flexibility is essential for the contractor to be innovative in performing the
activity, and thereby securing efficiency gains. These outcomes or outputs should be
specified as fully as possible, and include appropriate service quality measures.

e Contracting out an activity does not diminish, in any way, the responsibility of the
organisation for the performance of the service. This is especially relevant when that service
is being provided to a third party.

» The organisation should regularly and formally monitor the performance of the contractor to
ensure that the performance standards stated in the contract are fulfilled. When performance
information originates from the contractor, it should be audited to ensure its accuracy.

» Competitive supplier markets are key to achieving the benefits of contracting out. The
government should foster competitive markets by recognising that its contracting out
practices can play a major role in the development of markets for the relevant services.

» Organisations that contract out activities need to maintain their knowledge of the market and
their technical knowledge of the activity. This is imperative in order to be able to
communicate with the contractor on equal terms, and to be in a position to effectively tender
the activity again. This is especially relevant in the case of contracting out complex
activities.

17. The PUMA Best Practice Guidelines for Contracting Out Government Services are available on the Internet
a: http://www.oecd.org/puma/mgmires/cards.htrm#cgs97
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Box 3. Best Practice Guidelines for Contracting Out Government Services

At the 1996 Meeting of the OECD’s Public Management Committee, a sergestdPractice
Guidelines for Contracting Out Government Services were approved. The purpose of these Guidelines is
not to identify which activities should be contracted out, but rather to identify best practices for evaluating
whether government services should be contracted out and how the process can best be managed once the
decision to contact out has been made.

Under eight headings, these Guidelines identify the key success factors for achieving the
benefits of contracting out. The eight headings are:

» secure top management involvement and encourage re-engineering;

+ focus on staff issues;

» specify service requirements in terms of outcomes or outputs;

* monitor performance and foster co-operative relationships;

» ensure valid comparisons;

+ evaluate in-house bids;

» foster competitive markets; and

« develop and maintain the necessary skKills.

6.6. Human resour ces
The employment basis for aid agency staff

136. DAC Members staff their aid agencies in various ways. Numerous factors explain this variation,
such as differences in the structure of national governments, how aid agencies fit into that structure, the
size and type of aid programme managed, the degree the programme is contracted out and the
employment basis and mobility of staff.

137. In some DAC Member aid agencies, staff are civil servants recruited and promoted through
general selection procedures. These staff are employed by the national government and their careers are
expected to encompass responsibilities in a number of areas, perhaps spanning several ministries. In these
circumstances, staff are prized for their generalist skills, adaptability and ability to oversee and monitor
the implementation of aid programmes. This situation occurs particularly with ministries responsible for
development co-operation or, for example, when career diplomats are involved in managing DAC
Members’ aid programmes.

138. In other DAC Member aid agencies, staff are hired directly by the agency itself, sometimes on
fixed-term contracts, to perform particular tasks or provide specialist expertise. Such situations appear to
be more common when aid is managed through specialised implementing agencies. In these
circumstances, staff are prized for their technical expertise and the experience they can bring to the
organisation. Neither the aid agency, nor the staff members themselves, may be looking for a long-term
professional association and staff have primary responsibility for managing their own careers.

139. Each system has advantages and disadvantages. Smaller programmes cannot always offer
unlimited scope for people to pursue a career and reach high levels of responsibility. Consequently, they
may well benefit from a flexible staffing system which does not raise employees’ expectations
unrealistically high and which enables staff to leave and return to the aid programme as their careers
unfold. On the other hand, larger aid programmes managed by an autonomous aid administration may be
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able to offer their staff a chalenging, varied and rewarding working environment, with the potential to
reach high levels of responsibility, and may need to make efforts to retain a core group of experienced and
dedicated staff within the aid agency.

140. The employment basis for aid agency staff is often determined by the way the DAC Members’
public sector is structured and managed, and aid managers may have little control over how staff are
employed. This can be regrettable, as ideally the nature of the aid programme should determine the
organisational structure and employment basis for staff, andiceoversa. Clearly, an aid programme

which relies overly on generalists with limited experience will be different in nature from one managed by
career development specialists.

141. Another factor of relevance for aid agencies is that staffing requirements for development
co-operation have changed and are likely to continue changing in the future. When reliance is placed on
staff employed with civil service conditions, aid agencies need to ensure that their training activities are
sufficiently well developed so that their generalist staff remain informed and up-to-date. In such
circumstances, agencies will also inevitably need to contract in short-term expertise and will need a
budget and efficient structures in place for this. Employing experts on a contract basis enables aid
agencies to up-date and renew their selection criteria to ensure that the staff they hire have the range of
skills needed. For example, there has been growing demand for people with skills in social and
institutional development to advise on programme management. Similarly, the skills required of technical
assistance staff now place more emphasis on facilitating knowledge acquisition by counterparts. The
success of such an approach is predicated on the assumption that there will usually be an abundant supply
of experts available with up-to-date knowledge and experience.

Sze of aid administrations

142. The number of staff that aid management requires is difficult to estimate or to compare, even in
rough terms, as different DAC Members have different oversight and management requirements and
styles. Each uses a variety of staff from different sources (aid agencies, diplomatic services, technical
ministries, consultants, third-country nationals and locals) to manage their aid programmes and drawing
the line as to who to count as part of aid management or administration is hazardous.

Professionalism, training and career prospects

143. An aid management system is only as good as its people and no such system could function
properly unless staff can be upgraded, trained, motivated and well-informed. The stronger and more
dedicated the staff, the better chance it has to resist undue political and commercial pressures.

144. One of the best ways of upgrading the effectiveness and professionalism of staff is to institute a
training programme. Many aspects of aid management are specialised so that a subject called
“development studies” broadly encompasses the kind of training required. This can range from language,
economics, financial analysis, gender analysis and country studies to the tools required for project and
programme design, implementation and analysis. A unit or directorate in the system should be charged
with the training function.

145. It is desirable for development co-operation staff to have attractive career paths open to them.
Many DAC Members whose aid programme is closely attached to the Ministry of Foreign Affairs, such as
Ireland, New Zealand and Norway, are able to provide some of their staff with career opportunities equal
to those in other disciplines employed in the Ministry. Another motivating factor is sufficient
opportunities, for those staff who so wish, to go on field postings on several occasions during their career.
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CHAPTER 7

ORGANISATIONAL FRAMEWORKS: THE INTERNATIONAL LEVEL

7.1. Theimportance of partnership and aid co-ordination

146. Development co-operation is a complex, multi-dimensional business involving a wide range of

people from different backgrounds and with different expectations. There are risks, but the potential gains

can be considerable. It is clear that development co-operation has been most successful when the people

and institutions of developing countries have made sustained efforts to help themselves. To ensure the
effectiveness of aid, therefore, people in developing countries must be “owners” of their development
policies and programmes. This is why donors promote the establishment of “partnerships”, with local
actors progressively taking the lead while external partners back their efforts to assure greater
responsibility for their own development process.

147. Ensuring the effectiveness of aid also requires good co-ordination of external assistance. Aid
coming from many sources and subject to different regulations and policies has the potential for creating
confusion and overlap. The DAC has made aid co-ordination a central concern from its inception in the
early 1960s and clearly took the position, in 1986, that the central responsibility for aid co-ordination lies
with each recipient government (see B&¥.4

148. Donors must consequently try to facilitate co-operation with recipient governments and other
donors. Doing this effectively is a challenge because of differing policies, procedures, budgets, timing
and other factors such as rivalries, disagreement over approaches and sometimes unwillingness of
recipient governments to co-ordinate donors.

149. Many aid agencies are now taking a more explicit and systematic approach to co-operation
arrangements and techniques based on ownership and participation by the authorities and civil societies of
developing countries themselves. Aid agencies are also paying more attention to co-ordination and
harmonisation of donor practices in-country, including through the decentralisation of decision-making
authority to field offices. In parallel, some developing countries have begun, in varying degrees, to
exercise their own leadership in producing their strategies and in co-ordinating with their external
partners. All the same, much needs to be done to help many developing countries strengthen their
capacities to set the development agenda, design and implement appropriate policies and programmes, and
lead the co-ordination process. In general, external aid partners need to gear themselves better to support
these changes.

18. Box 4 summarises the essential elements of the Guiding Principles for Aid Co-ordination with Developing
Countries which were adopted by the DAC, meeting at the level of Development Co-operation Ministers
and Heads of Aid Agencies, in 1986.
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Box 4. Guiding Principlesfor Aid Co-ordination with Developing Countries

The DAC Guiding Principles for Aid Co-ordination with Developing Countries incorporate the following
essential elements:

e Central responsihility for aid co-ordination lies with each recipient government.

» Developing countries need well designed policies and carefully appraised investment and expenditure
programmes for effective and co-ordinated use of both their national and external resources.

e« There is a need for aid agencies to help developing countries strengthen their analytical and
management capacity to design and implement effective policies and programmes.

* Thereisaneed for continuing discipline by both recipients and donors in adhering to carefully appraised
and productive investment programmes. Such programmes will provide a particularly useful basis for
aid allocations if they have been the subject of careful review and discussion with donors with the help
and advice of the international financial institutions. They are a good basis for aid co-ordination.

« Thereisaneed for close co-operation between recipient governments and the multilateral lead agencies
but the processes of consultation and co-ordination should provide an opportunity for bilateral donors to
express their views during the formative stages of policy and programme consultations between
recipients and the international agencies.

* Full and frank exchanges of pertinent information on on-going and planned activities among donors, and
between donors and recipients, are essentia to the successful co-ordination and effective use of aid.

e Thereis aneed to strengthen aid co-ordination at the local (i.e. recipient country capital) level, and to
establish stronger links between central and local co-ordination arrangements. Central co-ordination
arrangements should give the lead to local and sectoral co-ordination, inter alia, by identifying issues to
be addressed at the local/sectoral level. Policy dialogue should be an intrinsic element of aid
co-ordination at the local/sectoral level. Recipient governments should be at the centre of the process.

» Effective participation both in the policy dialogue and in aid programming at the local level will be
facilitated by the presence of policy-oriented staff stationed in recipient countries in which individua
Members have major aid interest.

150. As part of the DAC'’s continuing work aimed at effective implementation of the development
partnerships strategy, a Forum of Development Partners, with involvement from developing country
representatives, was convened in January 1998 to address some key implementation issues relating to
ownership and donor procedures. The Forum was held back-to-back with the Committee’s Senior Level
Meeting. At this latter meeting, an eleven-point working checklist was agreed to guide efforts towards
improving partnerships and simplifying and harmonising donor procedures (Se&€)Box 5

151. The DAC recognises that it can be difficult and complex for donors to adjust their procedures to
those of host countries, even in those cases where sufficiently strong local procedures are already in place.
Nonetheless, DAC Members are proceeding by flexibly adapting their policies in a small number of
experiments to work through the problems encountered, test the feasibility and benefits of change and
share good practice.

19. This checklist is also available on the Internet at: http: //wwww.oecd.org/dac/htnstrength.htm
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Box 5. Strengthening Development Partner ships

A Working Checklist

1 Donors should encourage recipient partners to formulate their own development strategies -- setting out the
local priorities, plans and instruments for implementing such strategies. This process should systematically involve
civil society, as well as consultation with external partners. Where such locally-owned strategies are compatible with
internationally-agreed goals, donors should work to implement their aid programmes in a co-ordinated manner on the
basis of such locally-owned strategies and accept their discipline.

2. Donors should stimulate and help strengthen recipient partner led co-ordination of development
co-operation. The capacity for local co-ordination (which can and should also strengthen the international process)
may be improved by donors’ own delegation of decision-making authority from headquarters to field missions.| At the

international level, the possible advantages and disadvantages of organising Consultative Group (and Round Table)
meetings in the capitals of the recipient partners concerned, should be further tested in practice.

3. Transparency of donor and recipient partner interests and mutual trust should be increased |through
continuous dialogue, both informal and through systematic work on themes and sectors through standing sub-groups,
preferably led by the host government.

4, External partners should agree in principle to adjust more to local procedures, where necessary| helping
recipient countries to bring their procedures and management capacities up to international standards. Thele may be
useful DAC roles in identifying best practices and helping organise pilot exercises to move toward the simplification
and harmonisation of procedures.

5. Practices involving tied aid are prominently identified among procedures that can impair local ownership
and capacity-building, with substantial economic and credibility costs. The proposal for a DAC Recommendation to
start with untying aid to least-developed countries could be a step toward improved partnerships in this area,| yielding
additional tangible benefits for partners from competitive bidding and from local procurement.

6. Donors share the objective of ending the proliferation of projects and providing their aid increasingly in
forms of programme and budget assistance to support the country’s strategic priorities for development. To this end,
they need to help strengthen partner countries’ capacities to manage such aid, and further test the various approaches
and conditions under which they can pool their contributions in country funds for major sectors or key|goals,
e.g. poverty eradication. The integration of aid spending into the overall budget context may require donors to] manage
their own significant inputs differently to help strengthen local revenue pools.

7. There is a widely felt need to support local capacity building by changing the existing modalities for
providing technical co-operation, which often appears expensive and excessive, hampering true ownership and the use
and development of local capacities.

8. The practices of joint monitoring and evaluation of development programmes by donor and recipient
partners should be further developed and applied, with a view to learning together the lessons of achievements and
failures.

9. Improving the coherence between external partners’ development co-operation policies and thejr other
policies (such as those affecting trade and investment) affecting recipient partners is clearly seen as incfeasingly
important to help the developing countries concerned move toward reduced dependence on aid.

10. Innovative ways of financing should be constructed so as to have ODA play catalytic and leverage|roles in
generating and attracting other forms of domestic and foreign investment; the roles of grants, loans, forms of support
for the local private sector, and “matching” contributions by beneficiaries merit further careful assessment and
coherent policies.

11. External partners should continue to help lessen the debt burden of recipient partners; in this [context,
among others, the modality of various types of “debt swaps” should be considered.
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7.2. Mechanismsfor partnership and aid co-ordination

7.2.1. Co-ordination mechanisms

152. Annual or biannual Consultative Group (CG) meetings, organised by the World Bank, and

Round Tables, sponsored by the United Nations Development Programme (UNDP), have for many years

been the principa formal mechanisms for dialogue between donors and recipient governments and
co-ordination of donors’ activities. These meetings may be supplemented by more frequent meetings of
formal or informal groups established in-country to co-ordinate donors’ activities in specific sectors and,
in some cases, liaise with recipient government authorities. Other fora also exist with a regional focus,
such as the Special Programme of Assistance for Africa (SPA), or a sectoral focus, such as the
Consultative Group on International Agricultural Research (CGIAR). The DAC has been another forum
for its Members to co-ordinate activities, especially at the policy level. Member States of the European
Union are now more formally consulting each other and co-ordinating their aid programmes.

153. Participating in these various fora requires preparation and staff time on behalf of donors, at
headquarters and in the field. Aid managers must realise that such co-ordination is an increasingly
important part of their work and aid agencies should recognise and reward those staff who make
significant contributions in this area.

World Bank Consultative Group meetings

154. The World Bank sponsored its first Consultative Group meetings in 1963. The principle aims of
the Consultative Group meetings are to promote policy dialogue between donors and an individual
recipient country and to mobilise resources in support of its development. One of the primary functions of
these meetings has been the pledging of commitments by donors to fill a recipient country’s identified
financing requirements and discussion of general economic and development questions. In recent years,
discussions have centred increasingly on both sectoral planning and issues relating to governance and
participatory development. CG meetings are chaired by the World Bank, often the relevant Country
Director, and have mostly been held at the World Bank office in Paris. Some CG meetings for Latin
American countries have been held in Washington while those for some Asian and Pacific countries have
taken place in Tokyo. CG meetings are now increasingly being organised in-country, which enables
broader local participation, including from members of parliament, the private sector, civil society and
NGOs.

UNDP Round Tables

155. The UNDP’s key instrument for policy dialogue and resource mobilisation in the
least-developed countries is the Round Table. These meetings started in the early 1970s and grew out of
individual recipient country’s own efforts, with support from the UNDP, to discuss aid requirements with
the donor community. Consequently, and in contrast to Consultative Group meetings, Round Tables are
led by the recipient government. The UNDP monitors Round Tables closely to ensure that the meetings
are results-oriented and that pledges are followed up. The Round Table mechanism consists of a
conference held every two years, usually in Geneva, which addresses broad, long-term development issues
requiring technical and financial support from donors. Sectoral Round Tables are convened in-country as
the need arises. In recent years, participation in Round Tables has expanded to include representatives
from the private sector and NGOs, with more emphasis being placed on resource mobilisation.
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Soecial Programme of Assistance for Africa

156. The World Bank’s Special Programme of Assistance for Africa was established in 1987 and has
been one of the most important fora for the co-ordination of aid to sub-Saharan Africa. Its objectives are
to mobilise adequate and timely financing in support of countries undertaking economic reforms and to
improve the effectiveness of donor assistance. The agenda of the SPA has evolved to include the
developmental context of economic reform with the formation of working groups on particular themes to
support this. The SPA has also begun to explore ways of improving the design, sequencing and
implementation of economic reform programmes in order to promote greater local “ownership” and
strengthen impact.

The Consultative Group on International Agricultural Research

157. The Consultative Group on International Agricultural Research was established in 1971. Itis an
informal association of public- and private-sector organisations from both developed and developing
countries. The CGIAR is structured as a network of 16 international agricultural research centres that
specialise in strategic and applied research on agriculture, food policy and natural resources management.
The Group’s mission is to contribute through research to sustainable agriculture for food security in
developing countries. The CGIAR is co-sponsored by the UN's Food and Agriculture
Organisation (FAO), the UNDP, the United Nations Environment Programme (UNEP) and the World
Bank?

Devel opment Assistance Committee

158. The major bilateral donors work together in the DAC to increase the effectiveness of their
common effort to support sustainable development. Through this work, the DAC plays an important
policy co-ordination role among its Members. The DAC undertakes four principal types of activities:

the adoption of authoritative policy guidafice

« the conducting of periodic critical peer reviews of Members’ development co-operation
policies and programmes;

« the provision of a forum for dialogue to exchange experience and build international
consensus on policy and management issues of interest to Members; and

 the publication of statistics and reports on aid and other resource flows to developing and
transition countries.

Further information on the functioning of the DAC is presented in a pamphlet ehtdledhe OECD’s
Development Assistance Committee W&rks.

20. Further information on the activities of the Consultative Group on International Agriculture Research is
available on the Internet at: http://mww.cgiar.org/

21. DAC Guidelines adopted prior to 1992 were published that year in a compilation entitled Devel opment
Assistance Manual: DAC Principles for Effective Aid (also known as the DAC Manual), while Guidelines
adopted subsequently have been published individually.

22. Available on the Internet at: http: //wwww.oecd.or g/dac/htnvhdw.htm
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The European Union

159. Fourteen of the 21 DAC Member countries are also Member States of the European Union. The

1993 Maastricht Treaty on European Union stipulates that the European Commission and EU Member

States must co-ordinate their policies on development co-operation and consult each other on their aid
programmes. To put this requirement into effect, work to improve co-ordination between the Commission

and Member States on policy issues and operational matters has been continuing. Co-ordination is now

occurring at several levels, for example, between the aid missions of EU Member States in recipient
countries, between the headquarters of EU Member States’ aid agencies in capitals, and between EU
Member States’ development co-operation ministers, meeting as the Development Council.

7.2.2.  Aid co-ordination at project and programme levels

160. When implementing their development co-operation activities, donors can co-operate in a
variety of ways on projects and programmes:

« Cofinancing involves the co-operative financing of projects by two or more donors,
although normally each donor retains control of its own financing. Donors sometimes
provide cofinancing in support of World Bank projects.

« Joint financing involves the pooling of resources of several bilateral or multilateral donors
with one usually taking the leadership, including for procurement.

» Paralld financing is the provision of aid in direct support of the same general project by
two or more donors. Different donors may finance separate physical components or units of
a project or finance complementary projects within the same sector or geographic region.
They may co-operate over time with one donor doing the master plan, another a feasibility
study and another execution. One may provide infrastructure and another technical
co-operation.

e Multi-bi projects refers to a case where a bilateral donor makes a special financial
contribution to a project administered by a multilateral agency. The bilateral donor’'s
contribution is exclusively financial and involves no administrative or executive
responsibilities (multi-bi projects are usually financed in collaboration with UN agencies).

» Associate experts programmes arise where donors place staff at the disposal of a
multilateral agency, with costs borne by the bilateral donor.

e Integrated experts programmes exist where experts are placed at the service of a
government by different donors.

e Adhoc collaboration between donors takes place within the framework of an
inter-governmental body or regional organisation.

e Donor groups, such as the Nordic countries (Denmark, Finland, Iceland, Norway and
Sweden) finance projects in co-operation or through a joint institution (i.e. the Nordic
Development Fund); and other groups -- such as the “like-minded group” which can include
Belgium, Canada, Denmark, Finland, the Netherlands, Norway, Sweden -- discuss general
approaches to development co-operation.
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« Joint evaluations are often launched by two or more donors, sometimes of a multilateral
programme.

7.2.3. Review of theinternational aid system in Mali

161. With the objective of determining how the principles of partnership, co-ordination and loca
ownership were being applied in a particular country, the DAC launched, in 1996, a review of the
international aid system in Mali. This pilot exercise, undertaken in collaboration with Malian authorities,
examined how donors collectively interact with Malian institutions and how their interventions impact on
the overall ability of Malian authorities to manage aid effectively. The review also gained insights into
how the relationship was perceived from the Malian perspective, by government and administration,
NGOs, other parts of civil society and project/programme beneficiaries. Another objective was to
determine what concrete improvements might be called for to improve the impact of aid on the well-being
of the Malian population, with generic lessons for other partner countries.

