Follow-up to the European Parliament resolution on the effects of the global financial and economic crisis on developing countries and on development co-operation, adopted by the Commission on 2 June 2010
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6.
Brief analysis / assessment of the resolution and requests made in it:

The Commission welcomes the resolution of the European Parliament on "The effects of the global crisis on developing countries and on development cooperation". The Commission shares on many points the analysis presented in the resolution on the impacts that the economic and financial crisis is having on developing countries and on development cooperation. In particular, it is strongly concerned by the long-term effects that the crisis will have on the poorest countries and the additional challenges it poses to the achievement of the Millennium Development Goals (MDGs).

Indeed, while the world is progressively recovering from the succession of crises that have affected virtually all countries, it is crucial that developing countries, and especially the poorest among them, are not left behind. In order to address the long-term consequences of the financial and economic crisis, development must be an integral part of any exit strategy. In that regard, the Commission stresses the need for the EU and Member States to maintain their engagement and ensure the continuity of their commitments.

In 2009, the EU reacted rapidly to support developing countries in coping with the crisis, with comprehensive, timely, targeted and coordinated measures. The European Commission worked in close collaboration with the World Bank and the IMF to ensure the complementarity of our respective assistance, notably that all countries, especially the most vulnerable, received adequate levels of assistance. EU targeted measures included inter alia the setting up of the ad hoc Vulnerability FLEX to support the most vulnerable ACP countries with poor resilience capacity, with a view to enabling them to maintain priority spending, notably in the social sectors. Through this instrument, the European Commission has provided quick access to additional financing to the most vulnerable and affected ACP countries, mostly in the form of budget support. Ongoing budget support operations have also been reviewed, including in the context of the Mid-Term Review of EDF 10 which was brought forward in light of the financial crisis, although few requests were made for further frontloading. The Commission has also ensured that its assessment of macroeconomic conditions has focused on country responses to the crisis, and has encouraged and welcomed the flexibility shown by the IMF in this regard.

The Commission has recently issued its 2010 "Spring package" of development communications. The overarching objective of this year's Spring Package is to speed up progress on global development by providing strong EU input to the processes, and in particular to shape a common and ambitious EU position for a successful outcome of the UN High Level Plenary Meeting in September. In that connection, the Communication in "A twelve-point EU action plan in support of the MDGs" presents a comprehensive approach with concrete measures that address simultaneously policy and financial dimensions, to be implemented at national, regional and international scales. In addition, the Communication on "Tax and Development - Cooperating with Developing Countries on Promoting Good Governance in Tax Matters" identifies how the EU can effectively support developing countries in their endeavour to improve national revenue collection. Many issues raised in the EP resolution, notably on Financing for Development, Aid Effectiveness, Aid for Trade and on Policy Coherence for Development, are addressed in the spring package (cf. above-mentioned Communications and accompanying Staff Working Documents).
7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

On Official Development Assistance (ODA) (paragraphs 3-7)
ODA has played, and will continue to play, a critical role in helping developing countries cope with the long-term effects of the recent crises and achieve the MDGs. In 2009, EU ODA amounted to €49 billion, corresponding to 0.42% of EU GNI. Although the EU remains collectively by far the world's biggest donor, providing more than half of total DAC ODA, it is still behind the schedule to reach the collective EU intermediate target of 0.56% of GNI by 2010, as a step towards devoting, by 2015, 0.7% of GNI to ODA. Despite tightened budgetary constraints in many EU Member States, the Commission urges Member States to honour their commitments and calls all MS to publish yearly action plans for reaching individual targets, and to organise a yearly peer review to be discussed at European Council level. At the same time, the Commission calls on other big donors and new partners to also step up their efforts to contribute in line with fair international burden-sharing.

