European Parliament Resolution on budget aid for developing countries

1.
Rapporteur: Michael Gahler (PPE-DE/DE)
2.
EP reference number: A6-0005/2007 / P6_TA-PROV(2007)0043
3.
Date of adoption of the Resolution: 15 February 2007
4.
Subject: Budget aid for developing countries
5.
Brief analysis/assessment of the Resolution and requests made in it:

The Resolution is broadly supportive of budget aid, acknowledging the rationale for and benefits of budget support, and its role as an essential instrument of European Community development cooperation. It particularly emphasises the importance of sound public financial management; macroeconomic stability coupled with a commitment to reduce poverty and meet the wider objectives of human and social development; providing predictable support using recipient countries own systems as far as possible; strengthened partnership and ownership; improved coherence amongst donor agencies and alignment with government plans and priorities; improved accountability through parliamentary scrutiny and an active role for civil society; and of focusing on results. The Commission fully agrees with these points and is already implementing many of the measures it advocates.

The Resolution also expresses some concerns about the manner in which the Commission has implemented budget support, particularly with respect to its assessment of eligibility criteria in general and public financial management (PFM) in particular. The Commission takes these concerns very seriously but does not fully share the Resolution's conclusions. In its response to the report at the European Parliament debate on 14th February 2007, the Commission highlighted the benefits of budget support and its commitment to increase it where conditions permit. The Commission emphasised the importance of the eligibility criteria, and of assessing and supporting PFM reforms. The Commission noted that improving PFM was itself an objective of budget support and that its approach, shared by other budget support donors and not questioned by the Court of Auditors, is to assess the direction and credibility of PFM reforms rather than to require that minimum standards be met. The Commission also strongly agreed with the report's emphasis on the need to strengthen institutions of accountability and to continually assess and disseminate effectiveness.

Further detail is set out in the specific responses below.

6.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

The Commission fully agrees with the need for rigorous assessment of eligibility criteria, and the careful analysis of risks and benefits, to maximise the effectiveness of budget support. The Commission has just concluded a new set of Guidelines on General Budget Support which place much greater emphasis on how to assess eligibility criteria, and how to use indicators to monitor performance on public financial management. Guidance in this area has been included in checklists used at the identification and formulation stage of programme preparation. The Commission has also adopted and is actively promoting the PEFA "Public Financial Management Performance Measurement Framework" as its key assessment tool, as advocated by the Resolution. The Guidelines thus specifically respond to the provisions of the Cotonou Agreement, and to issues raised by the Court of Auditors Special Report of 2005.

The Commission also agrees with the importance of equitable application of clear, explicit and realistic conditions to counteract unpredictable volatility in aid, and welcomes the endorsement of the use of results based variable tranches. Improvements are also being made in aligning with each country's budget timetable, so as to improve predictability and better support budgetary planning.

With regard to references to the Court of Auditors Special Report of 2005, the Commission notes that, contrary to what is claimed in the Resolution, the Court of Auditors did NOT find that the Commission's reasons for granting budget support to countries with poor public financial management systems were insufficient. Rather, it specifically concluded (paragraph 81) that the Commission's financing decisions, and its reactions in mid-programme, were appropriate. The Court did, however, observe (paragraph 82) that the Commission's decisions are insufficiently argued. The Commission acknowledges those weaknesses, and expects the new Guidelines on General Budget Support to lead to improvements in this area.

With regard to the specific concerns raised about past support to Malawi and Kenya, the Commission notes that both financing decisions were approved by Member States through the EDF Committee after careful consideration of the risks. The fact that both programmes were subsequently suspended illustrates the rigour with which the Commission monitors its budget support.

With regard to references to democracy and human rights, the Commission carefully follows the provisions of the Cotonou Agreement as set out in Article 8. The Commission believes that it is particularly important for political dialogue with a country to cover our whole relationship with that country, and not to be confined to one specific instrument.

In terms of ensuring a focus on equity and poverty reduction, the provision of budget support provides an opportunity to discuss overall budget priorities and strategy with our partner governments, and all budget support financing proposals include an analysis and discussion of the country's budget. But the Commission also seeks to focus attention and dialogue on the results achieved, and to combine budget support with specific support to Parliaments and civil society to strengthen domestic lines of accountability for spending resources and delivering services.

The Commission thus strongly agrees with the Resolution's call for strengthening institutions that have an essential role to play in holding the Executive to account, but believes that these must be national institutions responding to the local polity and not foreign bodies accountable to donors. In particular, the Commission does not agree with the proposed establishment of an external control agency being parallel to country systems and serving donor interests alone. This goes against the principles of ownership and the Paris Declaration.

The Commission very much agrees with the emphasis on Parliamentary involvement in adopting the budget (this is a key element in the PEFA PFM assessment), and in annually evaluating budget aid. The management of budget support typically involves the annual assessment of performance, using indicators drawn wherever possible from the country's own Poverty Reduction Strategy Paper or equivalent planning document, and the Commission encourages the submission of such progress reports to Parliaments for their scrutiny. The extent to which this is happening is monitored as part of the annual surveys of budget support conducted by the SPA (the Special Partnership with Africa).

Finally, the Commission acknowledges the need to continually evaluate and communicate the benefits of aid in general and budget support in particular. Following the largely positive finding of the 2006 OECD DAC sponsored multi-donor evaluation of budget support, the EC has recently commissioned further work to improve and refine the evaluation methodology for its own budget support.
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