162. A provisional report® found that there was a noticeable difference between the assessed
effectiveness of aid projectsin Mali and improvementsin the well-being of most Malians. The analysis of
the ingtitutional environment highlighted the shortcomings of the aid system, such as the absence of any
national structure to manage and co-ordinate aid effectively and a high degree of saturation in terms of the
number of procedures and instruments used by donors. The analysis of socio-economic trends showed
that human development progress and poverty reduction had not been commensurate with the resources
alocated to development.

163. A meeting was convened in March 1998 by the two Malian Ministers most directly involved
with the review which allowed development partners to review progress, findings to date and proposals
for possible action. These consultations confirmed that there was a need and an opportunity to improve
both the functioning of the international aid system in Mali and the impact of development projects and
programmes on the living conditions of the majority of Malians. Specific proposals for future action were
agreed at the meeting (see Box 6).

164. A number of actions are now taking place as part of the follow-up to the review. A consultative
process involving the donor community, Malian authorities and civil society representatives has been
initiated. A joint Malian/Donor Commission has been established to lead and monitor overal
improvements in the functioning of the international aid system. Donors have begun to plan joint
evaluations, in Mali as well as in some other countries. A follow-up work programme has been agreed
covering three areas. clarifying and simplifying Malian arrangements for managing and co-ordinating aid;
harmonising donor procedures and practices; and establishing mechanisms for co-ordinating and
prioritising development activities accessible to all major actors. The OECD, through the Club du Sahel,
and the UNDP are jointly monitoring developments on the ground and are committed to facilitating the
process by bringing any key obstacles to the reform process to the attention of decision makers, on both
the Malian and donor sides.

23. The provisional report on the review of the international aid system in Mali is being up-dated before being
published during 1999.
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Box 6. Mali Aid Review
Proposalsfrom a Consultation Meeting in Paris, March 1998

A. Operational principlesfor the change process
A set of operationa principles were discussed as a possible underpinning for the change process. They are as follows:

e Thejoint effort to improve the international aid system is in support of Mali’'s own development strategies and
efforts. The aid system should always be seen as a supportive mechanism, and not as an end in itself.

e An in-country mechanism, including key Malian ministries and major donors, should be created to monitor
reforms and deal with any obstacles that may arise.

e During apilot phase (i.e. 18 months) both sides would agree to adapt or temporarily waive certain procedures that
hinder local ownership, co-ordination and management of aid-funded activities. The objective would be to
harmonize along the lines of national procedures but ones which meet internationally acceptable accountability
standards.

« Inthe spirit of partnership, changes would be made on both sides and a strong element of reciprocity built into the
pace of change.

« The system can only become more effective if subject to monitoring of indicators of results -- the new working set
of agreed core indicators for development progress, together with Mali’s identification of its top priority indicators,
should help guide this effort. The indicatorsto assess aid contributions need to be further devel oped.

e The reform of the international aid system should be monitored periodically at high level in order to draw out
generic lessons and sustain the political commitment to change. This could take place during regularly scheduled
international meetings (UNDP Round Table meetings, Bank-Fund Annual meetings, DAC Senior Level and High
Level meetings).

B. Proposed immediate stepsto carry forward the process

On theMalian Side

* Initiate an annual process of ranking national development priorities consistent with a medium-term budgetary
framework that is discussed in the presence of all sectoral ministers and interested donors.

»  Confirm budgetary counterpart contributions for all projects and programmes.

* Consolidate and disseminate information on aid to the general public in various forms.

« Agreeto systematically audit projects and programmes and make audit reports public.

* Identify key positionsin the administration essential for taking leadership in aid co-ordination and management.
« Define terms of reference and recruit personnel for the key positions identified above.

» Establish aplan for reinforcing institutions including specific inputs expected from the donor community.

« Stabilize key personnel assignments for integrating NGOs into the international aid system.

On the Donor Side

« Onapilot basis, waive practices that create distortions and onerous administrative burdens on national procedures
(procurement tying and requiring tax exemptions on aid-financed equipment and services were promptly
identified).

* Regularly provide information to the authorities on aid uses and amounts by type of expenditure.

« Agreetotimely disbursements of funds once agreed regquirements have been met.

« Agree to assure sufficient representation and delegation of authority within Mali as well as adequate capacity to
pursue experimental approaches.

« Provide support as requested to the key positions and structures during a transition period while the government
achieves necessary changes through civil service reform.

« Stahilize field personnel during the experimentation period.
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7.24. Other actionsto improve partnerships and aid co-ordination

165. Closer co-operation among donors to improve partnerships and aid co-ordination is also taking
place in other contexts. Pilot efforts and specia initiatives to explore complementarities and create
synergies have been occurring in a large number of developing countries (see Appendix V). For aid
managers stationed in the field, participating in these exercises is important for advancing the
development partnership strategy, but there is also a risk that aid managers may need to spend large
amounts of time fulfilling requests for information on their activities, particularly in those recipient
countriesincluded in several of these targeting efforts. Some of these pilots and initiatives are:

* TheWorld Bank’s Comprehensive Development Framework (CDFJocuses on a halistic
approach to development with the country “in the driver’s seat” and with strong partnerships
among donors, the private sector and civil society. The approach seeks to put the social,
structural and human aspects of development on a par with the more traditional
macroeconomic analysis of countries. The CDF is being implemented in more than a dozen
recipients over a “pilot” period of 18 months. Implementation will vary from country to
country, depending on where the country lies in the spectrum of economic and social
development, and on the stakeholders involved. The World Bank will not be involved in all
aspects of implementation of the development framework and other donors may be well
placed to provide support in those areas where they have a comparative advantage.

» The United Nations Development Assistance Framework (UNDAF) aims to present UN
programmes in 18 countries as part of a single framework with common objectives and time
frames. These frameworks are formulated by the UN team in-country in partnership with
local authorities and in close collaboration with stakeholders. In drawing up these
frameworks, the UN had to make strategic decisions on its comparative advantage, based on
an awareness of other donors’ activities in the same country. Following a review of these
pilot efforts, the decision has been taken to extend this programme to all countries by 2001.

e Through thelntegrated Framework for Trade-Related Assistance to Least-Developed
Countries, six multilateral institutions are assisting least-developed countries meet their
identified needs for technical assistance in the area of trade capacity development. Initially,
the six agencies [the World Trade Organisation (WTO), the United Nations Conference on
Trade and Development (UNCTAD), the International Trade Centre (ITC), World Bank,
UNDP and IMF] identify those needs which they can satisfy, either individually or in
collaboration with others. Other donors are subsequently invited to fill any remaining gaps.

» Donors represented in the Economic Management Working Group of the World Bank’s
Special Programme of Assistance for Africa have agreed to make a co-ordinated effort to
harmonize and streamline their administrative and procedural requirements and, to this end,
are moving towards common implementation arrangements for designated sector
programmes in five African countries. These efforts are being carried out in close
co-ordination with recipient governments.

24 . More information on the Comprehensive Development Framework is available on the Internet at:
http: //mww.worldbank.or g/cdf/

25, More information on the Integrated Framework is available on the Internet at: http://www.Idcs.org/
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e The European Commission conducted pilot programmes in six countries between 1994 and
1997 with the aim of improving operational co-ordination between the Commission and
EU Member States. These pilots resulted in the adoption, in 1998, of guidelines for
operational co-ordination.

* DAC Members are undertaking a series of pilots to improve governance. Lead donorsin
each of eight countries are promoting dialogue and improved collaboration between donors
and the government on issues of good governance and participatory devel opment.

* The IMF and World Bank have launched a pilot programme in six countries to improve
collaboration so as to deliver programmes that better integrate macroeconomic policies,
structural reforms and socia concerns.

e The African Development Bank and World Bank have launched a pilot programme in
three African countries to promote better co-operation at the country level in up-stream
work, such as country assessments and expenditure reviews, and portfolio management.

7.3. Planning and implementation of bilateral assistance

166. The preparation and implementation of development co-operation activities involves tasks which

donors must carry out with recipient country authorities or the people who are the ultimate target group or
beneficiaries. These tasks include consultation on country programmes, identification and screening of

projects, project design -- including participation of the beneficiaries themselves so that they will have
ownership of the project -- monitoring, implementation, administrative support, technical co-operation

inputs and evaluation of the project. Some DAC Members, for instance Japan, also provide “aftercare” or
follow-up after a project has been implemented. A number of DAC Members are now making efforts to
move away from providing assistance in the form of a wide range of varied projects towards an approach
where aid is provided through integrated sector programmes in the context of jointly-negotiated,
multi-year country programmes.

167. Members of the DAC adopt different methods for liaising with people in the recipient country.
Some rely on their diplomatic representation in the country, who may be supplemented by assigned aid
staff. Others have separate aid offices or missions with varying degrees of authority. Still another manner
of working with local authorities is to dispatch missions from headquarters to the field to identify and
negotiate programmes.

168. Bilateral development co-operation is usually extended on the basis of a general
government-to-government agreement. These agreements set out the framework for co-operation and
sometimes specify the status that aid staff will receive, immunities and respective obligations of both
parties. These agreements are not usually considered “commitments” or obligation of funds, in the DAC
sense or in a legal sense, and usually require subsequent agreements on individual projects and
programmes, which become the actual commitments.

169. To give substance to these general agreements, donors and recipients often organise annual
meetings, or mixed commissions, to consider the future planning of activities on a one-year or multi-year
basis. The minutes of these meetings may constitute an indicative programme, which may then be signed.
Subsequent agreements on individual projects and activities are usually signed to define them and make
the agreement binding. These usually refer to, or incorporate by reference, information on the project,
procurement procedures, restrictions, rules on bidding, respective contributions, privileges and immunities
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(usually goods and services imported are immune from identifiable taxes) and procedures to be followed.
In addition, where aid is provided as a loan, the financial terms and conditions are also specified,
including the times for payment of interest and repayment of principal.

170. Technical co-operation agreements may be similar to other types of agreements, but exemptions
and privileges are particularly important. The recipient government is often required to provide
counterparts and local costs for offices, transport or housing. Counterparts are often trained under the
project, either in-country, in the donor country or sometimes in a third country. These projects are often
considered management intensive as they require considerable staff time to design and implement.
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CHAPTER 8

SOURCES OF FUNDS -- FUNDING DEVELOPMENT

171 Today, DAC Members primarily fund their aid programmes through annual appropriations voted
by their national Parliament. In some cases, these funds are supplemented from other sources, such as
repayments from earlier lending, borrowings on the capital market, national lotteries, or aid from local or
regional governments.

8.1. National budget allocations

172. Aid budgets or appropriations are voted by national parliaments for the forthcoming fiscal year
on the basis of government proposals. Such budgets have the force of law and are sometimes used to
define the main features of the development co-operation programme. Normally these budgets are
sufficiently general to allow governments some flexibility in the allocation of aid, although parliaments
may give more precise indications, in terms of geographic allocation, aid volume for individual recipient
countries or regions, or particular uses.

173. Funds for multilateral and bilateral assistance are usually appropriated separately as it is
typically the Ministry of Finance which is responsible for international financial institutions, not the lead
aid agency. Food aid funds are also sometimes appropriated separately. In DAC Members where several
ministries are involved with bilateral development co-operation, such as France and Spain, there may be
no “aid budget” as such, as each ministry funds its aid activities from its own resources.

Pressures to commit and disburse funds

174. One of the perennial questions about aid management is how to reconcile the long-term nature of
development co-operation, calling for multi-year planning horizons, with the normal practice of aid
appropriations lapsing each year. In most DAC Members, general government fiscal procedures require
that funds appropriated in a given year be disbursed within that year. As a consequence, development
agencies operate under considerable pressure to obligate and disburse funds. This cycle imposes rigidities
that must be reconciled by aid managers with their programme operations. The “obligate and disburse”
syndrome tends to push aid managers into rapid action, sometimes excessively rapid, making it difficult to
take the time to design and implement projects at the ideal pace needed for development countries to
absorb them. The budget process makes great demands on staff time in aid administrations, including
senior officials.

Multi-year programming and unused funds

175. Although unused budget funds usually lapse, special provisions exist in some countries to avoid
this problem or to carry funds forward to the following year:
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* in Germany, for the major aid budget lines, forward planning is made possible through the
use of “commitment authorisations” which form the basis for multi-year pledges with
recipient countries or multilateral institutions;

e in New Zealand, the 19%iscal Responsibility Act obliges the government to present
three-year projections for each budget item, providing a degree of predictability in budget
allocations which is beneficial for ensuring some continuity in aid planning and
management;

* in Sweden, unspent funds for a particular recipient country are carried forward to the next
year;

e in Switzerland, the Federal Assembly passes on major portions of the aid budget in
multi-year frameworks staggered over several years;

» the United States generally operates on a commitment basis, whereby funds appropriated
must be committed during the fiscal year in question but can be disbursed over a period of
years; in some cases, the Congress has also provided multi-year appropriations;

* bank-like institutions, such as those operating in France, Germany and Japan, also generally
operate on a commitment basis, with disbursements occurring over a period of years; and

 aid channelled through a development fund -- [the French Assistance and Co-operation
Fund (FAC), the Portuguese Economic Co-operation Fund (FCE) or the Spanish
Development Aid Fund (FAD)] -- may remain available beyond the current fiscal year.

176. One unique example is the Development Co-operation Fund of Luxembourg. This fund is not
subject to the annual budgetary appropriation principle and allows considerable administrative flexibility.
Amounts outstanding at the close of one financial year can be carried over.

Disbursements and pipelines

177. Related to the appropriation of funds is the issue of the disbursement rate of those funds. It
tends to be easier to elaborate and authorise projects than to implement them. Numerous problems can
intervene as project implementation unfolds. For example, aid managers may find it hard to recruit staff,
local government clearances may be slow coming through and technical problems may arise. When
project implementation slows up or halts, funds remain unspent and this is referred to as the project
pipeline.

178. If a number of projects or programmes accumulate pipelines, then an entire ministry or agency
may have a large amount of money unspent, which could raise questions about why it is necessary to
appropriate more money. Pipeline analysis may help to indicate that projects are encountering difficulties
and, at the macro level, indicate general implementation difficulties being experienced by an agency.
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8.2 Other sources of funds
8.2.1. Amortization and interest payments

179. Another source of aid funding for many donors is the receipt of repayments of principal
(amortization) and payment of interest from earlier lending. This source is only relevant for donors who
have, or had, substantial loan programmes. The genera practice regarding amortization and interest
payments is that they are returned to the treasury or the general government budget, however, there are
increasingly exceptions to this general practice:

* in Japan, amortizations and interest payments are available to OECF;

* in the United Kingdom, amortization receipts are not paid into a separate account but added
to the net aid programme; and

* in the United States, the Congress at various times has authorised the Administration to
apply amortization payments to the aid programme.

Whether the use of these amortizations for new aid programmes constitutes an “additional” resource is
unclear. Parliaments know about these resources and may tend to vote lower aid budgets than otherwise
because of these funds.

8.2.2. Borrowings

180. In the past, borrowings from capital markets or the central bank were used by several
DAC Members as a source of financing for their aid programmes (for instance Austria for concessional
lending to multilateral development banks, Italy, the Netherlands and Sweden for capital subscriptions to
the World Bank). These practices have now been discontinued.

181. Today, borrowings are still used to a small degree by some DAC Members:

 in Austria, borrowings from capital markets are made in conjunction with ODA-financed
official export credits;

 the French Agency for Development draws part of its resources from capital markets;

* in Germany, “mixed financing” and “composite financing” schemes exist whereby the KfW
combines funds from the aid budget with its own funds raised on capital markets to finance
loans for large infrastructure and industrial projects;

e in Japan, loans extended by OECF are partially funded by borrowings from the postal
savings and pensions funds, with the difference between repayments received and the cost of
borrowings made up by appropriated funds; and

« in the United Kingdom, the Commonwealth Development Corporation partially funds its
activities by borrowing from capital markets.

182. Multilateral development banks (the World Bank and regional development banks) derive a
substantial part of their lending resources from capital markets.

65



DCD(99)6

8.2.3.  Local and regional governments

183. Increasingly in many DAC Member countries, aid activities are also being undertaken and
financed by local and regional authorities, such as state/regional governments and municipalities:

the Austrian Federal Lander and local authorities provide around 2 per cent of total ODA,;

Canadian Provinces contribute approximately 1 per cent of total ODA, funding some
humanitarian assistance, scholarships and support through NGOs;

in France, “decentralised co-operation” (i.e. co-operation between French local governments
and their counterparts in developing countries) aims to help local authorities in developing
countries discharge their administrative and financial responsibilities and is supported by the
national aid programme, which finances 50 per cent of the total costs of actions initiated by
French local authorities;

the German Federal Lander contribute about 7 per cent of total ODA, although most of this
corresponds to the imputed cost of educating students from developing countries in
Germany; and

the Spanish government attaches increasing importance to “decentralised co-operation”
through the autonomous regions and municipalities which currently contribute more than
10 per cent of total ODA, principally by providing funding for activities by NGOs and other
non-profit entities.

8.2.4. Lotteriesand privatisations

184. Some DAC Members have used other means to fund their ODA programmes, including money
raised through lotteries and the proceeds from privatisations.

An example: Belgium

In Belgium, complementary resources for development assistance are raised in
the national lottery. In the wake of the famine which hit Ethiopia, Sudan and
the Sahel in the early 1980s, the Belgian Parliament passed legislation
authorising the government to commit a share of money raised in the national
lottery (BF 10 billion) to a Survival Fund for the Third World. The Fund’s
purpose is to combat hunger, malnutrition and under-development in countries
threatened by hunger. Projects financed by the Survival Fund are implemented
jointly with multilateral organisations and NGOs.

An example: The United Kingdom

The British Commonwealth Development Corporation is scheduled to be
partially privatised in 1999 with the government intending to sell off a 60 per
cent share. As a private company, the CDC will be able to borrow on more
commercial terms, without its loans affecting the government’s public sector
borrowing requirement. Initial plans are for proceeds from the sale to go to
DFID to fund aid projects.
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CHAPTER 9

ALLOCATION OF FUNDS-- LAYING THE FOUNDATIONSFOR A SUSTAINABLE
REDUCTION IN POVERTY

9.1. Sustainable poverty reduction: an ongoing task that impinges on aid management

185. About 30 per cent of the population in developing countries -- some 1.3 billion people -- live in
extreme poverty and their numbers are increasing. This contributes to insecurity and an unbalanced
world. DAC Members have committed themselves in the development partnership strategy to pursuing
actions aimed at achieving a substantial and sustained reduction in the number of people living in extreme
poverty through efforts to improve economic, social and political conditions in developing countries. To
implement this commitment, DAC Members are both pursuing efforts to operationalise effective poverty
reduction strategies while also supporting other actions which will impact strongly on the reduction of
poverty. These other actions relate to cross-cutting issues -- such as gender equality, environmental
sustainability and good governance -- as well as other important areas such as the development of the
private sector in developing countries.

186. In 1999, the DAC, through its Informal Network on Poverty Reduction, produced the broadest

study undertaken to date on donors’ policies and practices concerning poverty reduction. Generally, the
study found that donors’ determination to pursue poverty reduction is greater than ever, that efforts to
work with partner governments and the poor themselves are increasing and that donors are using more
participatory approaches and undertaking more gender analysis.

187. At the same time, the study found that donors need to adopt more systematic approaches to
poverty reduction, sharpen the focus of their activities and share good practices more widely. There are
differences between donors in how they conceptualise poverty and in strategies to adopt for poverty
reduction. This work is ongoing with the aim of producing a set of Good Practice guidelines. Some of the
major points that emerged from the study were:

« No DAC Member proposes that poverty reduction can occur sustainability without
economic growth. Thus, economic growth is a necessary precondition for poverty
reduction but to generate benefits for poor people within an acceptable timescale, growth
must be “pro-poor” or “broad-based” to ensure a wide distribution of the benefits of
economic growth.

* An explicit commitment to poverty reduction is one way of assessing the depth of an aid
agency’s commitment.

« Donors need to make links between their operational objectives and poverty reduction
processes.
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» The conceptualisation of poverty embraces definitions of poverty, an understanding of the
causes and processes of poverty and an identification of poor groups within society.

» Definitions of poverty are multi-dimensional (income and consumption, basic needs, access
to assets, dignity, autonomy and social inclusion, political freedom and security, equality,
e.g. gender, ethnicity). A range of indicators can be used to asses poverty (e.g. the UNDP’s
Human Poverty and Human Development indices).

e Linking poverty definitions to concrete actions to address causal factors is key to
operationalising poverty reduction goals and policies effectively.

* The conceptual framework applied to a specific country setting determines what to do (for
example, whether to build rural schools, support nutritional supplements, provide training
to microenterprise, promote primary health care or strengthen reproductive health
capacity).

188. An agency’s conception of poverty will thus influence its organisation structure, its choice of
funding instruments/channels and the staffing profile for addressing it. The DAC Informal Network's
study has shown that it is hard to know what share of aid agencies’ spending promotes poverty reduction
and to agree on plausible links between spending and benefits for the poor. Donor country programmes
need greater accountability against performance (by mainstreaming poverty reduction in country
assistance strategies). There is patchy evidence about what works in poverty reduction in developing
countries, but a recognition that participatory approaches and sound gender analysis can contribute
positively. Attaining sustainable poverty reduction will continue to be one of the major preoccupations of
aid managers.

9.2. Cross-cutting and other important areasfor poverty reduction

189. DAC Members are increasingly focussing their programmes on a range of cross-cutting and
other concerns of importance for poverty reduction or are now integrating these concerns more
systematically into the design and implementation of their programmes. These areas include gender
equality, environmental sustainability, participatory development and good governance, health and
population, education, conflict prevention, private sector development and enhancing developing
countries’ trade capacities. In recent years, the DAC has produced Guidelines to help co-ordinate and
orient Members’ policies and programmes in many of these areas.