On innovative sources of financing (paragraph 32)

The European Commission adopted on 1 April 2010 a Staff Working Document (SWD) on "Innovative financing at global level". This SWD identifies different global challenges for which innovative sources of financing could be used: stabilising the financial sector, meeting the MDGs and Climate Change adaption/mitigation. In its assessment of different financing mechanism that could be used to reach these goals, the SWD also examines a possible tax on financial transactions (revenue raising potential, effects on the efficiency of the market, administrative and legal aspects).  In addition, the European Commission is a member of the Leading Group on Innovative Financing for Development. The Leading Group has set up a task force on International Financial Transactions for development which's report is expected to be published on May 30. The Commission, in coordination with international partners, will continue to work in the next few months to assess the feasibility of innovative mechanisms to finance global public goods, with a focus on reaching the MDGs and mitigating/adapting to climate change impacts.

On capacity building in taxation (paragraph 65)
Tax revenues are not only important to finance public goods in developing countries, they are also the most predictable source of income, enhance ownership of development policies and strengthen the relationship between the state and its citizen. On 21 April, the Commission adopted a Communication "Tax and Development – Cooperating with developing countries in promoting good governance in tax matters", accompanied by a Staff Working Document. It notably proposes to step up support to tax reform in developing countries and to increase attention devoted to revenue aspects in Public Finance Management programmes.

The Communication calls on tackling domestic and international challenges to domestic revenue mobilisation in developing countries. Capacity building and technical cooperation will be key elements of the support that will be provided to developing countries. In line with the new Commission policy on supporting capacity development (i.e. Backbone strategy), developing countries, not donors, should define their capacity development and technical assistance needs. In that context, it is considered appropriate to support demand-driven initiatives such as the African Tax Administration Forum in which developing countries' tax administrations are themselves defining actions to support tax systems.

The Communication also proposes concrete measures to address the harmful impact of tax avoidance and evasion on developing countries. Tax evasion and avoidance need to be addressed by developing and developed countries together. This requires increased cooperation in an environment where both can benefit from and contribute to international initiatives. The Commission will continue to promote the principles of Good Governance in tax matters and provide technical cooperation to developing nations to help them in the implementation of the standards. The Communication also foresees technical cooperation in order to help developing countries to conclude Tax Information Exchange Agreements and Double Taxation Convention, as well as to support them implementing the OECD Transfer Pricing guidelines. The Commission also supports research work to improve accounting standards for multinational corporations in order to increase transparency, notably by encouraging work on Country-by-country reporting in the IASB and the OECD.

Regarding investments in developing countries, the EIB and IFIs must carry out a broad-based due diligence to avoid that EU funds are used directly or through intermediaries in Offshore financial Centres or any other jurisdiction, for the purpose of evading tax payments to the beneficiary countries.

On aid effectiveness (paragraphs 5, 16)

The Commission emphasises the need to speed up the implementation of international commitments on aid effectiveness. To this end, the "EU Operational Framework on Aid Effectiveness" was established in November 2009. It consists of thematic chapters on common, harmonised approaches for the EU and Member States, as well as a set of measures to be implemented individually and jointly by EU donors. In particular, building upon the EU operational Framework, the Commission is also promoting increased harmonisation of aid programming cycles at EU level. The ongoing experience on coordinating the EU’s response to the Haiti earthquake should be seen as a guide to this work. In addition, efforts for increased transparency and accountability on aid, as well as for EU Cross-country Division of Labour are foreseen.

On Policy Coherence for Development (PCD) (paragraphs 15, 47)

Following up from the Council conclusions on PCD of November 2009, the Commission has prepared a "PCD Work Programme 2010-2013" focusing on five global challenges: trade and finance, global food security, climate change, migration and security. The PCD work programme outlines how the EU, through relevant policies, processes and financial means, will address these five global challenges in a development friendly manner. For each of the identified policies and processes, it sets concrete targets and indicators to track progress towards the identified PCD objectives. The Commission calls the other EU institutions and Member States to make a proactive use of this work programme. The Commission will report on the implementation of the PCD work programme in 2011.

Concerning legal mechanisms for EU accountability on PCD, the Commission stresses that article 208 TFEU foresees that the Union should take into account development objectives in implementing its policies.  Beyond this, the Commission considers that  full use should be made of existing instruments (such as the on line consultations launched by the Commission in advance of new initiative, impact assessments, consultation with developing countries notably in the context of the Cotonou agreement, Art. 12) before considering the setting up of new legal mechanisms. The 2010-2013 PCD work programme provides valuable technical input to the work of all EU institutions in preparing and implementing programmes and policies in line with the PCD obligation of the European Union.

