Follow-up to the European Parliament resolution on MDG contracts, adopted by the Commission on 17 June 2009
1.
Rapporteur: Alain HUTCHINSON (PSE/BE)

2.
EP reference number: A6-0085/2009 / P6-TA_PROV(2009)0152

3.
Date of adoption of the resolution: 24 March 2009

4.
Subject: MDG Contracts
5.
Competent Parliamentary Committee: Committee on Development (DEVE)
6.
Brief analysis/assessment of the resolution and requests made in it:

The Commission welcomes the resolution's broad support for budget support in general and the MDG-Contract in particular, and its emphasis on the importance of longer term, more predictable forms of budget support to help partner countries achieve the Millennium Development Goals. The Commission views the MDG-Contract as an important part of its response to making aid more effective and predictable in line with commitments made at Paris and Accra.

The resolution rightly notes that the MDG-Contract does not entail the establishment of a new financial instrument, but remains an instrument of budget support that continues to be based on the budget support provisions set out in the Cotonou Agreement (for the case of EDF funds to the ACP).

The resolution encourages the Commission to consider extending the MDG-Contract to other countries, while also cautioning against excessive or indiscriminate use. The Commission agrees that there is an important balance to be struck between enhancing the predictability of our budget support wherever possible, while managing risks by being selective about the choice of countries. The Commission believes that by targeting stronger performing countries with a track record of successfully implementing budget support, we have got that balance right.

The resolution deplores the fact that the Union's budget support policy for developing countries is increasingly subject to conditions imposed by the IMF, and considers that such conditionality runs counter to the policies of recipient countries with regard to the ownership principle. The Commission agrees that there is a tension between conditionality and ownership. While the existence of a stability oriented macroeconomic framework is an important eligibility criterion for the provision of budget support (and the Commission makes use of IMF analysis wherever possible), the existence of an IMF programme is not a formal requirement for EC budget support, and budget support agreements and disbursements have become increasingly delinked from specific IMF conditions. This is made clear in the current General Budget Support (GBS) Guidelines published by the Commission in January 2007.

The Commission welcomes the Resolution's suggestion that donors should aim to promote good governance, democracy and stability without imposing strict conditions, while agreeing that respect for human rights, democratic principles and the rule of law underlie all our cooperation with our partner countries. These issues will continue to be addressed through the procedures laid down in the Cotonou agreement, strengthened if necessary.

The Commission also agrees that promoting domestic accountability through supporting the role of national parliaments and civil society is very important. This is becoming an increasingly important feature of the dialogue around country Poverty Reduction Strategies and associated budget support arrangements, and is something the Commission acknowledges needs to be developed and is now actively encouraging.

The resolution also places strong emphasis on results, particularly in the social sectors, a position which the Commission has promoted for many years and will continue to do so through MDG-Contract.

In addition, the resolution gives particular emphasis to the importance of social sector spending, and calls on governments to increase their spending on health and education. The Commission regards general budget support – provided in support of poverty reduction strategies that invariably include a focus on social sector indicators of interest – as an important contributor to our support for social sectors, and welcomes the resolution's comment that the MDG-Contract would be an excellent way of helping the Commission to achieve these objectives.

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

With regard to other various requests set out in the resolution not covered in the points above, the Commission can confirm that MDG-Contracts were approved for 7 countries (Burkina Faso, Ghana, Mali, Mozambique, Rwanda, Uganda and Zambia) by EU Member States through the EDF Committee at the end of 2008 (these were not listed in the June 2008 MDG-Contract paper, at Member States’ request, because eligibility assessment had not then been completed) as part of the Committee's process of approving Annual Action Programmes. First disbursements in most cases are expected in the first half of this year. An MDG-Contract is also expected to be approved in Tanzania later this year. Collectively these will involve commitments of €1.8 billion, or 50% of GBS programmed in the ACP National Indicative Programmes (NIPs).

The Commission also expects to extend the MDG-Contract to non-ACP countries, as proposed in the resolution, as they become eligible. Work is also being undertaken to explore ways in which rolling commitment frameworks and opportunities for co-financing can be incorporated into MDG-Contract design.

The Commission confirms that levels of budget support, particularly of sector budget support, are increasing. In the ACP region, the percentage of National Indicative Programmes programmed as budget support has risen from 25% at the start of the 9th EDF to around 47% (of approved NIPs) in the 10th EDF. A large part of that increase comes from sector budget support. The Commission is also introducing improvements to its reporting of budget support.

The Commission confirms that every single MDG-Contract is linked to results achieved in the health and education sectors. Performance indicators are generally drawn from a country’s own Performance Assessment Framework agreed jointly with other budget support partners. Examples include indicators covering primary education enrolment and completion rates (usually disaggregated by gender) and health vaccination rates. These are monitored, jointly with other donors, on an annual basis as part of each country's annual performance review.

MDG-Contracts, as with other forms of budget support, are also typically accompanied by other programmes providing technical assistance (often jointly with donor partners) to strengthen countries public financial management systems and to improve accountability for results. Budget support needs to be seen as part of a wider package of assistance for its full potential benefits to be realised.

Finally, the Commission takes note of Parliament's request to adopt a Communication formalising the MDG-Contract.
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