190. To manage these aspects of their aid programme, donors have typically established a specialised
unit or provided access to some form of resident expertise. The mandates of these units can be
wide-ranging and include policy and instrument development, the provision of advice for both bilateral
and multilateral projects and programmes, and participation in, or co-ordination of, inputsadmamn

basis in response to relevant initiatives.

191. Cross-cutting issues, such as gender equality, may be pursued by specific and highly-targeted
donor actions but it is potentially more effective for these concerns to be “mainstreamed” and addressed
through all development co-operation activities and channels, including policy dialogue with recipient
country authorities and emergency assistance. The challenge for aid agencies is to take cross-cutting
issues into account at the beginning of the planning process and to establish structures and approaches
conducive to systematic mainstreaming at the operational level. Training programmes can play a large
part in improving staff commitment to cross-cutting issues in geographic branches, advisory units,
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management and the field. Donors also need to ensure that NGOs and other external service providers
and implementing organisations are aware of and take full account of these cross-cutting issues in their
work as part of the aid programme. Awareness of and sensitivity for cross-cutting issues should be
included in the terms of reference for external service providers.

192. Another method used by many DAC Members is to use dedicated funding mechanisms to
provide targeted support for particular initiatives, urgent actions or exemplary projects in areas related to
poverty reduction. Examples of such dedicated funds are:

 the Canadian Peacebuilding Fund, a rapid-response mechanism to support urgent peace
initiatives;

« the French Fund for the Globa Environment, whose eligibility criteria are modelled on those
of the Global Environment Facility (GEF) and which is targeted at exemplary projects;

* New Zealand’'s Commonwealth Good Governance Programme, which was launched after
the 1995 Auckland Commonwealth Heads of Government Meeting and aims to promote
political accountability, reliable and equitable legal frameworks, bureaucratic transparency,
and effective and efficient public sector management; and

» a special allocation in the Norwegian aid budget which must primarily be used to integrate
women’s and gender-equality perspectives with ordinary development co-operation.

9.21. Gender equality

193. Full development cannot be achieved unless women, and the resources they represent, are
integrated into the development process. Investment in gender equality and the full involvement of
women in all aspects of society is vital for improving the economic, social and political conditions
necessary for sustained poverty reduction. It is also important for enhancing the effectiveness of aid.

194, Members of the DAC have long recognised that the overall objective of sustainable development
is only attainable when the needs of both women and men are fully recognised in the planning and
implementation of projects and programmes. This point was acknowledged in the DACGU 88§
Principles to Aid Agencies for Supporting the Role of Women in Development, which were subsequently
revised in 1989 and re-released asGoding Principles for Women in Development. These Principles
served as a useful instrument for advancing gender issues in DAC Members’ aid programmes.

195. However, recognising that the adoption of gender equality as a strategic objective for
sustainable, people-centred development implied a more comprehensive approach, the DAC endorsed a
new policy statement in 1995 entiti&@knder Equality: Moving Towards Sustainable, People-Centred
Development.” To provide Members with directions to help them implement this statement, the DAC
approved in 1998Guidelines for Gender Equality and Women's Empowerment in Development
Co-operatioA’ (see Box 7) to replace the 1989 Guiding Principles for Women in Developmerin the

26. The 1989 Guiding Principles for Women in Development are included in Development Assistance Manual:
DAC Principlesfor Effective Aid.
27. Gender Equality: Moving Towards Sustainable, People-Centred Development was endorsed by the DAC,

meeting at the level of Development Co-operation Ministers and Heads of Aid Agencies, in May 1995. Itis
available on the Internet at: http://www.oecd.org/dac/htm/gender.htm

28. Available on the Internet at: http://mwaww.oecd.org/dac/htm/pubs/p-gender .htm
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course of preparing these Guidelines, the authors developed a valuable collection of resource materials
which they compiled into a separate publication, the DAC Source Book on Concepts and Approaches
Linked to Gender Equality.”

Box 7. DAC Guidelines for Gender Equality and Women’s Empowerment in Development
Co-operation

The DAC's Guidelines for Gender Equality and Women’'s Empowerment in Develop
Co-operationare designed to inform approaches for official development co-operation with developing
and transition countries. They build on achievements and experience to date and reflect changes in both
the priorities and mechanisms of development co-operation. Mgjor new emphases include:

 ashift in emphasis from women as atarget group to gender equality as a devel opment objective;

¢ an emphasis on mainstreaming gender-equality issues into policy formulation, planning and
evaluation, and decision-making procedures,

 the establishment of effective partnerships with local authorities, civil societies and externa
partners to secure locally-owned strategiesin thisfield; and

e an emphasis on the supportive role of DAC Members in advocating the implementation of
international agreements.

The Guidelines explore two primary areas. methods of development co-operation and internal
equality strategies. They discuss a selected number of development approaches and illustrate how
gender-equality concerns can be mainstreamed. They illustrate the relevance of gender equality across
different programming options and reinforce the argument that gender equality is relevant not only in
projects, but in all co-operation activities and channels including policy dialogue, reinforcing institutions
and emergency assistance.

The Guidelines are based on a partnership approach that emphasizes leadership by partner
governments and local actors. One of the responsibilities of DAC Members in development partnerships

is to ensure that there is sufficient capacity on gender equality and women’s empowerment.

Guidelines highlight four major areas for donors’ attention:

 leadership and accountability -- strong, consistent leadership is critica to effective policy
implementation;

« staff competence and specialist support -- recognition of the varied skills required to work with a
mainstreaming strategy including generalist skills and specialist units;

* institutional procedures and methodologies -- gender analysis is most effective when it is an
integrated aspect of policy, planning, monitoring and evaluation processes, rather than a separate
activity;

e monitoring: goals, indicators and impacts -- goals, measurable targets and strategies are
essential for DAC Members, at both the overall institutional level and within all specific projects
and programmes.

ment

The

29. Available on the Internet at: http: //www.oecd.org/dac/htnm/pubs/p-gendsr.htm
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9.2.2. Environmental sustainability

196. The linkages between poverty reduction and environmental sustainability take a variety of forms
as many types of environmental degradation -- such as water and air pollution, soil erosion and declinesin
soil fertility -- affect the poor disproportionately. The capacity of a society to manage its resources in a
sustainable way and reconcile the needs of different usersin an equitable and peaceful manner is a critical
factor in the success of strategies to reduce poverty.

197. Poverty is also a major cause of environmental degradation in developing countries as poor

people may have no option but to over-use available environmental resources. The imperative of
protecting the environmental resource base for the benefit of today’'s and future generations is thus, in
itself, a compelling reason for economic and social development aimed at poverty reduction. Without
major action, irreparable damage could be done to the resource base and natural environment in many
developing countries.

198. Donor agencies require staff and technical expertise to establish policies and to design and
screen projects and programmes for environmental soundness.

199. The DAC has identified contributing to environmentally-sound and sustainable development as a
central task for development co-operation in the 1990s. As it is essential that the environment becomes a
concern that is fully integrated and taken into account in the aid and development planning process, DAC
Members established in 1992 a set ®bod Practices for Environmental Impact Assessment of
Development Projects (see Box 8). These Good Practices were the first in a series the DAC has now
produced ofGuidelines on Environment and Aid, designed to help policy-makers as well as practitioners

in donor agencies and developing countries devise strategies to address serious environmental concerns.
This series also aims at assisting DAC Members to improve and co-ordinate policies which will integrate
development and environment imperatives.

200. As regards the environmental assessment of development projects, DAC Members agree there is
a need to avoid duplication of effort, to reduce procedural incompatibilities, to develop more efficient and
effective procedures and to share knowledge, information and data. The DAC consequently set up a task
force to address these issues. The results and recommendations of the task force’s work are published in a
report entitled Coherence in Environmental Assessment:  Practical Guidance on Environmental
Assessment for Development Co-operation Projects.” The report contains framework terms of reference
which outline the main components to be covered in environmental assessments, comprehensive
guidelines of the main procedural requirements for sound environmental impact assessments and a
summary of the policies and procedures of 19 DAC Members which allow a comparison of the procedural
requirements of different Members and highlight some of the main differences across different donor
agencies.

30. Box 8 presents the main elements of the Good Practices for Environmental Impact Assessment of
Development Projects. The full set of these and other Guidelines in the series Guidelines on Environment
and Aid are available on the Internet at: http://www.oecd.org/dac/htnv/pubs/p-envg.htm

31. Available on the Internet at: http://www.oecd.org/dac/htrm/pubs/p-coh2.htm
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Box 8. Good Practicesfor Environmental | mpact Assessment (EIA) of Development Projects

It is essential that environment becomes a concern that is fully integrated in the aid and planning
process. The following main elements have been identified:

Environmental aspects must be fully integrated in project selection, design and
implementation and the administrative responsibilities for the environmental aspects of
assisted projects should be clearly determined.

The EIA must be conducted, together with screening and scoping, at least for the projects
identified by the 1985 OECD Council Recommendation®.

The EIA should address all the expected effects on human health, the natural environment and
property as well as socia effects, particularly gender specific and special group needs,
resettlement and impacts on indigenous people resulting from environmental changes.

The EIA should consider alternative project designs (including the “non-action” alterng
as well as required mitigation and monitoring measures.

In conducting EIA of projects, donors should use the standards that will achieve the mirn
level of “acceptable”, non-mitigable negative effects and maximise the positive effects.

The utility and relevance of the EIA depend critically on the availability of Coul
Environmental Surveys and Strategies (on which the DAC has established a companio
“good practices”).

Active arrangements including access to information should be made wherever poss
obtain the views of the affected indigenous population on projects which could
significant environmental effects.

The EIA should enable a clear statement of significant beneficial and adverse environ
and related social effects and risks of the project to be made.

Off-site effects, including transboundary, delayed and cumulative effects, should be ass

The governments of developing countries bear the ultimate responsibility for the state
environment in their respective countries and for the design of the development pr
However, when transboundary and international issues affect the environment situa
developing countries, the governments causing these problems should bear the respo
for solving these environmental problems in the respective developing countries.
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201.

Participatory development and good governance

It is now generally recognised that there is a vital connection between open, democratic and

accountable systems of governance and the respect for human rights on the one hand, and the ability to
achieve sustained economic and social development on the other. This connection is so fundamental that
participatory development and good governance must be central concerns in the allocation and design of
development assistance. The DAC first acknowledged the existence of this vital connection in 1989 and
DAC Members have committed themselves in the development partnerships strategy to support work
towards more accountable, transparent and participatory societies in developing countries.

32.

The 1985 OECD Council Recommendation on Environmental Assessment of Development Assistance
Projects and Programmes states that “development assistance projects and programmes which, because of
their nature, size and/or location, could significantly affect the environment, should be assessed at as early a

stage as possible and to an appropriate degree from an environmental standpoint”.
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202. The donor community can contribute in many ways to encouraging participatory development
and improving governance in developing and transition countries, including through their actions to
support democracy and protect human rights.

203. Participatory development can be encouraged, in the short-term, through the design and
implementation of aid programmes and projects and, in the long-term, by working towards “education for
all” and the emergence of a vigorous civil society.

204. Efforts to improve governance -- in particular supporting the rule of law, improving public
sector management, controlling corruption and reducing excessive military expenditure -- are among the
most sensitive, complex and difficult areas of development and need to develop from strong domestic
roots and sustained internal momentum in order to take hold. Effective support for locally-owned
processes requires sophisticated analytical and process-facilitation skills from personnel in aid agencies,
especially field personnel.

205. Members of the DAC approved in 1993 a sédDméntations on Participatory Development and

Good Governance (see Box 9), reflecting their common thinking on “principles and approaches” and
“areas for action” in pursuit of these shared objectives, particularly through development co-operation
efforts. These Orientations took account of current “best practice” in assistance and in so doing offered
some agreed interim guidance for all concerned with assistance and with policy dialogues to advance
these goals.

206. In 1993, the DAC also established an Ad Hoc Working Group on Participatory Development and
Good Governance, which prepared a two-part final rémrtcompletion of its three-year mandate. Part |

of the final report sets out the main results of this Group’s work and includes an agreed policy note on
in-country co-ordination and a related guidance note on possible first steps for donors. Part Il contains
summaries, as prepared by the OECD Secretariat, of the discussions on the main themes taken up in
several thematic workshops organised jointly with the Development Centre of the OECD. Over the same
period and in parallel, the DAC Expert Group on Aid Evaluation formed a Steering Committee which
organised surveys of evaluation results and lessons learnt in a number of relevant areas: legal systems,
public sector management, decentralisation, human rights and participation. This work has now been
published inEvaluation of Programmes Promoting Participatory Development and Good Governance:

Synthesis Report.”

33. Box 9 presents the major elements of the Orientations on Participatory Development and Good
Governance which were adopted by the DAC, meeting at the level of Development Co-operation Ministers
and Heads of Aid Agencies, in November 1993.

34. Available on the Internet at: http: //mww.oecd.org/dac/htm/pubs/p-pdgg.htm
35. Available on the Internet at: http://mww.oecd.org/dac/htm/pubs/p-pdggev.htm
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Box 9. DAC Orientations on Participatory Development and Good Gover nance

DAC Members have identified a large range of avenues for working with developing country partners in the areas of
participatory development and good governance, on the basis of a common commitment to broadly-based economic development
and building upon the realisation of the potentia inherent in all human beings.

Participatory Development

» Foster participatory development by helping developing countries improve their human resources through programmes which
provide affordable, effective, and sustainable education and training services for all people.

»  Support institutions and mechanisms which facilitate the empowerment of all people, including low-income populations and
women, to enable them to become agents of their own development and contribute to the emergence of strong civil societies.

* Provide support for decentralisation programmes, and enhance people participation at loca levels, through the support of
grass-roots organi sations and groups.

» Senditise recipient decision makers and aid agency staff to facilitate the adoption of participatory approaches and responsive
government.

* Involveal project stake-holdersin project design, implementation, monitoring, and evaluation.

Democratisation
« DAC Members will assist democratisation, which they see as a broad, on-going process requiring a comprehensive
understanding of each country’s specific socio-economic and cultural context. Support will include:
O helping build and strengthen pluralistic civil societies and independent professional media;
O helping improve the functioning of representative political institutions and supporting electoral processes in their various
stages; and
O helping to secure the rights of women to education, land tenure and family planning services, and strengthening their
decision-making in civil society and the political process.
Good Governance
The Rule of Law

* Help strengthen the rule of law by providing assistance to improve and reinforce the lega, judicial, and law enforcement
systems, and ensure their effective application in all parts of the country and at al levels of society.

Public Sector Management

»  Strengthen public sector management and transparency/accountability inter alia by helping to:
O improve accounting practices;
O improve budgeting and public expenditure management; and
O reform civil services.

Corruption

» Help control corruption through supporting anti-corruption strategies to reduce the opportunities for corrupt practices and
encourage and facilitate the exposure of corrupt practices, including by the media.

Military Expenditure

» Encouraging the reduction of excessive military expenditures by helping to ensure transparency and proper control in military
budgeting, to develop effective and efficient security strategies and to implement reductions in the size of military forces.

Human Rights

» Encourage and support the promotion and defence of human rights and adherence by developing countries to internationally
agreed principles and standards and to the Vienna Declaration.

»  Strengthen education on human rights, support human rights groups in devel oping countries and the devel opment of free media.
Coherence

* DAC Members will seek to improve policy coherence within their governments in relevant areas since such coherence is
essentid for the effectiveness and credibility of adonor country’s stance on participatory devel opment and good governance.
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9.24. Conflict, peace and development

207. Humanitarian aid is not enough in countries in conflict, efforts are also needed to address the
causes of those conflicts. Many of the underlying causes of violent conflict can be traced to the failings of
economic and political governance, particularly during periods or rapid socio-economic change. Helping
strengthen the capacity of a society to manage conflict without violence must consequently be seen as a
foundation for sustainable development and an important element of poverty reduction strategies.

208. Development assistance will have the most impact in conflict prevention when it is designed and
timed to address the root causes of violent conflicts, as well as the precipitating factors, in ways that are
relevant to local circumstances. These may include the imbalance of opportunities within societies, the
lack of effective and legitimate government, or the absence of mechanisms for the peaceful conciliation of
differing interests within society at the local, national and regional levels.

2009. Members of the DAC have focused on the growing demands, and opportunities, for development
co-operation to contribute more pro-actively to conflict prevention and post-conflict rehabilitation and
reconstruction and in 1995 adopted Guidelines on Conflict, Peace and Development Co-operation (see

Box 10®). These Guidelines represented the DAC’s collective view and commitment on basic changes in
the ways in which the international community responds to the need for conflict prevention and
peacebuilding.

9.25.  Private sector devel opment

210. Enterprise-based economic growth is essential for decisive reductions in poverty over time.

Private sector development promotes efficient economic growth and development and is a source of
wealth, dynamism, competitiveness and knowledge. Beyond its economic merits, however, lie

compelling social and political attributes that enhance the contribution private sector development can
make more generally to sustainable development. Most importantly from a poverty reduction perspective,
the jobs and income created by private enterprises can be an important means of helping people lift
themselves out of poverty and can lead to a more equitable diffusion of the benefits of economic growth to
more people.

211. The DAC sees a clear need for a vigorous private sector in developing countries which takes
primary responsibility for the production of goods and services. To foster more coherent and effective
international co-operation to help developing countries enjoy the benefits of more open and dynamic
market-based economies, the DAC approved in 1994 a €etapkations for Development Co-operation

in Support of Private Sector Development (see Box 11).

36. Box 10 presents suggested key conflict-prevention actions for donors to take as described in the Guidelines
on Conflict, Peace and Development Co-operation. These Guidelines were adopted by the DAC, meeting
a the level of Development Co-operation Ministers and Heads of Aid Agencies, on 5-6 May 1997 and are
available on the Internet at:  http: //mww.oecd.org/dac/htm/pubs/p-cpde.htm

37. Box 11 presents a donor checklist of operational approaches to policies and programmes from the DAC
Orientations for Development Co-operation in Support of Private Sector Development. These Orientations
were approved by the DAC, meeting at the level of Senior Officials, in June 1994 and are available on the
Internet at: http://mwwww.oecd.org/dac/htnm/pubs/p-degsps.htm
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K ey actions needed

The DAC Guidelines on Conflict, Peace and Development represent Members’ collective view and commitme)
on basic changes in the ways in which the international community responds to the need for conflict prevent
peacebuilding. Drawing upon the many detailed points addressed in these Guidelines, DAC Members would empH
following ways in which development co-operation can better respond in the future:

Box 10. DAC Guidelineson Conflict, Peace and Development Co-oper ation

Recognise structural stability as a foundation for sustainable development and help advance
understanding of peacebuilding and conflict prevention objectives and strategies as explicit p
co-operation programmes.

Strengthen our agencies’ means to analyse risks and causes of violent conflicts in partner countr
early stage, and to identify opportunities for aid efforts to help address these root causes. The oV
objective of this work is to enhance the capacities of partner-countries themselves -- civil socie
government at all levels -- for peacebuilding and conflict prevention.

Work with colleagues within our governments to ensure that all our policies -- including in the ar
security, political and economic relations, human rights, environment and development co-oper
are coherent in fostering structural stability and the prevention of violent conflict. This includes s
for the provisions of cease-fire agreements, UN arms embargoes, and work to help prevent illeg
supplies from fuelling conflicts. Harmonized and responsible behaviour with respect to the sug
military goods, especially the supply of small arms, is critical in these situations. Our dialogue
partner countries should promote similar coherence on their part.

Strive for greater coherence and transparency in conflict prevention initiatives and responses to
and complex emergencies by the international community. This involves early warning that is
closely linked to decision-making and better organised and co-ordinated among the various mult
regional, bilateral and non-governmental actors. Wherever possible, a shared analysis should
agreed strategic frameworks for action and to agreed responsibilities for leadership in co-ordi
taking into account the local, national, regional and international context.

Encourage and support initiatives by countries from regions or sub-regions where conflicts or te
are emerging. This should aim to help them to better contribute to conflict prevention and resq
building on the critical mediation and facilitation roles which they may be in a position to play.

Seek to reduce institutional, budgetary and functional barriers between relief assistance, rehal
and development co-operation planning, that can produce contradictions, gaps and obstacles
co-ordinated assistance. Reform of the economic and social sectors of the United Nations
-- working with the political, military and humanitarian arms and the international financial institutig
must in future strengthen the synergies in the total international response.

Work in the appropriate fora for internationally agreed and adhered to performance standar|
principles for humanitarian and rehabilitation activities that govern the operating methog
implementing agencies (inter-governmental, governmental and non-governmental).

Act on the need for responsive procedures for resource mobilisation and delivery in crisis sitl
while maintaining essential accountability. This includes building capacity for crisis manageme
crisis resolution as well as ensuring that assistance does not contribute to prolonging the conflict.

Encourage efforts to promote open and participatory dialogue and strengthened capacity to meet
needs at reduced levels of military expenditures, including through strengthened capacity f
effective exercise of civil authority over military forces.

Monitor and evaluate performance in the areas of assistance for peacebuilding and conflict pre
and continue our work, including through the DAC, to refine and amplify best practices in these fig
vital importance for sustainable development.
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Box 11. DAC Orientationsfor Development Co-operation in Support of Private Sector Development

The magnitude of the task of promoting private enterprise in the developing world calls for pro-active and co-ordinated
donor efforts operating on a variety of fronts and at all stages of the aid cycle from preparation to evaluation, including feedback.
Together, these factors call for new ways of designing development assistance programmes, delivering resources and organising
donor agenciesin order to carry out this work.

The following fundamental orientations guiding overall donor approaches to private sector development are distilled
from the collective experience of the donor community. Donors agree:

to promote agency-wide awareness of how private sector development can be incorporated across the full range of
aid agency activities;

to structure assistance efforts in ways that will build up indigenous systems that support entrepreneurs and facilitate
resource flows throughout the economy;

to base country-level private sector development strategies on an accurate and timely diagnostic survey -- carried out
either singly or jointly with other donors -- of private sector constraints and needs;

to identify key gaps or bottlenecks where donor interventions can have catalytic impact, setting in train similar
forces spontaneously generated in situ;

while recognising the innovative function of pilot projects, to nevertheless focus increasingly on ways to scale up
assistance efforts from a local to a nationa level by drawing on existing institutional networks and financial
systems;

to channel assistance where feasible through self-help groups and, in that respect, help individuals organise
themselves into groups through which they can collaborate with one another for mutual benefit, solicit public
assistance, and influence public policies;

to rely on local financial systems for intermediating financial resources to enterprises where they are solvent and
viable; to strengthen weaker loca financial systems so that ultimately they can intermediate donor resources
efficiently; to structure credit operations such that interest rates to end-users are positive in real terms and provide
for cost recovery by efficient financial intermediaries; and to focus on extending effective systems for delivering
credit to groups underserved by existing markets;

to bear in mind that much can be done with limited capital if funds are leveraged (i.e. revolving funds, guarantees)
and are targeted at measures or initiatives that address the causes of market failure;

to ensure that direct lending to individual enterprises does not compromise the objective of developing indigenous
domestic financial intermediation systems;

to foster the creation and strengthening of business linkages and enterprise networks -- for companies of al sizes--
within and among developing countries, including on a regional basis, and between industrialised and developing
countries;

to explore opportunities created by open trade and investment policies to stimulate more diverse and competitive
industries;

to provide assistance that is sustainable, meaning assistance that will neither contribute to the degradation of the
natural resource base nor result in donor dependency;

to design and carry out assistance programmes and projects in ways that blend with local customs, social mores and
cultural dispositions;

to “think global, act local” by readying developing-country enterprises for the chalenges of globalisation and by
creating networks for the exchange of experience and lateral learning at the regional and globa levels between
institutions and authorities;

to avoid direct private sector development assistance where a hostile policy environment renders such as

ineffective

and as regards micro-enterprise devel opment:

to provide resources to end-users on a “wholesale” (i.e. through intermediaries) not “retail” (i.e. directly) basis, and
to adopt monitoring and control measures that maintain an acceptable balance between decentralisation and control;
to respond to local initiativesnd provide resources to satisfy needs as articulated by beneficiaries and in amounts
that can be readily and efficiently absorbed.

sistance
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9.2.6. Developing trade capacity

212. Expanding developing countries’ trade potential is an essential element of sustained poverty
reduction and complements efforts to foster enterprise-based economic growth in developing countries.
Development co-operation should play a vital role in helping developing countries unlock their trade
potential and promote the kind of economic and political environment necessary for attracting
investments, enhancing competitiveness and mobilising domestic and international resources. Aid can
contribute to developing the capacity necessary in a wide range of areas which are essential for trade, such
as support for private sector and infrastructure development, good governance and human resource
development. These are fundamental aspects of development co-operation which can also underpin the
successful integration of developing countries into the highly competitive world economy.

213. In response to a proposal made at the 1997 DAC Informal Experts Meeting on Capacity
Development for Trade, the OECD produced an up-to-date and comprehensiv€ sumatyprovides a

base for sharing experience, helping to identify gaps, improving aid co-ordination and enhancing
responses to the trade-related needs of developing countries. The Survey is divided into two parts. Part |
considers the trends in development assistance for trade development and looks to future directions, while
Part Il presents profiles of twenty DAC Members’ trade-related activities.

38. See Survey of DAC Members’ Co-operation for Capacity Development in Taadéable on the Internet
a: http://www.oecd.org/dac/htm/pubsfoc.htm
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CHAPTER 10

ALLOCATION OF FUNDS -- CHOICES AND PRIORITIES

214. One of the most difficult to understand aspects of development co-operation is how decisions are
made about the distribution of aid, both the choice between bilateral and multilateral channels and the
breakdown within each of those channels.

215. Contributions to multilateral agencies take the form of capital subscriptions, which governments

are required to pay as part of their membership, and discretionary contributions to funds managed by
multilateral institutions. The capital subscriptions component of donors’ aid programmes are therefore
fixed and normally requires no further decisions, as long as membership of the multilateral institution
itself is not called into question. Donors have important decisions to make on how to distribute their aid
among the remaining options, i.e. deciding the balance and comparative advantages of bilateral as
opposed to multilateral assistance and deciding which multilateral development funds to support and to
what extent. During periods when a donor’'s aid programme is increasing or decreasing substantially,
strategic choices need to be made on how best to use available aid funds and the appropriate aid “mix”.

216. Probably the strongest characteristic of aid distribution in the past has been that once a
distribution pattern was established it tended to continue, as donors found it difficult to change aid
patterns. However, in the aftermath of the break-up of the Soviet Bloc and the rise of consideration for
human rights and democracy, donor behaviour is changing. Donors have become more likely to halt or
reduce aid to governments held in disrespect than was the case previously, or in some cases for other
reasons (e.g. excessive military expenditures).

10.1. Thebilateral aid channd

217. Aid administrations need to make several major decisions as regards their bilateral assistance:
the geographic distribution, the form their aid will take and which sectors to focus on. Guidance on these
choices may be contained in a donor’s over-arching policy statement or aid legislation.

218. Usually, the basis for any decision on bilateral assistance, in principle, is a request from the
recipient country. Upstream from this may be an extensive background about which of the nearly
190 developing and transition countries in the world a donor decides to co-operate with, based on
historical connections, patterns of trade and private investment and ideas about which countries to assist
(poorer countries, countries close to home, countries which make good use of aid, aid as part of a peace
process, and so on). Dependent territories and former colonies have typically received substantial aid
from metropolitan governments. Small recipient countries tend to receive more ajubocapita basis

than larger countries. Concentration by a donor on a region or cluster of priority countries is common
practice.
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2109. Some donors have adopted policies to encourage regional co-operation. For example, the
Netherlands started placing greater emphasis on regional programmes starting in 1991 while the EC has
special regional programmes in many parts of the world. A chequered history of regiona organisations,
political problems and lack of commitment by members of some regional groupings have for some time
discouraged donors from supporting regional programmes, particularly in Africa.  The management of
such programmes poses difficult problems due to rivalries, the difficulty of gaining consensus, problems
with organising meetings and with communications, and as results are long-term.

220. The 1981 UN Conference on the Least-Developed Countries adopted a programme of action and
target calling for donors to devote 0.15 per cent of their GNP to least-developed countries. This may have
encouraged donors to direct more aid towards those countries and in particular to Africa, which has 33 of
the 48 | east-devel oped countries currently designated by the United Nations.

221. At the 1995 UN World Summit for Social Development in Copenhagen, governments from both
developing and developed countries agreed that higher priority should be given to investment in basic

social services, such as primary health care and education. Interested donors and recipients were
encouraged to negotiate agreements under which 20 per cent of developing country budgets, and 20 per

cent of aid flows, would be devoted to basic social services. Formal adoption by some DAC Members of

the “20/20 Initiative” may have resulted in a realignment in the sectoral distribution of their aid
programmes.

222. Some recent research on aid effectiveness has called for donors to exercise greater selectivity in
the choice of their bilateral partners. For example, a report released by the World Bank in 1998 entitled
Assessing Aid: What Works, What Doesn’t and*Vityynd that aid had been most successful in reducing

poverty in countries with sound economic management and robust government institutions. The report
recommended concentrating aid where it can be most effective in reducing poverty, i.e.in low-income

countries with sound economic management.

223. While such analyses identify real problems and choices in extreme cases, they have intrinsic
limitations in capturing the situation in the majority of countries which fall into the intermediate area of
"grey performance’. These analyses rely on poor quality data of country aggregates and place undue
emphasis on rates of return on investments. Also, their focus on country units is a debatable approach in
some regiona contexts, such as the Sahel. These studies trace problems of aid inefficiency to unsound
policies and institutions, even though aid effectiveness and dependency problems are not just determined
by demand side factors. Poor local ownership and sustainability are strongly related to failures in aid
practices, methods and instruments, with their many supply driven priorities and fashions. Evidence is
emerging as well that there may be other factors outside the control of national policy management which
could have a greater long-term impact on economic growth and poverty reduction. For example, a 1998
study® found that various aspects of tropical geography, demography and public hedth are vitaly
important for economic growth, more so than economic policies and institutions.

39. Available on the Internet at: http: //wawww.worldbank.org/resear ch/aid/aidtoc.htm

40. See Brookings Papers on Economic Activity, 1998 Geography, Demography and Economic Growth in
Africa, Bloom, D. E. and Sachs, J. D.
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10.2. Themultilateral aid channel

224, Donors generaly find that multilateral assistance is a good means of extending the reach and
scope of their bilateral assistance and that it plays an important complementary role.

225. Multilateral ODA contributions are channelled through a large number of institutions, the most
important being:

» United Nations agencies, principally:
— the UN Development Programme;
— the UN Children’s Fund (UNICEF);
- the World Food Programme (WFP); and
- the UN High Commissioner for Refugees (UNHCR);

» multilateral development banks, consisting of:

— the World Bank group, especially the International Development Association (IDA); and

- regional development banks, including the soft loan windows of the African
Development Bank (AfDB), the Asian Development Bank (AsDB) and the
Inter-American Development Bank (IDB); and

 for those DAC Members who are also Member States of the European Union, contributions
to the European Development Fund (EDF).

226. Multilateral official aid contributions consist mainly of contributions to the European Bank for
Reconstruction and Development (EBRD).

227. For those DAC Members who are also Member States of the European Union, their multilateral
assistance also includes a share of disbursements by the EC financed from its own resources, allocated
back to each Member State onpworata basis. EU Member States channel on average a total of
approximately 18 per cent of their ODA through the EC.

228. For DAC purposes, aid contributions qualify for recording as multilateral assistance only if:
* they are made to an international institution whose members are governments and who
conduct all or a significant part of their activities in favour of developing (or transition)

countries;

» those contributions are pooled with other amounts received so that they lose their identity
and become an integral part of the institution’s financial assets; and

« the pooled contributions are disbursed at the institution’s discretion.
Any ODA (or official aid) which fails this test for multilateral assistance is classified as bilateral,

including multi-bi assistance (i.e. aid from bilateral donors which is used to provide supplementary
funding for multilateral agency activities targeted on a country or region.
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229. Some donors have fixed an objective for the share of their aid programme to be channelled
multilaterally. For instance, Ireland has committed itself to channelling one third of its aid through
multilateral agencies. The German parliament requested some years ago that a ceiling of 30 per cent for
multilateral contributions should be introduced in BMZ's budget. Norway has set itself a target of
devoting 50 per cent of its total ODA to multilateral assistance. Monitoring attainment of these objectives
is not always possible from DAC statistics as donors may include multi-bi assistance -- classified as
bilateral assistance by the DAC -- as contributing towards meeting their multilateral target. This is the
case with Norway.
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CHAPTER 11

ALLOCATION OF FUNDS-- THE BILATERAL CHANNEL

230. The instruments of bilateral aid are various: project and programme aid, technical co-operation,
associated financing, food aid, disaster relief, debt forgiveness and indirect assistance through NGOs and
other civil society ingtitutions. The DAC has produced statements of good practice on many forms of
bilateral assistance which provide guidance for DAC Members in the management of their bilateral
development co-operation programmes.

11.1. Project and programme aid

231. While these two forms of aid are usually distinguishable, the dividing line between project and
programme aid can waver and there are hybrid agreements combining elements of both. A project is a
group of activities using resources to gain benefits and is the minimum investment which is economically
and technically feasible. Capital project aid comprises investment schemes primarily designed to augment
physical capital and may include contributions for local and recurrent costs. Programme assistance
consists of all contributions made available to a recipient country for general development purposes,
i.e. budget and balance-of-payments support and the financing of capital goods and commodities, not
linked to specific project activities. Programme aid agreements are often based on alist of goods, either a
positive or negative list.

232. Programme assistance has been discussed in the DAC and resulted in the drawing up of a set of
Principles which focus on the basic matters to which both donors and recipients should pay attention in
the provision of such aid. The essential elements of the DAC Principles for Programme Assistance™ are
presented in Box 12.

41. Box 12 presents the essential elements of the Principles for Programme Assistance which were adopted by
the DAC, meeting at the level of Development Co-operation Ministers and Heads of Aid Agencies, in 1991.
The full set of these principles is available in the Development Assistance Manual: DAC Principles for
Effective Aid.
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Box 12. Principlesfor Programme Assistance

The DAC Principles for Programme Assistance incorporate the following essential elements:

* Thereis a continuing major role for programme assistance, incorporating the evolving lessons of experience and
effectively linking broader social, political and economic policy concerns.

*  Programme assistance and other aid instruments, such as technical co-operation and project financing for long-term
investment, are complementary. All of these instruments have their specific contribution to make. It is essentia
that they are adapted to specific country situations and needs and are used in a co-ordinated, mutually reinforcing
way.

» Developing countries themselves are ultimately responsible for determining and implementing their development
programmes and policies and for the impact on their economies and people.

e Capacity-building for policy formulation and planning and implementation and the extension of substantial
programme assi stance must go hand-in-hand.

» Adequate safeguards and monitoring arrangements to ensure effective use of programme assistance, including, in
the case of policy-related programme assistance, adherence to agreed policies, are essential for improved economic
performance and are in the interests of recipients and donors alike.

»  Programme assistance requires strongly co-ordinated approaches among the recipient country, bilateral donors and
the relevant multilateral institutions.

» Policy didogues on essential aspects of policy reform and structural adjustment must have a strong multilateral
dimension. Bilateral policy dialogues need to be consistent with the orientations of the national policy frameworks
and priorities as they have been reviewed in the international aid co-ordination arrangements. The core elements of
economic policy reform and structural adjustment programmes include:

0 promoting market-oriented policies and a productive private sector;

O liberalising and rationalising trade and exchange rate regimes and policies;

0 following sound fiscal, monetary and financial policies and improving fiscal management and taxation
systems; and

O improving decision-making on public investment and the operation of key public services including health
and education.

e Programme assistance, especialy sector assistance, can contribute to the advancement of strategic policy
concerns and objectives such as:

promoting participatory development in all its economic, social and political dimensions;

improving the socia impact of development assistance;

strengthening human resources devel opment through education;

strengthening the role of women in development;

contributing to environmental sustainability;

encouraging the devel opment of dynamic private sectors; and

assisting regional co-operation and economic integration.

» A basiclong-run objective of aid is to strengthen developing countries’ administrative and eventually econonlic and
financial self-reliance. As developing countries make progress in their basic policy environment and in
strengthening their administrative capacity, it should be possible to reduce close donor involvement in
implementation and to rely increasingly on national institutions and market mechanisms to allocate the rgsources
made available through aid.

Oooooood

» Past experience shows that it is undesirable to provide programme assistance on a sustained basis in [situations
where policy and administrative environments are inadequate. While emergency assistance may sometimes be
indispensable even in such situations, it should then be available only on a short-term basis and priority must be
given to policy reform and institution-building efforts.

» Developing countries’ own development efforts, including progress towards good governance and democratisation,
mobilisation and improved use of resources including efforts to reduce excessive military expenditures should be an
important consideration in the allocation of programme assistance among developing countries.

* Programme assistance, as other government-to-government aid, is inappropriate in situations of gross violgtions of
internationally recognised human rights.
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11.2. Technical co-operation

233. Technical co-operation encompasses the whole range of assistance activities related to training
and education and has been one of the key tools of development assistance. A particularly important
objective of technical co-operation is institutional development based on human resources development,
i.e. to contribute to the strengthening and improved functioning of the many institutions essential for
sustainable development through the effective management and operation of an economy and of society
more generaly -- from government ministries, local administrative structures, hospitals and schools to
private enterprises. Human resources development is a pre-requisite for institution building. Capacity
building for improved policy analysis and development management by the core government institutions
is of special importance.

234. The main instruments of technical co-operation are providing access to training, the provision of
expatriate and national experts (including volunteers), policy and technical advice, assistance in the
preparation of surveys and studies, and contributions to science, research and technological development.

An example: Germany

In comparison with the volunteer programmes managed by other DAC donors,
volunteers from Germany are older -- on average 37 years of age-- and more
experienced. German volunteers are required to have at least two years’
practical working experience after the completion of their studies before they
can apply for an assignment. On average they work three-and-a-half years in
developing countries, mainly in the areas of agriculture, technical training,
health, social work and small-scale business promotion. In 1996, Germany
financed 1 000 volunteers in 42 countries, especially in Africa.

235. Where students are enrolled in a non-fee-charging educational system, or where fees do not
cover the full cost of their education, an imputation can be recorded as ODA for the share of subsidies to

the educational system representing the cost of educating students from aid recipient countries. For some
donors, these imputed costs make up a large component of their ODA.

236. Two forms of technical co-operation may be distinguished:

» Free-standing technical co-operation: Activities financed by a donor whose primary
purpose is to augment the level of knowledge, skills, technical know-how or productive
aptitudes of the population of developing (or transition) countries, i.e. increasing their stock
of human intellectual capital. These activities may occur in the recipient country, the donor
country or a third country.

» Investment-related technical co-operation: Financing of services by a donor country with
the primary purpose of contributing to the design and/or implementation of a project or
programme aiming to increase the physical capital stock of the recipient country. These
services include consulting services, technical support, the provision of know-how linked to
the execution of an investment project and the contribution of the donor’'s own personnel to
the actual implementation of the project (from managers, technicians, skilled labour, etc.).

237. Technical co-operation has had major beneficial impacts, such as the training of large numbers
of recipient country nationals and the strengthening of many institutions throughout the developing world.
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At the same time, however, technical co-operation has become a problem in itself, with too many
examples found of inadequate planning and management, lack of careful and realistic definitions of
objectives, over-emphasis on project implementation requirements, over-reliance on expatriate experts
and under-use of local expertise, and duplication and competition among donors.

238. As the needs for technical co-operation remain very large in many developing countries, the
DAC adopted in 1991 a set of Principles for New Orientations in Technical Co-operation (see Box 13%)
which seek to chart new directions for donors in order to find more effective ways of assisting recipient
countries to develop their own long-term solutions to devel opment problems.

Box 13. Principlesfor New Orientationsin Technical Co-operation
The DAC Principles for New Orientationsin Technical Co-operation:

e set asstrategic objectives of technical co-operation long-term capacity building in developing
countries rather than immediate short-term performance improvement;

e put great emphasis on the central role of developing countries in the planning, design and
management of technical co-operation;

» stress the essential importance for effective technical co-operation of improved planning in
the context of co-ordinated support for sectoral objectives and policies and, in particular, use
of aprogramme rather than a project-by-project approach;

e encourage “ownership” i.e. responsibility and control of technical co-operation programmes
and projects at all stages by the intended beneficiaries through participatory appraaches,
including local NGO patrticipation;

« emphasize the key importance for sustainable development and self-reliance of long-term
institution-building, especially in the areas of policy analysis and development management;

» take into account the new recognition of private sector needs for technical co-operation
* encourage greater use of local expertise and existing structures;
« define objectives in terms of outcomes to be achieved rather than inputs to be provided;

» stress the need to pay greater attention to the costs and cost effectiveness of technical
co-operation activities.

239. The DAC has also articulated a set of basic orientations on capacity development in environment
to act as a point of reference for aid donors in forming approaches to aid programming aimed at
contributing to the enhancement in developing countries of capacities to address environmental issues in a
sustainable manner. The 1995 DARientations for Donor Assistance to Capacity Development in
Environment (see Box 14) build on and link with other DAC work so as to enhance synergies and
reinforce co-ordination in aid policies.

42 Box 13 presents the salient features of the Principles for New Orientations in Technical Co-operation
which were adopted by the DAC, meeting at the level of Devel opment Co-operation Ministers and Heads of
Aid Agencies, in 1991. The full set of these Principlesis available in the Development Assistance Manual:
DAC Principles for Effective Aid.

43. Box 14 sets out the basic orientations for capacity development in environment. The full set of these
Orientations is available on the Internet at: http: //mww.oecd.or g/dac/htm/pubs/p-degsen.htm
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Box 14. DAC Orientationsfor Donor Assistance to Capacity Development in Environment (CDE)

Basic orientations for CDE

The DAC sets out the basic orientations for the CDE approach within the framework of
development co-operation as follows:

CDE is based on promoting sound environmental considerations and criteria in the
development process. These include maintaining and restoring biological and habitat
diversity, the maintenance of essential environmental processes, the reduction of
environmental pollution and damage, and the sustainable use of renewable resources. The
CDE approach puts an emphasis on the cross sectoral relationships between all environmental
media and not one in particular.

CDE isan integrative approach. It is designed to assist development for human needs and
economic progress, achieving both long-term environmental quality and productivity. It sets
out to reinforce processes that lead to self-reliance, equity and justice in ways that enhance
environmental management.

CDE is a multi-faceted process. It includes, in a given context, consideration of the ethics,
norms and culture that apply, including those generated by the various economic and
technological sectors, the different public and private processes and functions that operate;
the formal and informal institutions and organisations that exist; the different stakeholdersin
a particular environmental issue and the resources (human, economic, and natural) that are in
play.

CDE is process oriented rather than product oriented. It includes calling for a better
balance between process and product, interactive or learning cycles, consultation with and
participation of affected groups, adaptation to changing circumstances and great flexibility.

CDE is a systemic approach. Any particular intervention will need to take account of the
relationships and interactions that prevail in a given task. These may relate to the various
actors involved, the functions they perform and the positions in an organisations hierarchy at
macro, meso and micro levels. This should not imply a uniform approach to al problems but
aconsistent and synergistic approach.

The process of CDE belongsto and isdriven by the community in which it isbased. Any
externa support involved will need to respect that jurisdictional framework. The process
attempts to enhance collaborative behaviour and create new dialogues toward desired
objectives rather than avoid them.

CDE strengthens institutional pluralism in civil society through, for example, supporting
professional associations, academics, advocacy groups, the media, entrepreneurs, trade
unions, etc., aswell asthe various levels of government.

CDE must take gender issues fully into account in all aspects and levels of development
and implementation, recognising the specific role that women play in environmental resource
management.

CDE must actively seek to develop appropriate approaches to include all disadvantaged
groupsin society.

CDE is comprehensive in terms of modalities. It will involve a variety of management
techniques, analytical tools, incentives, and organisational structures for achieving a given
policy objective.
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240. In 1999, the DAC Working Party on Evauation completed a major synthesis evaluation of

capacity development in environment. The main finding of the study is a confirmation that a gap exists

between the DAC’s Orientations and the practical implementation of these principles, both in aid agencies
and in partner countries. The study noted that although aid agencies still appear to be less effective in this
area than in other types of aid activities, considerable progress has been made, notably in terms of the
growing importance and mainstreaming of environmental issues. In developing countries, there remains a
clear need to improve the efficiency, effectiveness and responsiveness of many environmental
organisations.

11.3. Associated financing and tied aid

241. Most DAC Members “associate” grants or loans from their aid programme with other
non-concessional funds, such as export credits, to form financing packages. These packages are known
variously as “mixed credits”, “pre-mixed credits”, “mixed financing”, “joint financing” or “parallel
financing”.

242. The objective in creating associated financing packages is to increase financial flows to
credit-worthy recipients for large development projects. However, the ministries or agencies
administering development co-operation participate to differing degrees in project appraisal and
decision-making in relation to associated financing. Since aid funds are used, it is important that the
development objective inherent in aid is not lost sight of in the selection of projects to be funded with
associated financing.

243. A characteristic of associated financing is that at least some of the package is “tied’ to the
procurement of goods and services in the donor country (“tied aid”), or the donor country and a restricted
group of other countries, including substantially all recipient countries (“partially untied aid”). Under an
agreement known as the Helsinki Package, and with the exception of loans to least-developed countries, a
project that would be financially viable with commercial loans will not receive any tied or partially untied
aid. This agreement was made to limit subsidies in commercial loans as well as curb the use of aid for
commercial rather than developmental purposes.

244, Limiting trade and aid distortions from tied aid has been a shared concern of both the DAC and
the Export Credit bodies of the OECD for some time. Discussions have focused primarily on efficiency
and fairness among donors. Since the adoption of the 1992 Tied Aid Disciplines (seé€’BaxelBAC

has explored ways to liberalise aid procurement regimes and align this sector with the general
liberalisation trend of a wide range of government policies, including government procurement.

245. More recently and during dialogues with recipient countries on partnerships, tied aid has been
identified as a problem not only in terms of efficiency, but also as an impediment to local ownership, a
cause of distortion in developing countries’ priorities and sometimes as an opening to corruption. DAC
Members recognise that steps towards greater use of untied aid represents one of a wide range of efforts
required to implement the development partnerships strategy. As a consequence, the DAC’s Working
Party on Financial Aspects of Development Assistance has been mandated to prepare a Recommendation
on untying aid to least-developed countries, including relevant implementation issues.

44, Box 15 presents the essential provisions of the DAC’s 182 Measures in the Field of Tied Aid. The
full text is available in th®evelopment Assistance Manual: DAC Principles for Effective Aid.
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Box 15. New Measuresin the Field of Tied Aid

In 1992, specia disciplines were agreed by OECD Members for tied-aid credits (unless they are
of very high concessionality) for commercialy viable projects in better-off developing countries. The
DAC'’s New Measures in the Field of Tied Aid incorporates the aid-relevant aspects of the agreement of
the Participants to the Arrangement on Officially Supported Export Credits and has some additional
development assistance-oriented provisions. Essentially they:

« limit the use of tied aid to countries and projects with little or no access to market finange;

« provide a checklist of considerations against which the development priority of projects or
programmes should be assessed;

« set forth special provisions for mutual project appraisal and the use of international
competitive bidding for large projects; and

» define procedural arrangements concerning notification, transparency, consultation and
review of Member countries’ practices.

11.4. Food aid and disaster relief

246. Food aid and disaster relief are two specialised types of development aid that are often in the
public eye. Both of these areas require special staff skills and procedures adapted to their particular needs.

Food aid

247. Food aid is often associated with disasters, but not always. Developmental or programme food
aid helps to fill the gap between domestic demand and the supply of food from domestic production and
commercial imports. When this type of food aid replaces commercial imports, it provides
balance-of-payments support as the foreign exchange that would have been used to pay for those imports
is saved. When it is sold in the recipient country, which is usually the case, it generates local currency for
development activities. Such food aid can also have an impact on domestic production incentives,
consumption patterns and income distribution and aid agencies should, and usually do, devote staff and
resources to programme food aid in ways that limit distortions. These need to be taken into account to
ensure that the design and implementation of programmes are consistent with international agreements on
food aid, especially th&ood Aid Convention. The supply of food aid should also not be based on
sustained over-production of food in donor countries.

Disaster relief

248. The 1990s have seen an increase in disaster relief (in Somalia, Ethiopia, Haiti, Burundi, Rwanda,
Zaire, former Yugoslavia, Kurds in Iraq, Cambodia, etc.). Many of these situations are complex,
long-term, human-induced disasters that do not yield to quick solution. Disaster relief has always been a
specialised type of development co-operation requiring quick response.

249. By agreement within the DAC, ODA for disaster relief can include assistance provided by donor

countries in the first year after the arrival of a refugee from an aid recipient country. Costs for refugees
have become a large component of some DAC Members’ aid programmes.
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11.5. Debt forgiveness and other actionsrelating to debt

250. Actions by donors relating to debt owed to them from developing and transition countries can

take many forms. Debt forgiveness consists of a creditor’'s renunciation, in agreement with the debtor
country, of principal and interest owed to it. Debt rescheduling involves either revising the repayment
schedule or extending a new refinancing loan. Other actions include the exchange of debt for equity or the
exchange of debt for counterpart funds to be used for development purposes.

251. For many poor countries, an unsustainable debt burden is a major obstacle to economic and
social development, particularly for countries also emerging from crises, disasters or war. For debt relief

to have a positive effect, the countries concerned need to pursue policies conducive to sound economic
growth.

252. Moves have been occurring in recent years, by both bilateral and multilateral creditors, acting
unilaterally and collectively, to ease the debt burden of developing and transition countries. Bilateral
creditors also work together in an informal association, known as the Paris Club, to co-ordinate the way
they deal with the debt of developing countries.

An example: France

France has unilaterally forgiven substantial amounts of debt owed to it,
including:

e in 1989 and announced at the Francophone Summit in Dakar, the ODA and
non-ODA debt owed by 35 least-developed countries in sub-Saharan
Africa;

e in 1990 and announced at the Second UN Conference on the
Least-Developed Countries held in Paris, the debt owed by seven other
least-developed countries;

 in 1992 and announced at the Franco-African Summit in Libreville, a
portion of the debt owed by four heavily-indebted countries in the African
Financial Community Franc (CFA Franc) zone (Cameroon, Congo, Cote
d’'lvoire and Gabon); and

 in 1994 and as a measure of accompaniment for the devaluation of the
CFA Franc, the debt owed by the 10 low-income countries and half the
debt owed by the four middle-income countries in the CFA Franc zone.

253. Recent collective action includes the Initiative for Heavily-Indebted Poor Countries (HIPC)
launched in September 1996 by the World Bank and the IMF, in which bilateral and multilateral creditors
contribute to bring the total debt burden of poor countries down to a sustainabfg level.

45, More information on the HIPC Initiative is avalable on the Internet at:
http: //imww.worldbank.org/html/extdr/hipc.htm and at:  http: //mwww.imf.or g/exter nal/np/hipc/hipe.htm
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11.6. Indirect assistance: aid channelled through NGOs and other civil-society institutions

254. Some donors make a distinction between direct and indirect assistance. Direct assistance is
provided by the donor agency itself through its own mechanisms. Indirect assistance may take a number
of forms, going through NGOs, universities, religious and church groups, professional associations, labour
unions and co-operatives or other independent organisations outside the donor agency. NGOs are often
important actors in DAC Members’ development co-operation programmes.

255. To the extent that sustainable development calls for strengthening the relationship between
government and civil society, NGOs have a particularly important role to play, and this includes NGOs in
both developed and developing countries.

256. The need for collaboration between aid agencies and NGOs has long been recognised. All
bilateral development co-operation agencies have had to learn how to work with NGOs and many have
established special programmes for this purpose. Often aid agencies have set up special administrative
units to deal with NGOs, and procedures for defining their relationships with NGOs and for the
joint-funding of projects.

An example: Norway

Non-governmental organisations play a major role in implementing Norwegian
aid, with nearly one quarter of Norway's ODA provided through more than
70 NGOs. Where an NGO is requested to implement particular aid activities,
the projects are fully financed from the ODA budget. Otherwise, to ensure the
commitment and active involvement of the organisations themselves, NGOs
contribute 20 per cent of total costs. Funding for NGO activities is available
through a range of mechanisms, including dedicated funds for the environment,
gender equality, AIDS, emergency relief and humanitarian assistance, as well as
the “NGO Grant” administered by the NGO Division within NORAD. The
NGO Grant is regulated by guidelines which stipulate that organisations
receiving funding are required to:

e promote sustainable development by strengthening or building institutions
in recipient countries;

» provide basic social and economic services;
e encourage local support, recipient responsibility and sustainability;
e possess appropriate expertise in the areas in which they work;

* conduct activities which do not conflict with Norwegian foreign or
development co-operation policies;

e possess administrative competence and capacity for follow-up,
record-keeping and reporting; and

« disseminate information about their activities to maintain solidarity
between Norwegians and the people in developing countries.
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Funds from the NGO Grant are normally provided for one year at a time and
NORAD maintains three levels of co-operation with NGOs: single initiatives;
framework agreements for projects; and framework agreements for NGO
development programmes. NORAD currently has 18 framework agreements.
These give considerable latitude to the NGO but also make greater demands in
terms of the quality of aid they provide. Such agreements are usually drawn up
for five years with objectives and strategies stated explicitly in the contract. A
joint review is conducted during the course of the five-year period.
Programme-based framework agreements require the NGO to have an overall
conceptual basis for its development co-operation with clear objectives that
enable NORAD to follow up on results.

257. The OECD’'s Development Centre publishedon-Governmental Organisations and
Governments: Stakeholders for Development in 1993, whichjnter alia, analyses the relationship between
donor agencies and development NGOs in 14 DAC Members. This work was subsequently up-dated and
expanded to cover all DAC Members, with the results published in 1999 in a joint Development
Centre/EARTHSCAN book entitled®akeholders. Government-NGO Partnerships for International

Devel opment.

Evaluation of NGO activities

258. As with several bilateral aid agencies, NGOs could improve the quality of their aid by ensuring
that the evaluation function within their structures is working well. Many NGOs do not pay sufficient
attention to results and evaluations, which limits their capacity to feedback on lessons learnt. There is also
still a lack of reliable evidence on the impact of NGO projects and programmes, due to insufficient
monitoring and base-line data, hasty evaluations and a focus on outputs rather than outcomes and broader
impact.

259. An assessméhtsynthesising available evaluation experience with NGOs, prepared for the
DAC's Expert Group on Aid Evaluation, found that more than 90 per cent of NGO projects had achieved
their immediate objectives. However, impact on the poor varied, ranging from significant benefits to little
clear-cut evidence of improvement. Most NGO projects were found to reach the poor, but often not the
poorest, and were not sufficient in themselves for poor people to lift themselves out of poverty. A policy
lesson coming from this assessment is that aid agencies should focus their indirect assistance on
programmes which respond to well-articulated local needs and where beneficiaries are directly involved.

46. See Searching for Impact and Methods:. NGO Evaluation Synthesis Sudy, Report 1997:2, Ministry of
Foreign Affairs of Finland.
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CHAPTER 12

PROJECT IMPLEMENTATION

12.1. Project cycle management

260. The stages of project preparation are somewhat arbitrary. The following is an outline;

Country or sectoral strategy (country approach or sector programme). Projects are not
prepared in a vacuum. Some sort of country approach or sector framework should exist. |If
not, some country and sectoral investigation is needed, starting with the national
development plan or policies of the recipient government. National development plans are
not of equal value and cannot always be taken at face value. Independent analysis and
investigation is necessary.

Project identification. The preferred way is for the host country to identify the project and
prepare preliminary project ideas within the context of national and sectoral policies. The
DAC Principles for Project Appraisal (see Box 16”) state that the recipient is responsible
for project identification, design and implementation. However, donor experience shows an
activist approach is needed to select good projects and that competition for good projects
may occur. Ideally, donors would like to select from an array of possible projects and
choose the best ones.

Project preparation. Collection of information, surveys, pre-feasibility and feasibility
studies are the preparatory background for project appraisal or design.

Project design or appraisal. This involves the collection and assembling of information
and the preparation of the project document or appraisal report used by the donor as the
basis for project approval.

Agreement. This inter-governmental agreement specifies the conditions, whether the aid is
in the form of aloan or a grant and, if there is no general agreement between the countries,
sets up the framework for co-operation.

Procurement or tendering. Goods and services will be purchased through issuance of a
call for bids, tender or other procurement methods agreed by the parties.

47. Box 16 presents the essential elements of the Principles for Project Appraisal which were approved by the
DAC, meeting at the level of Development Co-operation Ministers and Heads of Aid Agencies, in 1988.
The full text is available in the Devel opment Assistance Manual: DAC Principles for Effective Aid.
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Implementation. This is the process by which the project is executed, including annual
work plans, periodic progress reports and other types of reports (financial, technical and
supervision).

Project completion, phasing-out or handing over. This step is the conclusion of the
donor-assisted portion of the project.

Evaluation. This may occur during implementation, mid-term, prior to launching a new
phase or expost to determine the impact, the success or failure of the project and its
sustainability. It can provide the basis for corrective actions.

Post-project assistance or “aftercare”. Some donors make provision to re-visit projectsto
fix problems or to assure sustainability.

The mere enumeration of the above project stages illustrates that aid management requires trained staff
organised to carry out certain responsibilities. Each step calls for both technical and general staff, trained
and able to carry out the function.

The DAC Principles for Project Appraisal incorporate the following essential elements:

Box 16. DAC Principles for Project Appraisal

Better investment management and resource use in developing countries are essential for
more satisfactory economic and social development. Project survival and viability can be
improved through greater rigour in project selection, clearer and more realistic setting of
objectives, greater care in design and preparation, fuller involvement of target groups in
design and implementation and quicker adjustment when problems are identified. Donors are
ready to work together with recipients to ensure acceptable standards of rigour and
developmental effectivenessin project selection and preparation.

The initial selection of projects should be consistent with well conceived sectoral
programmes and strategies of the recipient countries. The broader policy framework in
which projects operate must be such asto facilitate their success.

Close consultation between donor, recipient government and affected communities in the
formulation of objectives and the appraisal of projects is necessary to ensure that the project
responds to the recipient community’s needs and that relevant managerial, soci
environmental requirements are taken into account in project design.

The sustainability of projects id determined by a range of factors -- including econ
soundness, project design corresponding to the managerial, technical and financial ¢
of recipients, compatibility with socio-cultural conditions and, last but not I¢
environmental sustainability -- all of which must be considered at the appraisal and
stage to ensure project success. It is not in the recipient’s interest to proceed with p
which are likely to produce minimal benefits in the short run and to be non-sustaina
non-replicable in the long run.

al and

omic
apacity
ast,
Hesign
rojects
ble or

94



DCD(99)6

12.2. L ocal-cost financing

261. The policy of financing foreign costs and local costs, in theory, has been for recipient countries

to cover local costs while donors cover foreign exchange costs. The idea behind this practice was that the

recipient country should demonstrate a measure of self-help and participate in the cost of the project for

its own benefit. Agreeing to cover local costs seemed a logical dividing line. Moreover, scarce ODA

funds should be devoted to off-shore costs. Experience has shown, however, that projects were often

stalled by failure of recipient countries to provide local costs and, in the case of poorer countries, they had

difficulty doing so. Donors have greatly relaxed their practices on this and now often cover local costs. It

has been suggested that agreeing to cover local costs might be an indicator of a donor’'s willingness to
finance poverty oriented projects, since these types of projects might have a higher local cost content. The
DAC Principles for Project Appraisal suggests that donors may wish to consider covering local costs to
ensure project completion. Moreover, donor flexibility in financing local costs helps to ensure that project
design is not biased towards import-intensive techniques.

12.3. Recurrent costs

262. Donors and recipient countries have often failed to consider the issue of recurrent costs when
designing projects. If these costs are neglected, projects will not be sustainable. It was a rule of thumb
that donors would not finance recurrent costs because development co-operation should be used for
spurring development, not for substituting for essential functions in a society. Drawing the line between
funding the initial stages of a project or helping a project to reach cruising speed and funding recurrent
costs on a long-term basis may not be easy in all cases. This is a subject that has developed considerable
literature, originally spearheaded by the OECD’s Club du Saheith the main lesson being that
recurrent-cost analysis should be made during project design.

124, Counterpart funds

263. Sometimes counterpart funds (i.e. funds which are generated from the sale of commodities
provided by a donor, such as food aid or other types of imports, or from debt relief) are set aside to
support the local costs of projects, or otherwise entered into the recipient country’s budget for
development activities. The management of counterpart funds, and their economic impact, has been a
subject of considerable study. TRAC Principles for Programme Assistance suggest that donors should

avoid earmarking counterpart funds for particular projects, but rather have them put in the general budget
of the recipient country.

12.5. Procurement modalities

264. There are two modes of contracting -- host country and donor. Under the former mode, the host
country, using its own contracting procedures, calls for bids and contracts for goods and services using the
funds provided by the donor. The host government procedures may be adjusted due to the fact that donor
funds are used and certain donor procedures must be met. The host country mode is virtually standard
procedure for loans on the theory that the funds belong to the host country which should be entitled to

48. See OECD, Club du Sahel, An Experiment in International Co-operation, Paris, 1984.
49, See also Counterpart Funds and Development, IDS Bulletin, Vol. 23, No. 2, April 1992.
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contract according to its own procedures. Host country contracting may also be used for grants. When
the donor contracts out, there is usually agreement on the terms of reference or procurement and the
description of whatever is being procured, but the donor does the contracting directly with suppliers.

265. Considerable debate has taken place about the relative merit of these two modes of contracting
and procurement and the DAC has approved a set of Good Procurement Practices for Official
Development Assistance (see Box 17%). Some argue that having the host country do the procurement is
part and parcel of the aid process. Further, the host country is more likely to own the project if it does the
contracting. There is also less likelihood of a misunderstanding on exactly what is being provided. The
argument for donor procurement is that it is sometimes faster and more efficient, there may be less
opportunity for corruption, the donor can control the funds more closely, and, if the aid is tied,
procurement is facilitated.

Box 17. Good Procurement Practicesfor Official Development Assistance

Procurement is an important aspect of aid management with significant effects on the efficiency
of the use of aid resources. Major advantages can be gained if procurement of aid financed goods and
services is permitted from sources that are internationally competitive. However, since most Member
countries feel obliged to tie large parts of their bilateral aid to procurement from the donor country or
permit only partial untying, it is useful to develop and apply procurement practices that promote the
efficient use of tied aid funds.

The DAC’'sGood Procurement Practices for Official Devel opment Assistance:
e stress transparency in rules of procurement and in information of individual supply contracts;

* encourage use of international competitive bidding (ICB) and spell out (in an amnex)
minimum conditions for effective ICB;

» describe practices and conditions for other procurement methods; and

« urge the application of minimum procurement standards by recipients and offer assistance in
strengthening recipients’ administrative capacity in this regard.

50. Box 17 presents the essential elements of the Good Procurement Practices for Official Development
Assistance which were approved by the DAC, meeting at the level of Development Co-operation Ministers
and Heads of Aid Agencies, in 1986. The full text is available in the Development Assistance Manual:
DAC Principlesfor Effective Aid.
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CHAPTER 13

EVALUATION: RELEVANCE, EFFICIENCY, EFFECTIVENESSAND RESULTS

13.1. Managing for resultsin the public sector

266. Governments today face stringent requirements from the public to demonstrate value for money
from the full range of public services they provide. These requirements apply to aid agencies and
ministries of foreign affairs, just as they do to other parts of the administration. Among DAC Members,
governments are moving at different speeds towards public management systems which are more
results-oriented and sufficiently transparent to enable both the monitoring of progress towards meeting
stated objectives and the independent assessment of results achieved.

An example: New Zealand

Reforms to public sector management in New Zealand mean that the
government now purchases specific outputs from ministries under contract. In

the case of aid, the government purchases the specific output “Management of
New Zealand’s official development assistance” from the Ministry of Foreign
Affairs and Trade, under a contract negotiated with the Permanent Secretary of
the Ministry. Appropriations for New Zealand’'s ODA contribute to achieving
five of the Ministry’s nine outcomes -- most notably “continued support for
economic and social development, especially in countries of the South Pacific
and Asian region” -- which in turn contribute to achieving the government’s
strategic results, one of which is “maintaining or enhancing key bilateral and
multilateral economic relationships”. Details are published of the government’s
strategic results, the Ministry of Foreign Affairs and Trade’s outcomes and
outputs, and the linkages between these.

13.2. Managing for resultsin aid agencies

267. Some of the current reforms to public management systems are not altogether new to DAC aid
agencies. These reforms apply at the level of the organisation the techniques of monitoring, evaluating
and reporting which have been applied to development co-operation projects for decades. At the same
time, traditional aid evaluations have been expanding in focus in recent years to cover not just projects but
entire programmes, sectors, countries or priority areas. In many DAC aid agencies, pressures have
consequently been coming simultaneously from both inside and outside the organisation to change
management practices in favour of a more results-oriented approach. This has led, in some instances, to a
new management culture in aid agencies which attaches greater value to the identification of expected
results, the use of indicators to monitor performance and the reporting of results obtained.
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268. Several aid agencies are introducing results-based management systems in the broader context of

reforms in the public sector. In the United Kingdom, for instance, the Department for International
Development has introduced a portfolio management system organised around the Department’s
objectives and results. Similar approaches are emerging in Australia, Canada, Switzerland and the United
States.

An example: Canada

One of the aims of th&etting Government Right™ initiative in Canada is to
sharpen the public sector's accountability for results and increase the
transparency of information provided to Parliament and the Canadian people.
Since 1997, each department or agency has been required to submit two
complementary documents to Parliament each yeaRepart on Plans and
Priorities, for the upcoming financial year, andParformance Report, which
subsequently reports performance against those previously presented plans.
Like other Canadian government departments and agencies, the Canadian
International Development Agency has tabled these two documents in
Parliament since 1997. CIDA’s annualReport on Plans and Priorities and
Performance Report are an exemplary effort by a Member of the DAC to
sharpen its focus on results at the agency level and to increase transparency.

269. Managing and accounting for results remains, nonetheless, a difficult and complex task. Even
those DAC Members which have made the most progress towards adopting a results-based management
approach are still working to refine and perfect their systems. In particular, much still needs to be
accomplished in the areas of recording and generating the information needed to monitor progress and
report on achievements. In the specific case of development co-operation, there are also difficulties
associated with isolating those results in developing countries which are attributable to particular
aid-financed activities. Another area where further work is needed is the capacity to report results
achieved against costs incurred. In order to determine the true cost of government services, some DAC
Members have adopted accrual accounting for all parts of their public sector.

270. In August 1996, the Office of Evaluation and Strategic Planning (OESP) of the UNDP and the
Department of Evaluation and Internal Audit of the Swedish International Development Co-operation
Agency commenced a joint review of performance measurement systems in selected public sector bodies
and aid agencies. The aim was to learn from others before elaborating proposals for improving their own
performance measurement and management systems. As the lessons learnt could be of benefit to others in
the development community, a report was published in connection with this review evigigding &

Managing Results: Lessons for Development Co-operation. The review noted that a basic dilemma for

aid agencies is their dependence on results being achieved by their client countries. Aid agencies also face
the double challenge of having to introduce effective internal performance management in parallel with
sustainable systems in their client countries. The important lessons learnt during the review are
summarised in three groups -- institutional, operational and methodological issues:

51 Available on the Internet at: http: //www.ths-sct.ge.ca/report/govreviGfce.html

52. Copies of CIDA’s annuaReport on Plans and Priorities and Performance Report are available on the
CIDA Internet site: http://wwww.acdi-cida.gc.ca/index.htm
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e institutional issues;

— review existing systems and learn from past efforts;

lead from a central office located at a senior level in the bureaucracy;

stimulate demand at all levels by identifying potential benefits;

persevere -- results will take time; and

involve top management;

» operational issues:

budgetary pressure helps to keep staff focused on efficiency issues;
— budgetary stability provides the environment in which management can function;

— performance contracting unites objectives, choice of indicators, devolution of
responsibilities and accountability; and

— training is needed at start-up and to support methodology development; and

» methodological issues:

use the logical framework to help to set redlistic, specific and measurable objectives;

— performance budgeting improves accountability by linking budgets to results rather than
to inputs;

— transparent, published reporting helps to promote understanding of the difficulties of
outcome accountability; and

— auditing and evaluation are essential components of performance management and help
to tackle the difficulty of measuring outcomes.

13.3. The evaluation function within aid agencies

271. As with many other aspects of aid management, the environment in which evaluators operate in

DAC Members’ aid agencies is changing. Recent changes include major reorganisations of aid agencies
or restructurings of donors’ overall aid management systems, a widening in the focus of evaluations -- to
consider not just projects but particular sectors, cross-cutting themes, countries/regions and programme
priorities -- and stronger pressures to provide more evidence of the results and impact of development
assistance. Other reforms currently underway in many DAC Member aid agencies aim to strengthen
reporting systems, improve performance measurement, increase transparency and provide timely and
user-friendly feedback on lessons learnt.

272. Improving the effectiveness of aid is one of the basic mandates of the DAC, as stated in the
Committee’s 196Resolution on Common Aid Effort. Evaluation is a valuable tool for increasing aid
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effectiveness and improving results. As part of its on-going work to improve aid effectiveness and
strengthen the value-added by evaluation, the DAC adopted a set of Principles for Evaluation of
Development Assistance in 1991 (see Box 18%).

Box 18. Principlesfor Evaluation of Development Assistance

Aid evaluation plays an essential role in efforts to enhance the quality of development
co-operation. The DAC Principles for Evaluation of Development Assistance incorporate the following
essential elements:

« Aid agencies should have an evaluation policy with clearly established guidelines and
methods and with a clear definition of its role and responsibilities and its place in institutional
aid structure.

* The evaluation process should be impartial and independent from the process concerned with
policy-making, and the delivery and management of devel opment assistance.

e The evaluation process must be as open as possible with the results made widely available.

» For evaluations to be useful, they must be put into practice. Feedback to both policy-makers
and operational staff is essential.

« Partnership with recipients and donor co-operation in aid evaluation are both essential; they
are an important aspect of recipient institution-building and of aid co-ordination and may
reduce administrative burdens on recipients.

e Aid evaluation and its requirements must be an integral part of aid planning from the start.
Clear identification of the objectives which an aid activity is to achieve is an essentia
prerequisite for objective evaluation.

273. A review in 1997 of DAC Members’ experience with the application of the 1991 Principles,
based on both a self-assessment by evaluators and the experience of users of evaluations, found that
Members fell into three main groupings:

« around half of the DAC have established central evaluation operations and are broadly in
compliance with the DAC Principles;

« for around one third of DAC Members, their compliance has deteriorated or their capacity to
comply is limited, owing to organisational shifts and lack of management support and
resources for evaluation work; and

« the remaining DAC Members have little or no structured evaluation systems and capacities
or are just beginning to develop them.

274. As regards the involvement of recipients/beneficiaries in evaluations, the review found that most
DAC Members' compliance is deficient. Unfortunately, there seem to be a number of factors which
impede successful application of this principle. In the broader context of efforts to implement the

53. Box 18 summarises the essential elements of the Principles for Evaluation of Development Assistance
which were adopted by the DAC, meeting at the level of Development Co-operation Ministers and Heads of
Aid Agencies, in December 1991.
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development partnerships strategy and build local capacity, aid agencies need to make efforts to address
thisidentified weaknessin their evaluation systems.

275. The review also found that evaluations have proved most useful for policy makers and aid
administrators when they are closely related to current and future programme interests, and in situations
where they provide opportunities for participation of those who make use of the evaluations in programme
design and recommendations. These effects tend to be optimal when evaluations are timely, to-the-point
and presented in aformat that is succinct and readable.

276. Members of the DAC recognise that the evaluation function needs a certain amount of
independence and should not be mixed in with programme or operational units. Whileit is often placed in
a separate unit in the organisational structure, reporting directly to a high level manager within the aid
agency, strict compliance with the DAC Principles would have the evaluation function reporting to a
governing board, programme oversight body, the minister or Parliament. Such a structure is found in
some multilateral aid agencies but only afew bilateral donors.

An example: Belgium

Reforms in 1998 to the Belgian aid system resulted in the creation of a new
structure and higher profile for the evaluation function. Since that time, the
evaluation unit has been independent from the minister responsible for
development co-operation and the aid policy and implementation functions.
The head of the unit is appointed for an non-renewable term of five years, after
which he or she may not be re-appointed to the aid administration or the
Ministry for Foreign Affairs. The responsibilities of the new evaluation unit
include preparing an annual evaluation report for submission to Parliament,
which is subsequently discussed with the minister responsible for development
co-operation and the aid administration.

13.4. Evaluating aid projects and programmes

277. All aid projects and programmes should have objectives against which they can be evaluated and
aid managers must be accountable for the relevance, effectiveness and efficiency of their interventions.

278. Relevance is concerned with assessing whether the project is in line with local needs and
priorities (as well as with donor policy). In evaluating the relevance of a programme or project, it is
useful to consider the following questions:

» To what extent are the objectives of the programme till relevant?

» Are the activities and outputs of the programme consistent with the overall goal and the
attainment of the objectives? and

» Are the activities and outputs of the programme consistent with the intended impacts and
effects?

279. Effectiveness measures the extent to which the activity achieves its purpose, or whether this can
be expected to happen on the basis of the outputs. Timeliness is implicit within the criteria of
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effectiveness. In evaluating the effectiveness of a programme or project, it is useful to consider the
following questions:

» To what extent were the objectives achieved or are likely to be achieved? and

« What were the major facts influencing the achievement or non-achievement of the
objectives?

280. Efficiency measures the outputs -- qualitative and quantitative -- in relation to inputs. This
generaly requires comparing aternative approaches to achieving the same outputs to see whether the
most efficient process has been used. In evaluating the efficiency of a programme or project, it is useful
to consider the following questions:

» Were activities cost-efficient?
» Were objectives achieved timely and at least cost? and

» Was the programme or project implemented in the most efficient way compared to
alternative ways?

281. Aid managers should also be able to demonstrate measurable results and impact against stated
objectives. The impact of aid interventions should consider direct effects -- the immediate costs and
benefits, indirect effects -- the benefits unleashed by the project, as well as the multiplier effects
-- increases in the use of the economy’s capacity generated by a rise in demand.

282. While independent evaluations are incontestably an important part of aid agencies’ management
systems and invaluable for providing feedback on lessons learnt, independent evaluations should be
accompanied by, and go hand-in-hand with, a process whereby the people in charge of operations
self-evaluate their country programmes and projects. Operational staff in aid agencies should be
encouraged to take a keen interest in results on the ground and assessments of past performance. Aid
agencies should reward staff who take such an interest.

An example: The Netherlands

The Netherlands has a particularly strong central evaluation system and
regularly assesses the results of its aid, both at the policy and
project/programme levels. Assessment of aid policies, including geographical
and sectoral priorities, is the task of the Policy and Operations Evaluation
Department, an independent support service within the Ministry of Foreign
Affairs with its own resources. These reports are submitted to Parliament,
accompanied by comments from the Minister for Development Co-operation,
and are published. In addition, approximately 200 project/programme
evaluations are carried out annually by, or on behalf of, the operational
departments in the ministry, which are not published. With the delegation of aid
management responsibilities to field posts, Dutch missions in recipient countries
are now responsible and accountable for end-of-project evaluations, although
there are some concerns about the quality of some of these evaluations.
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CHAPTER 14

MONITORING AND INDEPENDENT REVIEW OF THE AID PROGRAMME

14.1. Monitoring by Parliament

283. As the public’'s elected representatives, parliamentarians are responsible for monitoring the
management and implementation of aid programmes and may be involved in the formulation or review of
general aid policy orientations. The role of parliamentarians in DAC Members’ aid programmes varies.
Some Members have relatively active parliaments in relation to development co-operation where there are
hearings, studies and lengthy debates. Government authorities in these countries are particularly attentive
to the input from Parliament. However, the role of Parliament in most DAC Members is quite modest
with governments making decisions on development co-operation and proposing budgets in a process that
often receives little parliamentary study or debate.

An example: The United Sates

In the United States, Congress plays an important role in debating the aid
programme, studying foreign assistance budgets extensively and voting a highly
detailed budget, prescribing in detail how aid can be used and sometimes setting
aside a certain percentage of the budget for specific purposes (e.g. the
environment, child survival or private sector development). This extreme case
of “micro-management” is made more involved as separate budgets are passed
for different parts of the aid programme, such as food aid and assistance through
multilateral development banks.

284. Most DAC Member legislatures have parliamentary committees which examine foreign relations
matters in depth. These committees can take a more active interest in the aid programme than the
Parliament as a whole. In some countries, a sub-committee of the parliamentary committee responsible
for foreign affairs has been formed to give special attention to development co-operation issues.

14.2. Ministerial advisory committees
285. Many DAC Members have some sort of advisory committee -- often including members from

universities, business, trade unions and NGOs -- to provide independent advice on development
co-operation. The structure, function, independence and output of these committees take different forms.

An example: Finland

Finland has had some sort of advisory board on aid matters for over 25 years.
The present board is known as the Advisory Board for Relations with
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Developing Countries (KESU) and was originally set up in 1995. The board is
composed of 14 members drawn from parliament, church groups, industry,
academiaand NGOs. The board holds one meeting per month to which officials

from the Ministry of Foreign Affairs are invited to give presentations on issues

to be discussed. The board contributes to aid policy formulation and provides
comments to the government on budget commitments. Members of KESU

travel overseas and are generally accompanied by officials from the Ministry of
Foreign Affairs when they do. On occasions, they also attend UN meetings.
Unlike advisory boards in some other DAC countries, KESU does not play a

large role in conducting research and publishing studies on aid and the country’s
aid programme. The explanation for this may be that the Finnish Ministry of
Foreign Affairs has its own research department and KESU can benefit from its
research.

14.3. Reviews by external auditors

286. It is becoming increasingly common for a DAC Member’s national audit office to investigate

and report on the functioning of the aid programme. Audit offices clearly have a different function from

aid agencies and may only be charged with assessing whether government practices and procedures are
adhered to and respected. However, some audit offices are also charged with evaluating whether
government programmes are providing value-for-money and achieving intended results, similar goals to
those pursued by aid agencies’ evaluators. Whatever their terms of reference, national audit offices are
independent from government and so can provide objective advice to Parliament which is publicly
available.

287. In recent years, the Office of the Auditor-General of Canada, the European Court of Auditors,
the French Court of Auditors, the United States General Accounting Office (GAO), the Swedish National
Audit Office and the British National Audit Office have all examined and reported on some aspect of the
functioning of their aid programmes.

An example: Canada

The Office of the Auditor-General of Canada conducts independent audits
and examinations that provide information, advice and assurance to
Parliament. One of the Auditor-General’s responsibilities is to assess
whether government programmes are being run economically and efficiently
and whether the government has the means to measure the effectiveness of
its programmes. The Auditor-General has carried out three such
“value-for-money” audits of the Canadian aid programme. These have
focused on regional development banks (Auditor-General's 1992 Report),
management of bilateral programmes (1993 Report) and technical assistance
contributions to Central and Eastern Europe (1994 Repoah important
element of the work of the Auditor-General is its follow-up on actions taken

in response to the concerns raised in its reports to Parliament. In the case of
its 1993 audit of the management of bilateral programmes, CIDA and the

54, Copies of these reports are available on the Internet site of the Office of the Auditor-General of Canada at:
http: //imww.0ag-bvg.gc.ca/domino/oag-bvg.nsf/html/menue.html
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Office of the Auditor-General agreed to adopt a new and innovative
approach, a “three-stage phased follow-UpAdoption of this approach is
proof of the open and collaborative partnership that has developed between
CIDA and the Auditor-General whereby the Auditor-General has not only
identified areas of concern but is collaborating with CIDA and monitoring its
efforts to address those concerns.

Independent reviews

Officially commissioned reviews

Some DAC Members have found it useful to commission formal, independent reviews of their

aid programmes. These reviews may focus on a particular aspect of the programme or on the programme
as a whole. Such comprehensive reviews can be the first step towards a major overhaul of the aid
programme following, for instance, a new government taking office.

An example: Australia

Australia has twice used independent reviews to overhaul its aid programme.
The first occasion was the 1984 Jackson Review which set the parameters and
major policy directions that underpinned Australia’s programme for the
following decade. The second review was commissioned by the new
Liberal/National Coalition government, elected in 1996. An independent review
committee was formed who, as part of their deliberations, undertook extensive
consultations with a wide range of stakeholders in the aid programme, which
also helped ensure broad ownership of the results of the review. The committee
released its recommendations in 1997 inRAgort of the Committee of Review

on the Australian Overseas Aid Programme™, known as the Simons Report. The
government subsequently prepared a detailed response to each recommendation
in this report as well as a new policy statement for Australia’s aid programme,
Better Aid for a Better Future.”

An example: France

France’s co-operation with developing countries has been the subject of
independent reviews which have offered guidance on aid policy and proposed
reforms to the aid management system. More then 15 reports have been
produced, of which at least five since 1990:

55.

56.
57.
58.

More information on the phased follow-up to the Auditor-General’'s 1993 audit of the management of
bilateral programmes is available on the Internettp: //www.oag-bvg.gc.ca/

Available on the Internet ahttp://mww.ausaid.gov.au/publications/simons.html
Available on the Internet ahttp://www.ausaid.gov.au/publications/aidrev/response/content.html

Available on the Internet ahttp://www.ausaid.gov.au/publications/general/other/parlrep.html
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» Hessel, Stéphanérance’s Relations with Developing Countri&egport to
the Prime Minister, February 1990;

e Vivien, Alain, Enhancing French Co-operatiprReport to the Prime
Minister, June 1990;

e Conseil économique et sociathird World Development and French
Growth, Report by André Duffaure, Paris, June 1993;

e Fuchs, Jean-Paul, Member of Parliam@&tyards an Effective, Controlled
and Transparent Development Policy, Report to the Prime Minister,
July 1996; and

* Marchand, Yves, Member of ParliameAfro-realism, an Urgent Call for
a New Enterprise Policy in Sub-Saharan Africa, Report to the Prime
Minister, April 1996.

14.4.2. Development Assistance Committee Peer Reviews

289. As part of its mission to maximise resources for development and improve the effectiveness of
aid, the DAC conducts periodic critical reviews of its Members’ aid prograffim@hese reviews
examine how each individual Member programme applies DAC policy guidance, how the programme is
managed, coherence of policies with development objectives and trends in the volume and allocation of
resources. Each review is based on investigations by the OECD Secretariat and examiners appointed from
two Member countries. Their investigations include broad consultations in the capital of the donor under
review as well as, in most cases, a visit to one or more of that donor’s field missions. The process
culminates in a meeting of the full Committee at which the major issues identified in the examination are
discussed. Since 1994, the summary of the Committee’s findings and conclusions, together with the
detailed report by the Secretariat, have been published in the Ob@&ispment Co-operation Review

Series.”

14.4.3. Civil society

290. Many development-related NGOs, research bodies and academics in DAC Members monitor
their country’s aid programme on a regular basis. These analyses are sometimes publicly available.

291. Since 1993, a group of NGOs has produced an annual publication reviewing development
assistance, entitlethe Reality of Aid. The objectives ofhe Reality of Aid are:

 to produce reliable and well-informed reports on the development co-operation performance
of OECD DAC donors, based on reports written from the perspective of NGOs based in

59. More information on DAC Peer Reviews is available on the |Internet at:
http: //mww.oecd.or g/dac/htm/reviews.htm

60. The Summary and Conclusions of DAC Peer Reviews held since 1996 are also available on the Internet at:
http: //mww.oecd.or g/dac/htmy/p-ars.htm
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donor countries as well as perspectives on OECD development co-operation from recipient
country NGOs,

* to increase knowledge and scrutiny of development co-operation; and

* to influence policy makers at national and international levels to gear their policy and
practice to reducing world poverty.

The Reality of Aid is a collaborative, not-for-profit project of EUROSTEP (European Solidarity Towards
Equal Participation of People)® and ICVA (the International Council of Voluntary Agencies).

14.5. Statistical systems

292. Statistics provide much of the basic information required for reviewing and monitoring aid
programmes. Each DAC Member has a statistical unit or officer with special responsibility for compiling
data on development assistance efforts. These data are published in budget documents, annual reports of
aid agencies, balance of payments reports and specially designed statistical compendia.

293. The OECD’s Development Co-operation Directorate compiles comparative international data on
aid and other resource flows for development from reports submitted by DAC Members according to
agreed rules and formats. Two complementary systems are employed:

» Aggregate data are collected in the annual DAC questionnaire, due in July of the year following
the flows concerned. This comprises ten tables covering commitments and disbursements of
official and private flows by destination, type, sector and tying status. A one-page advance
guestionnaire submitted in April gives preliminary totals, focussing on net disbursements of
ODA.

* Activity-by-activity data on official flows are collected in the Creditor Reporting System. This
allows more detailed analysis according to a menu of parameters. It is the main source of
country-by-sector data, and is a prime source of information on outstanding debt.

294, These comparative data are available in various OECD publications, including the DAC Peer
reviews. The annudDevelopment Co-operation Report includes a statistical annex with an extensive
range of analytical tables. Data on individual developing countries’ receipts are avail@abbgraphical
Distribution of Financial Flows to Aid Recipients. The Creditor Reporting Systef@azette presents
activity-level data by region and sectoExternal Debt Satistics reports on the outstanding debt of
developing and transition countries. Most data are also available on diskette or CD-ROM, or through the
DAC's Internet site?

61. More information on The Reality of Aid is available on the EUROSTEP Internet site at:
http: //mww.onewor | d.or g/eur ostep/eur ospub.htm

62 . Statistics on aid and other resource flows to developing and transitional countries, based principally on
reporting by DAC Members, are available on the Internet at:  http://mww.oecd.org/dac/htn/dacstats.htm
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APPENDIX |

LEVELSOF ODA DISBURSEMENTSAND OTHER FINANCIAL FLOWSTO DEVELOPING
AND TRANSITION COUNTRIES

Total resource flows to developing and transition countries from all sources have increased
rapidly during the 1990s, peaking at $372 billion in 1996 before falling off to $325 billion in 1997 in the
wake of the South-East Asian financial crisis (see Table 1). Approximately three-quarters of net resource
flows in 1997 were provided by the private sector. Official development finance for developing and
transition countries amounted to $77 billion.

Table 1. Total net resource flows to developing and transition countries

$ billion
1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997
Official development finance (ODF) 765 848 787 829 84 833 761 774
Export credits (official and private) 95 0.6 1.0 -3.0 6.3 5.6 4.0 4.8
Private flows 436 53.0 80.1 86.3 1347 1753 2914 2425
TOTAL 129.6 1384 159.8 166.2 2263 269.2 3716 3247
Source: OECD.

Gross disbursements give the best indication of the magnitude of the aid programmes being
managed by DAC Members. In 1997, DAC Members’ ODA programmes ranged in size from
Luxembourg’s $95 million to Japan’s $12.6 billion (see Table 2). Thirteen DAC Members’ programmes
exceeded $1 billion in size. Omat disbursements basis, i.e. after deducting amounts received, such as
loan repayments, total ODA from DAC countries amounted to $48 billion in 1997.

Expresseas a share of national income, DAC countries aid performance in 1997 ranged from
the United States’ 0.09 per cent of GNP to Denmark’s 0.97 per cent (see Figure 2). As well as Denmark,
three other DAC countries exceeded thé target for ODA of 0.7 per cent of GNP: the Netherlands,
Norway and Sweden. DAC countries’ average aid effort was 0.40 per cent of GNP.

On average, DAC countries channelled approximately one third of their net ODA through
multilateral agencies in 1997, although the share varied from France’s 24.3 per cent to Italy’s 64.1 per
cent (see Table 3).

Seven DAC countries provided at least 0.15 per cent of their GNBstedeveloped countries

(calculated on the basis of their combined bilateral ODA and aid through multilateral agencies):
Denmark, Ireland, Luxembourg, the Netherlands, Norway, Portugal and Sweden.
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DAC countries also disbursed $5 billion of net official aid to the more advanced developing and
transition countries in 1997, most of which on abilateral basis.

Table 2. ODA from DAC Members in 1997

gross and net disbursements

Gross ODA Amounts received Net ODA
Japan 12 565 3207 9 358
United States 8032 1154 6878
France 7337 1030 6 307
Germany 6941 1084 5857
United Kingdom 3519 86 3433
Netherlands 3115 169 2947
Canada 2141 96 2045
Sweden 1731 - 1731
Denmark 1674 37 1637
Italy 1413 148 1266
Spain 1367 132 1234
Norway 1309 3 1306
Australia 1075 14 1061
Switzerland 926 16 911
Belgium 805 41 764
Austria 562 35 527
Finland 390 11 379
Portugal 252 2 250
Ireland 187 - 187
New Zealand 154 - 154
L uxembourg 95 - 95
Total DAC 55 589 7 265 48 324
EC 5499 238 5261
Source: OECD.
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Figure 2. Net ODA from DAC Member countries in 1997
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Table 3. Comparative aid performance of DAC Member countries

Net disbursements

Official development assistance Grant element Shar e of ODA toLLDCs Official aid
of ODA multilateral aid Bilateral and through
91-92t096-97 | (commitments) multilateral agencies
1997 Ave. annual 1996 1997 1997 1997
% changein % of ODA % of GNP
$million % of GNP| real terms % (a) (b) (c) (b) (c) |% of ODA % of GNP || $million % of GNP

Australia 1061 0.28 -1.2 100.0 26.9 0.08 18.8 0.05 0 0.00
Austria 527 0.26 -2.8 96.6 419 235 011 0.06 17.4 0.04 181 0.09
Belgium 764 0.31 -2.7 98.6 42.7 176 013 0.05 26.8 0.08 59 0.02
Canada 2045 0.34 -4.0 100.0 40.6 0.14 229 0.08 157 0.03
Denmark 1637 0.97 3.7 100.0 383 329 037 032 29.7 0.29 133 0.08
Finland 379 0.33 -11.9 100.0 472 345 015 011 24.4 0.08 71 0.06
France 6 307 0.45 -4.2 87.7 24.3 103 011 0.05 22.0 0.10 308 0.02
Germany 5857 0.28 -3.9 88.9 379 152 011 0.04 19.4 0.05 660 0.03
Ireland 187 0.31 20.1 100.0 35.6 148 011 0.05 47.8 0.15 1 0.00
Italy 1266 0.11 -12.3 98.2 64.1 157 007 0.02 25.6 0.03 241 0.02
Japan 9358 0.22 -5.8 78.4 30.0 0.07 18.9 0.04 84 0.00
Luxembourg 95 0.55 15.0 100.0 30.0 148 016 0.08 29.2 0.16 2 0.01
Netherlands 2947 0.81 14 100.0 27.6 189 022 015 26.9 0.22 7 0.00
New Zealand 154 0.26 0.9 100.0 26.6 0.07 22.8 0.06 0 0.00
Norway 1306 0.86 0.5 99.2 299 0.26 394 0.34 55 0.04
Portugal 250 0.25 -2.6 100.0 349 104 009 0.03 66.1 0.16 18 0.02
Spain 1234 0.23 -0.7 64.9 38.0 120 009 0.03 16.3 0.04 3 0.00
Sweden 1731 0.79 -25 100.0 302 248 024 0.20 29.7 0.23 148 0.07
Switzerland 911 0.34 -3.1 100.0 36.8 0.13 32.6 0.11 75 0.03
United Kingdom 3433 0.26 -0.3 100.0 424 214 011 0.06 225 0.06 337 0.03
United States 6878 0.09 -8.9 99.6 28.2 0.02 195 0.02 2516 0.03
Total DAC 48 324 0.22 -4.6 89.7 331 232 0.07 0.05 22.6 0.05 5 056 0.02
Memo: Average country effort 0.40

Notes:

a. Excluding debt reorganisation.

b. Including European Community.

c. Excluding European Community.

Source: OECD.
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DAC LIST OF AID RECIPIENTS
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Part I: Developing Countriesand Territories

(Official Development Assistance)

Part I1: Countriesand
Territoriesin Transition

(Official Aid)
Least-Developed Other Lower Middle-Income Countries Upper High-Income Centra and More
Countries Low-Income and Territories Middle-Income Countries Eastern Advanced
Countries (per capita GNP $766-$3 035 in 1995) Countries and Territories European Developing
(per capita GNP and Territories (per capita GNP Countries and Countries and
< $765 in 1995) (per capita > $9 385 New Territori
GNP $3 036- in 1995) Independent
$9 385 in 1995) States of the
former Soviet
Union
Afghanistan *Albania Algeria Palau Islands | Brazil = Arubd *Belarus Bahamas
Angola *Armenia Belize Palestinian Chile = French *Bulgaria = Bermuda
Bangladesh *Azerbaijan Bolivia Administere | Cook Islands Polynesi *Czech Brunei
Benin Bosnia and Botswana d Croatia = Gibralta Republic = Cayman
Bhutan Herzegovina Colombia Areas Gabon Korea, Rep. *Estonia Islands
Burkina Faso Cameroon Costa Rica Panama Malaysia = Macai *Hungary Chinese
Burundi China Cuba Papua New Mauritius = Netherlands *Latvia Taipel
Cambodia Congo, Rep. Dominica Guinea = Mayotte Antilles *Lithuania rus
Cape Verde Cébte d'lvoire Dominican Paraguay Mexico = New ) *Poland =Falkland
Central African *Georgia Republic Peru Nauru Caledonia *Romania Islands
Republic Ghana Ecuador Philippines South Africa Northern *Russia =Hong Kong,
Chad Guyana EPypt St Vincent & St Lucia Mz_irlanaé *Slovak China
Comoros Honduras El Salvador Grenadines | Trinidad and . \ﬁrg?ln Republic Israel
Congo, Dem. Rep. India Fiji Suriname Tobago Islands (UK} | *Ukraine Kuwait
Djibouti Kenya Grenada Swaziland Uruguay Qatar
Equatorial Guinea *Kyrgyz Rep. Guatemala Syria Singapore
Eritrea Mongolia Indonesia Thailand United
Ethiopia Nicaragua Iran sTimor | - Arab
Gambia Nigeria Iraq = Tokelau Emirates
Guinea Pakistan Jamaica Tonga Threshold for
Guinea-Bissau Senegal Jordan Tunisia World Bank
Haiti Sri Lanka *Kazakstan Turkey Loan EIigibiIitby
Kiribati *Tajikistan Korea, *Turkmenista | ($5295in 1995)
Laos Viet Nam Democratic n
Lesotho Zimbabwe Republic of *Uzbekistan | ------m--meeeee-
Liberia Lebanon Venezuela
Madagascar Macedonia (former = Wallis and = Anguilla
Malawi Yugoslav Republic) Futuna Antigua and
Maldives Marshall Islands Yugoslavia, Barbuda
Mali Micronesia, ederal Argentina
Mauritania Federatgd States Republic Bahrain
Mozambique * Moldova Barbados
Myanmar Morocco Libya
Nepal Namibia Malta
Niger Niue = Montserrat
Rwanda Oman )
Sao Tome and Saudi Arabia
_ Principe Seychelles
SierraLeone Slovenia
Solomon Islands = St Helena
Somalia St Kitts and
Sudan Nevis
Tanzania = Turks and
Togo Caicos
Tuvalu Islands
Uganda
Vanuatu
Western Samoa
Yemen
Zambia
* Central and Eastern European Countries and New Independent States of the former Soviet Union (CEECS/NIS) = Territory

Under the policy adopted by the DAC in 1993, the DAC List of Aid Recipients is in two parts, with periodic reviews undshedtatfileria which may
result in the transfer of particular recipients from one part to another, notably from Part | to Part Il (d@evét@pment Co-operation Report 1997,
p. A101). The List presented here is effective as of 1 January 1997.olldverfg notes explaininter alia, the differences between the 1996 and 1997

DAC Lists.
Notes:

1. These countries and territories will progress to Part Il on 1 January 2000, unless an exception is agreed.
2. The recipients shown in italics in this column were in Part | of the DAC List up until the end of 1996. Aid to them dprtduating 1996 is
included in Official Development Assistance to High-Income Countries. They were transferred to Part Il on 1 January 188i&r felegpients in
this column transferred to Part Il on 1 January 1996. Aid to them up to and including 1995 is included in Official Develspisimice to

High-Income Countries.
3. Moldova transferred to Part | on 1 January 1997. Aid to Moldova up to and including 1996 is included in Official Aid.

Source: OECD.
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APPENDIX 111

SHAPING THE 21ST CENTURY: THE CONTRIBUTION OF DEVELOPMENT
CO-OPERATION

Introduction and Summary®
Values and interests

As we approach the end of the twentieth century, the time is ripe to reflect on the lessons of
development co-operation over the last 50 years and to put forward strategies for the first part of the next
century. This report sets forth the collective views on these matters of development ministers, heads of
aid agencies and other senior officials responsible for development co-operation, meeting as the
Development Assistance Committee (DAC) of the Organisation for Economic Co-operation and
Development (OECD).

In the year 2000, four-fifths of the people of the world will be living in the developing countries,
most with improving conditions. But the number in absolute poverty and despair will still be growing.
Those of us in the industrialised countries have a strong moral imperative to respond to the extreme
poverty and human suffering that still afflict more than one billion people. We also have a strong
self-interest in fostering increased prosperity in the developing countries. Our solidarity with the people
of all countries causes us to seek to expand the community of interests and values needed to manage the
problems that respect no borders -- from environmental degradation and migration, to drugs and epidemic
diseases. All people are made less secure by the poverty and misery that exist in the world. Development
matters.

The record of the last 50 years, from Marshall Plan aid to the network of development
partnerships now evolving, shows that the efforts of countries and societies to help themselves have been
the main ingredients in their success. But the record also shows that development assistance has been an
essential complementary factor in many achievements: the green revolution, the fall in birth rates,
improved basic infrastructure, a diminished prevalence of disease and dramatically reduced poverty.
Properly applied in propitious environments, aid works.

Co-operation within the UN, the international financial institutions, the OECD and other global
and regional fora has greatly enhanced these efforts and shaped an evolving multilateralism in which all
countries hold avital stake.

We have learned that development assistance will only work where there is a shared
commitment of all the partners. We have seen the results in countries which have grown, prospered and

63. This appendix presents the Introduction and Summary of Shaping the 21st Century: The Contribution of
Development  Co-operation. The full report is avalable on the Internet at:
http: //imww.oecd.or g/dac/htmystc.htm
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achieved industrialisation; they no longer depend on aid but stand on their own feet and participate in the
global economy. We have seen, on the other hand, the countries in which civil conflict and bad
governance have set back development for generations. And we have learned that success takes time and
sustained international and local effort.

Aswe look ahead, we see an overwhelming case for making that effort. Asacrucia part of this
undertaking, the international community needs to sustain and increase the volume of officia
development assistance in order to reverse the growing marginalisation of the poor and achieve progress
toward realistic goals of human development. Domestic preoccupations in Member countries should not
jeopardise the international development effort at a critical juncture. Today’s investments in development
co-operation will yield a very high return over the coming years.

We believe that ways must be found to finance multilateral development co-operation that are
adequate, efficient, predictable and sustainable. The full implementation of current agreements to pay
arrears and create workable financing systems is an essential part of efforts to ensure that the UN and the
multilateral development banks avoid severe crisis and continue to play their vital roles.

We also recognise that those responsible for public money are accountable for its effective use.
We have a duty to state clearly the results we expect and how we think they can be achieved.

It is time to select, taking account of the many targets discussed and agreed at international fora,
a limited number of indicators of success by which our efforts can be judged. We are proposing a global

development partnership effort through which we can achieve together the following ambitious but
realisable goals:

Economic well-being:

» areduction by one half in the proportion of people living in extreme poverty by 2015.

Social development:
e universal primary education in all countries by 2015;

» demonstrated progress toward gender equality and the empowerment of women by
eliminating gender disparity in primary and secondary education by 2005;

» a reduction by two-thirds in the mortality rates for infants and children under age 5 and a
reduction by three-fourths in maternal mortality, all by 2015;

e access through the primary health-care system to reproductive health services for all
individuals of appropriate ages as soon as possible and no later than the year 2015.

Environmental sustainability:
» the current implementation of national strategies for sustainable development in all countries

by 2005, so as to ensure that current trends in the loss of environmental resources are
effectively reversed at both global and national levels by 2015.

116



DCD(99)6

While expressed in terms of their global impact, these goals must be pursued country by country
through individual approaches that reflect local conditions and locally-owned development strategies.
Essential to the attainment of these measurable goals are qualitative factors in the evolution of more
stable, safe, participatory and just societies. These include capacity development for effective, democratic
and accountable governance, the protection of human rights and respect for the rule of law. We will also
continue to address these less easily quantified factors of development progress.

Effective international support can make a real difference in achieving these goals. This is far
from saying that they can be achieved by aid alone. The most important contributions for development, as
in the past, will be made by the people and governments of the developing countries themselves. But
where this effort is forthcoming it needs and deserves strong support from the industrialised countries.
We commit ourselves to do the utmost to help:

o first, by a willingness to make mutual commitments with our development partners,
supported by adequate resources;

* second, by improving the co-ordination of assistance in support of locally-owned
development strategies, and

« third, by a determined effort to achieve coherence between aid policies and other policies
which impact on developing countries.

These approaches were set out in broad terms in the statement of policy that we adopted in 1995
entitled Development Partnerships in the New Global Context.* The report that follows builds on this
statement and proposes specific new practica measures to achieve the vision of partnership for
development.

We intend our report to be a contribution to the broad contemporary effort to improve the
effectiveness of development co-operation. A rich process of dialogue and decisions is underway
-- within the OECD, in the Interim and Development Committees of the World Bank and the International
Monetary Fund (IMF), in the regional development banks, in the G7, and in the UN system. This
heightened international focus on development co-operation reinforces our conviction that development
matters.

The success or failure of poor people and poor countries in making their way in an interde-
pendent world will have a profound influence in shaping the 21st century. We offer our proposals in this
report with confidence that international co-operation can be effective in supporting development, and that
the results will be well worth the effort they will demand of our societies. The stakes in a stable,
sustainable future for this planet and all who will inhabit it are far too high for usto forego that effort.

64. Available on the Internet at: http://mww.oecd.org/dac/htmy/dpngc.htm
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APPENDIX 1V

BASIC INFORMATION ON DAC MEMBERS’ AID MANAGEMENT SYSTEMS

Australia
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Austria
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Belgium

Responsible Minister:

Principal aid agency:

Other aid organisations:

Minister for Foreign Affairs, assisted by a Parliamentary Secretary

Australian Agency for International Development (AusAID) (Internet
site: http://wwww.ausaid.gov.au/)

Australian Centre for International Agricultural Research (ACIAR)
(Internet site: http://www.aciar.gov.au: 80/)

Better Aid for a Better Future (18 November 1997) (Available on the
Internet at:
http: //www.ausaid.gov.au/publications/general/other/par rep.html)

Minister for Foreign Affairs, assisted by a Secretary of State
Department of Development Co-operation (DDC); Federal Ministry for
Foreign Affairs (Internet site:

http: //mmww.bmaa.gv.at/aussenpolitik/ar beitindex.html .en)

Federal Chancellery

Federal Ministry of Finance

Minister for Foreign Affairs, assisted by a Secretary of State for
Development Co-operation

Genera Administration for Development Co-operation (AGCD);

Ministry of Foreign Affairs, Foreign Trade and Development
Co-operation (Internet site: http://www.diplobel .fgov.be/default_en.htm)
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General aid policy statement:

Canada

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Denmark

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

European Community

Responsible Commissioners:

Policy Plan for the Belgian International Co-operation (Available on the
Internet at:

http: //www.di pl obel .fgov.be/ Cooper ation/Policy/EN/cooperation_policy
contents EN.htm)

Minister for International Co-operation and Minister responsible for La
Francophonie

Canadian International Development Agency (CIDA) (Internet site:
http: //www.acdi-cida.gc.ca/index.htm)

Department of Foreign Affairs and International Trade (Internet site:
http: //mww.dfait-maeci.gc.cal)

Department of Finance (Internet site: http: //mwww.fin.gc.ca/)

International Development Research Centre (IDRC) (Internet site:
http: //www.idrc.ca/)

International Centre for Human Rights and Democratic Devel opment
(ICHRDD) (Internet site: http://www.ichrdd.ca/)

Canada in the World (1995) (Available on the Internet at:
http: //www.dfait-maeci .gc.ca/english/foreignp/cnd-wor |d/menu.htm)

Minister for Development Co-operation (minister within the foreign
affairs portfolio), assisted by a Secretary of State

South Group; Ministry of Foreign Affairs (Internet site:
http: //mwww.um.dk/)

A Developing World -- Strategy for Danish Development Policy towards
the Year 2000 (1994)

Commissioner for External relations with African, Caribbean and Pacific
countries and South Africa, and the Lomé Convention;

Commissioner for External relations with Southern Mediterranean
countries, the Middle East, Latin America and Asia (except Japan, China,
South Korea, Hong Kong, Macao and Taiwan) including development
aid;
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Principal aid agency:

Other aid organisations:

General aid policy statement:

Finland

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

DCD(99)6

Commissioner for External relations with the countries of Central and
Eastern Europe, the former Soviet Union, Mongolia, Turkey, Cyprus,
Malta and other European countries;

Commissioner responsible for the European Community Humanitarian
Office (ECHO)

Directorate-General VII1, European Commission: Development
(DG VIII) (Internet site: http://europa.eu.int/comm/dg08/index_en.htm)

Directorate-Genera |A, European Commission: External Relations
Europe and the New Independent States, Common Foreign and Security
Policy, External Service (DG IA) (Internet site:

http://eur opa.eu.int/comm/dgla/index.htm)

Directorate-Genera 1B, European Commission: External Relations
Southern Mediterranean, Middle and Near East, Latin America, South
and South-East Asia and North-South Co-operation (DG IB) (Internet
site: http://europa.eu.int/en/comm/dglb/index.htm)

European Community Humanitarian Office (ECHO) (Internet site:
http: //eur opa.eu.int/comm/echo/en/index.html)

European Investment Bank (EIB) (Internet site: http://eib.eu.int/)

Minister for Development Co-operation, assisted by an Under-Secretary
of State for Development Co-operation

Ministry of Foreign Affairs (Internet site: http://global.finland.fi)

Finnish Fund for Industrial Co-operation (FINNFUND) (Internet site:
http: //www.finnfund.fi)

Service Centre for Development Co-operation (KePa) (Internet site:
http: //www.kepa.fi/)

Decision-in-Principle on Finland’s Development Co-operation

(12 September 1996) (Available on the Internet at:
http://global.finland.fi/fenglish/services/publications/principle.htmi
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France

Responsible Ministers:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Germany
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Minister for Economic Affairs, Finance and Industry;
Minister for Foreign Affairs;

Assistant Minister responsible for Development Co-operation and the
Francophonie;

Secretary of State for Overseas Territories

The Treasury; Ministry of Economic Affairs, Finance and Industry
(Internet site:  http://www.finances.gouv.fr/ TRESOR/index.html)

Ministry of Foreign Affairs, Co-operation and the Francophonie (Internet
site: http://www.france.diplomatie.fr/cooperation/index.html)

Secretariat of State for Overseas Territories (Internet site:
http: //mww.outre-mer.gouv.fr/)

French Agency for Development (AFD) (Internet site: http: //mww.afd.fr/)

Federa Minister for Economic Co-operation and Devel opment

Federal Ministry for Economic Co-operation and Development (BMZ)
(Internet site:  http://mww.bmz.de/)

Bank for Reconstruction (KfW) (Internet site: http: //mww.kfw.de/)

Agency for Technical Co-operation (GTZ) (Internet site:
http: //mww.gtz.de/home/index.html)

German Development Service (DED) (Internet site: http://mww.ded.de/)

German Foundation for International Development (DSE) (Internet site:
http: //www.dse.de/)

Carl Duisberg Gesellschaft (CDG) (Internet site:  http://www.cdg.de/)

German Institute for Development Policy (DIE) (Internet site:
http: //mww.die-gdi.de/index_NC.htm)

The Concept for Development Policy (October 1996) (Available on the
Internet at: http://mww.bmz.de/)
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Ireland

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Italy
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Japan
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:
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Minister of State at the Department of Foreign Affairs with special
responsihility for Overseas Devel opment Assistance and Human Rights

Development Co-operation Division (DCD); Department of Foreign
Affairs (Internet site: http://www.irlgov.ie/iveagh/default.htrm#c)

Agency for Personal Service Overseas (APSO) (Internet site:
http: //mvww.apso.ie/)

National Committee for Development Education (NCDE) (Internet site:
http://homepage.tinet.ie/~ncde/)

Challenges and Opportunities Abroad (1996) (Available on the Internet
at: http://mww.irlgov.ie/iveagh/foreignaffair swhitepaper/index.html)

Secretary of State for Foreign Affairs

Directorate-General for Development Co-operation (DGCS); Ministry of
Foreign Affairs (Internet site: http://www.esteri.it/)

Minister of Foreign Affairs

Economic Co-operation Bureau; Ministry of Foreign Affairs (Internet
site: http://www.mofa.go.jp/)

Japan International Co-operation Agency (JCA) (Internet site:
http: //www.jica.go.jp/Index.html)

Overseas Economic Co-operation Fund (OECF) (Internet site:
http: //mwww.oecf.go.j p/menu/menuQe.htm)

Japan’s Official Development Assistance Cha(8érJune 1992)
(Available on the Internet at: http://www.mofa.go.jp/region/n-
america/us/q&a/oda/3.htrjl
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Luxembourg

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

The Netherlands

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

New Zealand
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Norway

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Minister for Foreign Affairs, assisted by a Secretary of State for Foreign
Affairs, Trade and Co-operation

Co-operation Division; Ministry of Foreign Affairs, Trade and
Co-operation

Lux-Development (Internet site:  http: //mww.|ux-devel opment.lu/)

Minister for Development Co-operation (minister within the foreign
affairs portfolio)

Ministry of Foreign Affairs (Internet site:
http: //mmww.bz.minbuza.nl/f_netscapel4.html)

Aid in Progress (1996)

Minister of Foreign Affairsand Trade

Development Co-operation Division (DEV); Ministry of Foreign Affairs
and Trade (Internet site: http://mwww.mft.govt.nz/)

Investing in a Common Future (Revised May 1998) (Available on the
Internet at: http://mww.mft.govt.nz/nzoda/pub.html)

Minister of International Development and Human Rights (minister
within the foreign affairs portfolio), assisted by a Secretary of State

Ministry of Foreign Affairs (Internet site: http://odin.dep.no/ud/)

Norwegian Agency for Development Co-operation (NORAD) (Internet
site: http://www.norad.no/)

A Changing World (1995-96) (Available on the Internet at:
http: //odin.dep.no/repub/95-96/stmld/19/eng/)
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Portugal

Responsible Minister: Minister for Finance;
Minister for Foreign Affairs, assisted by a Secretary of State for Foreign
Affairs and Co-operation

Principal aid agency: Ministry of Foreign Affairs (Internet site:
http: //mwamw.min-nestrangeir os. pt/mne/portugal /fcef)

Other aid organisations: Ministry of Finance

Institute for Portuguese Co-operation (ICP) (Internet site:
http://min-nestrangeir os.pt/mne/portugal/icoop/)

General aid policy statement:  Principal Themes of Portugal’'s Foreign Policy (Available from the
Internet at: http://www.min-nestrangeir os. pt/politica/engindex.html)

Spain

Responsible Minister: Ministry of Economy and Finance, assisted by a State Secretary for
Trade, Tourism and Small and Medium Enterprises;
Minister of Foreign Affairs, assisted by a Secretary of State for
International Co-operation and Latin America

Principal aid agency: Secretariat of State for International Co-operation and Latin
America (SECIPI); Ministry of Foreign Affairs

Other aid organisations: Spanish Agency for International Co-operation (AECI) (Internet site:

http: //wwww.aeci.es/)
Development Aid Fund (FAD); Ministry of Economy and Finance

General aid policy statement:  ---

Sweden

Responsible Minister: Minister for International Development Co-operation, Migration and
Asylum Policy, assisted by a Secretary of State for International
Development Co-operation

Principal aid agency: Ministry of Foreign Affairs (Internet sitétp://www.ud.se/index.htm)

Other aid organisations: Swedish International Development Co-operation Agency (Sida) (Internet

site: http://www.sida.sef)

General aid policy statementThe Rights of the Poor — Our Common Responsibility, Combating
Poverty in Sweden’s Development Co-operaf®overnment Report
1996/97: 169)
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Switzerland

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

The United Kingdom

Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

The United States
Responsible Minister:

Principal aid agency:

Other aid organisations:

General aid policy statement:

Head of the Federal Department of Foreign Affairs
Head of the Federal Department of Public Economy

Swiss Agency for Development and Co-operation (SDC) (Internet site:
http://194.6.168.112/index.html); Federal Department of Foreign Affairs

Swiss Federal Office for Foreign Economic Affairs (FOFEA), Federal
Department of Public Economy (Internet site: http://www.evd.admin.ch/)

North-South Guidelines (March 1994) (Available on the SDC Internet
site)

Secretary of State for International Devel opment, assisted by a
Parliamentary Under-Secretary of State for International Development

Department for International Development (DFID) (Internet site:
http: //mww.dfid.gov.uk/)

Commonwealth Development Corporation (CDC) (Internet site:
http: //www.cdc.co.uk/)

Eliminating World Poverty: A Challenge for the 21st Century (Available
on the DFID Internet site)

Secretary of State

United States Agency for International Development (USAID) (Internet
site: http://www.info.usaid.gov/)

State Department (Internet site:  http: //www.state.gov/)
Peace Corps (Internet site: http://www.peacecor ps.gov/home.html)

USAID Srategic Plan (Available on the Internet at:
http: //wwww.info.usaid.gov/pubs/strat_plan/)
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PARTNERSHIP PILOTSAND INITIATIVES
2 g 2 @ ) ) 2 2| w ) B2, > 5 =
Lo B | BBl |2, (=28 |2 |EZBlE 5|5 Z2l: =2|ize|z |28 5 |on®.
cohy sy |83 2zF | €L (ST |8 12 | 5BG SR CEE|8FL| 255 | we| S8 S5 5050
w2 EH oz |52l |ZE| 8BS | vg| S8 BEg| RSeS|z s8|CeE| 58| xs|EcE|2a38
COUNTRY | =888 Tul| o Ces | 2| 28 | 8257|535 CB¢F|28% 58%|35:|8%|55/825|22%3
5%%%0?% ozl EBS 52105 |0 a2 |a8E SE5|2Eg|s5e| 288 | 22|3E| =83 | 585
>80M g | 35855 | 2% Q8|2 | |95 5|8 5|2 L0882 |25 55 |3Eg°
> B2 |§ §|1© |5 |528 = 8|< 3| 8|g° | |2 38 G 8
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
EUROPE/COMMONWEALTH OF INDEPENDENT STATES
Albania X
Armenia X
Azerbaijan X
Kyrgyzstan X X
Moldova X
Rumania X
Tgjikistan X
Turkey X
Uzbekistan X
Notes:
1. World Bank -- Comprehensive Development Framework (CDF). 11. AfDB/World Bank Pilots to promote better co-operation at country level in upstream
2. UN -- United Nations Development Assistance Framework (UNDAF). work [e.g. Country Assistance Strategies and public expenditure reviews] and
3. DAC Members -- Partnership Pilots. portfolio management.
4. WTO/UNCTAD/ITC/World Bank/UNDP/IMF -- Integrated Framework for 12. EC/World Bank Enhanced Collaboration Pilots.
Trade-Related Technical Assistance to Least-Developed Countries . 13. World Bank -- Structural Adjustment Participatory Review Initiative (SAPRI).
5. Special Programme for Africa (SPA) -- Sector Investment Programmes . 14. World Bank -- Structural Policy Reviews (SPR).
6. EC -- Operational Co-ordination Pilots. 15. World Bank -- National Institutional Reviews.
7. DAC -- Governance Pilots. 16. World Bank -- Anti-Corruption Priority Countries.
8. UNDP -- Governance Pilots. 17. UNDP/UNCTAD -- Project on Globalisation, Liberalisation and Sustainable
9

10.

. UNDP -- Programme for Accountability and Transparency (PACT).

IMF/World Bank Collaboration Pilots aimed at delivering programmes that better
integrated macroeconomic policies, structural reforms and the social concerns.
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AA
ACIAR
ACP
AECI*
AFD*
AfDB
AGCD*
AIDS
ALA-MED

APSO

AsDB
AusAID

BHN
BITS

BMZ*

CEECs

CDC

CDE

CDF

CDG*
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LIST OF ACRONYMSAND ABBREVIATIONS

(German) Federal Foreign Office
Australian Centre for
International Agricultural
Research

African, Caribbean and Pacific
(countries)

Spanish Agency for International
Co-operation

French Agency for Development
African Development Bank

(Belgian) General Administration

for Development Co-operation
Acquired Immune Deficiency
Syndrome

Asian, Latin American and

M editerranean (countries)
(Irish) Agency for Personal
Service Overseas

Asian Development Bank
Australian Agency for
International Development

Basic human needs

Swedish Agency for Intentional
Technical and Economic
Co-operation

(German) Federal Ministry for
Economic Co-operation and
Devel opment

Central and Eastern European
Countries

(British) Commonwealth
Development Corporation
Capacity development in
environment

(World Bank) Comprehensive
Development Framework

Carl Duisberg Gesellschaft (of
Germany)
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CFA Franc*
CFD*

CG
CGIAR

CIAD*

CICI*

CICID*

CIDA

DAC

DAC Manud

DANIDA

DCD

DDC

DED*
DEV

DFID

DG

African Financial Community
Franc

French Development Fund
Consultative Group
Consultative Group on
International Agricultural
Research

(French) Inter-ministerial
Committee for Development
Assistance

(Spanish) Inter-ministerial
Commission for International
Co-operation

(French) Inter-ministerial
Committee for International
Co-operation and Development
Canadian International
Development Agency

Development Assistance
Committee (of the OECD)

Devel opment Assistance Manual:
DAC Principles for Effective Aid
(1992)

Danish International
Development Agency

(Irish) Development Co-operation
Division

(Austrian) Department of
Development Co-operation
German Development Service
(New Zealand) Devel opment
Co-operation Division
(British) Department for
International Development
Directorate-General
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DG 1A

DG 1B

DG VIl

DGCS*
DIE*

DSE*

EBRD

EC
ECHO

EDF
EIA

EIB
EU
EUROSTEP

FAC*

FAD*
FINNFUND

FCE*
FOFEA
FVS
GAO

GEF

Directorate-Genera |A of the
European Commission: External
Relations -- Europe and the New
Independent States, Common
Foreign and Security Palicy,
Externa Service
Directorate-Genera IB of the
European Commission: External
Relations -- Southern
Mediterranean, Middle and Near
East, Latin America, South and
South-East Asia and North-South
Co-operation
Directorate-Genera VIII of the
European Commission:

Devel opment

(Italian) Directorate-General for
Development Co-operation
German Institute for
Development Policy

(German) Foundation for
International Development

European Bank for
Reconstruction and Development
European Commission
European Community
Humanitarian Office
European Devel opment Fund
Environmental Impact
Assessment

European Investment Bank
European Union

European Solidarity Towards
Equal Participation of People

(French) Assistance and
Co-operation Fund

(Spanish) Development Aid Fund
Finnish Fund for Industria
Co-operation

(Portuguese) Economic
Co-operation Fund

(Swiss) Federal Officefor
Foreign Economic Affairs
Finnish Volunteer Service

(United States) General
Accounting Office
Global Environmental Facility

GNP

GTZ*

HIPC

ICB
ICC

ICP*

ICVA

IDA

IDB

IDRC

IMF
ITAD

ITC
JCA

JEXIM
KePa*

KESU*

Kfw*

NGOs

NIS

NORAD*

OA

OECD

OECF

OESP

ODA

Gross national product
(German) Agency for Technical
Co-operation

Heavily-indebted poor countries

International competitive bidding
(Portuguese) Interministerial
Commission for Co-operation
Institute for Portuguese
Co-operation

International Council of
Voluntary Agencies
International Development
Association

Inter-American Devel opment
Bank

(Canadian) International
Development Research Centre
International Monetary Fund
Information, Training and
Agricultura Ltd

International Trade Centre

Japanese International
Co-operation Agency
Export-Import Bank of Japan

(Finnish) Service Centre for
Development Co-operation
(Finnish) Advisory Board for
Relations with Devel oping
Countries

(German) Bank for
Reconstruction

Non-governmental organisations
New Independent States of the
former Soviet Union

Norwegian Agency for
Development Co-operation

Official aid

Organisation for Economic
Co-operation and Development
(Japanese) Overseas Economic
Co-operation Fund

Office of Evaluation and Strategic
Planning

Official development assistance



ODA

ODF

REDSOs

Sando*

SAREC

SDC

SECIPI*

Sida

(British) Overseas Development
Administration
Official development finance

(USAID) Regional Economic
Development Services

Swedish Centre for Education in
International Development
Swedish Agency for Research
Co-operation in Developing
Countries

(Swiss) Agency for Development
Co-operation

(Spanish) Secretariat of State for
International Co-operation and
Latin America

Swedish International
Development Co-operation
Agency

* Denotes acronym in original language
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SIDA

SPA
Swedecorp

UN
UNDAF

UNDP
UNHCR

UNICEF
USAID

WFP
WHO
WID
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Swedish International

Development Authority

Special Programme of Assistance
Swedish International Enterprise

Development Corporation

United Nations

United Nations Development
Assistance Framework

United Nations Development
Programme

United Nations High Commission
for Refugees

United Nations Children’s Fund
United States Agency for
International Development

World Food Programme
World Health Organisation
Women in development
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(Cross-references are given in CAPITALS)

AlID: The words "aid" and "assistance" in
this paper refer to flows which qualify for
recording as OFFICIAL DEVELOPMENT

ASSISTANCE (ODA) or OFFICIAL
AID (OA).

ASSOCIATED FINANCING: The
combination of OFFICIAL

DEVELOPMENT ASSISTANCE, whether
GRANTS or LOANS, with any other
funding to form finance packages.

AMORTIZATION: Repayments  of
principal on a LOAN. Does not include
payments of interest.

BILATERAL: AID flows provided directly
by a donor country to arecipient country.

COMMITMENT: A firm obligation,
expressed in writing and backed by the
necessary funds, undertaken by an official
donor to provide specified assistance to a
recipient country or a MULTILATERAL
AGENCY. BILATERAL commitments are
recorded in the full amount of expected
transfer, irrespective of the time required for
the completion of DISBURSEMENTS.
Commitments to MULTILATERAL
AGENCIES are reported as the sum of i) any
DISBURSEMENTS in the year in question
which have not previously been notified as
commitments and ii) expected
DISBURSEMENTS in the following year.

DAC (DEVELOPMENT ASSISTANCE
COMMITTEE): The committee of the
OECD which deds with development
co-operation matters.

DAC LIST OF AID RECIPIENTS: A
two-part List of AID Recipients was

GLOSSARY
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introduced by the DAC with effect from
1 January 1994 (see also Appendix 1).

Part | of the DAC List is presented in the
following categories (the word "countries'
includes territories):

e LLDCs: Least-Developed Countries.
Group established by the United
Nations. To be classified asan
LLDC, countries must fall below
threshol ds established for income,
economic diversification and socia
devel opment.

e Other LICs. Other Low-Income
Countries. Includesall non-LLDC
countries with per capita GNP less
than $765 in 1995 (World Bank Atlas
basis).

 LMICs: Lower Middle-Income
Countries, i.e. with GNP per capita
(World Bank Atlas basis) between
$766 and $3 035in 1995. LLDCs
which are a'so LMICs are not
included.

* UMICs: Upper Middle-Income
Countries, i.e. with GNP per capita
(World Bank Atlas basis) between
$3 036 and $9 385 in 1995.

» HICs: High-Income Countries, i.e.
with GNP per capita (World Bank
Atlas basis) more than $9 385 in
1995.

Part 11 of the DAC List comprises "Countries
in Trangition". These comprise: i) more
advanced Centra and Eastern European
Countries and New Independent States of the
former Soviet Union; and ii) more advanced
developing countries.



DCD(99)6

DEBT REORGANISATION: Any action
officially agreed between a creditor and
debtor that alters the terms previously
established for repayment of a LOAN. This
may include forgiveness (extinction of the
loan) or rescheduling (either revising the
repayment schedule or the extending of a
new refinancing LOAN).

DISBURSEMENT: The release of funds
to, or the purchase of goods or services for a
recipient; by extension, the amount thus
spent. They may be recorded gross (the
total amount disbursed over a given
accounting period) or net (less any
repayments of loan principa during the same
period).

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

GRANT ELEMENT: Reflects the
financial terms of a commitment: interest
rate, MATURITY and grace period (interval
to first repayment of capital). It measures
the concessionality of a loan, in the form of
the present value of an interest rate below an
agreed reference rate over the life of a
LOAN. The reference rate is 10 per cent in
DAC statistics. Thus, the grant element is
nil for a LOAN carrying an interest rate of
10 per cent; it is 100 per cent for a GRANT,;
and it lies between these two limits for a
loan at less than 10 per cent interest. |If the
face value of a LOAN is multiplied by its
grant element, the result is referred to as the
grant equivalent of that LOAN.

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

LOANS:. Transfers for which repayment is
required. Only loans with MATURITIES of
over one year are included in DAC statistics.
Data on net loans include deductions for
repayments of principal (but not payment of

140

interest) on earlier loans. This means that
when a loan has been fully repaid, its effect
on total net flows over the life of the loan is
zero.

MATURITY: The date at which the final
repayment of a LOAN is due; by extension,
a measure of the scheduled life of the
LOAN.

MULTILATERAL: AID flows channelled
via an international organisation active in
devel opment.

MULTILATERAL AGENCIES. In DAC
statistics, those international institutions
with governmental membership which
conduct all or a significant part of their
activities in favour of development and AID
recipient  countries. They include
multilateral development banks (e.g. World
Bank, regional development banks), United
Nations agencies and regional groupings
(e.g. certain European Union agencies). A
contribution by a DAC Member to such an
agency is deemed to be multilateral if it is
pooled with other contributions and
disbursed at the discretion of the agency.
Capital  subscriptions to  multilateral
development banks are normally recorded on
a deposit basis, i.e. in the amount and as at
the date of lodgement of the relevant letter
of credit or other negotiable instrument.

OFFICIAL AID: Fows which meet the
conditions of dligibility for inclusion in
OFFICIAL DEVELOPMENT
ASSISTANCE, except that the recipients are
on Partll of the DAC LIST OF AID
RECIPIENTS. References to OFFICIAL
DEVELOPMENT ASSISTANCE may be
taken, mutatis mutandis, to apply to
OFFICIAL AID.

OFFICIAL DEVELOPMENT
ASSISTANCE (ODA): GRANTS or
LOANS to countries and territories on Part |
of the DAC LIST OF AID RECIPIENTS
(developing countries) which are:

« undertaken by the official sector;



 with promotion of economic
development and welfare asthe main
objective;

 at concessional financial terms (if a
loan, having a GRANT ELEMENT of
at least 25 per cent).

In addition to financia flows, TECHNICAL
CO-OPERATION is included. GRANTS,
LOANS and credits for military purposes are
excluded.

OTHER OFFICIAL FLOWS (OOF):
Transactions by the official sector with
countries on the DAC LIST OF AID
RECIPIENTS which do not meet the
conditions for €ligibility as OFFICIAL
DEVELOPMENT ASSISTANCE or
OFFICIAL AID, either because they are not
primarily aimed at development, or because
they have a GRANT ELEMENT of less than
25 per cent.

PART I/PART Il: See DAC LIST OF AID
RECIPIENTS.

PARTIALLY UNTIED AID: OFFICIAL
DEVELOPMENT  ASSISTANCE  (or
OFFICIAL AID) for which the associated
goods and services must be procured in the
donor country or among a restricted group of
other countries, which must however include
substantially al recipient countries.

PRIVATE NON-CONCESSIONAL
FLOWS:. Consist of the following flows at
market terms financed out of private sector
resources and private GRANTS
(i.e. GRANTS by non-gover nment
organisations, net of subsidies received
from the official sector):

 Direct investment: Investment made
to acquire or add to alasting interest
in an enterprise in a country on the
DACLIST OF AID RECIPIENTS.

 International Bank Lending: Net
lending to countries on the List of
AID Recipients by commercial banks
in the Bank of International
Settlements reporting area, i.e. most

DCD(99)6

OECD countries and most offshore
financial centres (Bahamas, Bahrain,
Cayman Islands, Hong Kong,
Netherlands Antilles and Singapore),
net of lending to banks in the same
offshore financial centres. LOANS
from central monetary authorities are
excluded.

» Bond Lending: Net completed
international bonds issued by
countries on the DAC LIST OF AID
RECIPIENTS.

e Other private: Mainly reported
holdings of equitiesissued by AID
recipient countries, and bank LOANS
which in this context are included
with guaranteed EXPORT CREDITS.

TECHNICAL CO-OPERATION:
Includes both a) GRANTS to nationals of
AID recipient countries receiving education
or training a home or abroad, and
b) payments to consultants, advisers and
similar personnel as well as teachers and
administrators serving in recipient countries,
(including the cost of associated equipment).

TIED AID: Officia or officially supported
LOANS or ASSOCIATED FINANCING
packages where procurement of the goods or
services involved is limited to the donor
country or to a group of countries which
does not include substantially all developing
countries (or countries in transition, cf.
PARTIALLY UNTIED AID).

UNTIED AlID: OFFICIAL
DEVELOPMENT ASSISTANCE for which
the associated goods and services may be
fully and freely procured in substantially all
countries.