On the implementation of the Vulnerability Flex (paragraph 44)

In 2009, the allocation of the first tranche of V-FLEX amounted to €236 million for 15 ACP countries. The objective to disburse the funds before end 2009 was achieved for 11 countries for a total amount of €160.8 M. As another disbursement of €25M took place in February 2010, the amount disbursed is currently €185.8M (as of end March 2010).

The timetable represented a major challenge for the Commission in view of the procedural obstacles it implied. In this regard, it should be said that the Commission did not fare too badly compared to other international organisations. The Commission was in advance of the World Bank in terms of putting a specifically tailored response package in place since the WB Crisis Response Window was assembled in late 2009. In that sense, V-FLEX has probably enhanced the Commission's profile in the G-20 and among the international organisations, certainly at least in the regions it covers.

It should also be emphasised that while the overall level of funding was limited, the impact on individual countries in some cases (particularly the fragile states) is substantial. This is a particular benefit of the targeted approach adopted.

The Commission is currently undertaking the Mid-Term Review of CSPs which will provide the opportunity to look again at the budget support profiles in each ACP country, in consultation with the partner government, and consider amendments, re-allocation or addition from the reserve. Reallocations from under spending programmes and the use of the reserve can help manage any impact from frontloading budget support on the overall EDF framework.

On Trade-related assistance and Aid for Trade (paragraph 51)

The latest available figures for 2008 confirm that the EU and Member States have met their € 2 billion Trade Related Assistance (TRA) target, well ahead of time. In fact, TRA in 2008 from the EU and its Member States has reached € 2.150 billion (€ 1.143 billion from EU Member States and € 1.007 billion from the EU).

EU Aid for Trade funding is carried out through different EU financial instruments such as the European Development Fund (EDF) and budget chapters as the Instrument for Development Cooperation (DCI), European Neighbourhood and Partnership Instrument (ENPI) and the Instrument for Pre-accession (IPA). In principle there are no specific, identifiable budget line items in the EU Budget for Aid for Trade – AfT is allocated on the basis of demand from developing countries. An exception is the Aid for Trade budget line dedicated to multilateral initiatives with a global coverage of € 4.5 million for the year 2009, which however covers only a small fraction of overall EU Aid for Trade. More detailed information on the latest EU Aid for Trade commitments can be found in the Aid for Trade Monitoring report 2010 that is attached as Commission Staff Working Document to the recently adopted Development Spring Package.

As already indicated in many Country Strategy Papers, the Commission will continue to work with ACP countries to diversify their economies, reduce their vulnerability to external trade shocks and improve the contribution of external trade to development.

On Economic Partnership Agreements (paragraphs 52, 53)

The Commission has always regarded EPAs as trade instruments to promote development. They are designed to create conditions for the economic development of the ACP, to promote regional integration, enhance governance and increase availability of competitive inputs and good-quality services. They provide for asymmetric conditions in market opening, transition periods and safeguards for ACP countries to react to unforeseen events or crisis situations.

The Commission has always sought to integrate issues such as promotion of decent work in EPAs, which are intended to promote job creation and increase prosperity of ACP partner countries. EPAs provide for asymmetric conditions in market opening and transition periods for trade commitments. It is the Commission's established policy to reach out to non state actors in consultations on the negotiations and to take account of the different needs and levels of developments of the partner countries and regions in line with Art. 34:3 of the Cotonou Agreement.
On the increase of financing for the international financial institutions (paragraph 27)

While Multilateral Development Banks (MDBs) have increased their lending activities, their current capital position is not adequate for sustainable activities. To prevent any risk of reduced lending post 2011, possibly even below pre-crisis levels, which might entail problems for certain emerging economies and low income countries, the Commission welcomes the upcoming capital increases of the African Development Bank, the Inter-American Development Bank and the World Bank, and looks forward to the conclusion of the capital reviews of the other MDBs. In doing so, it is important to identify the appropriate size, timing and modalities. Furthermore, the decision to increase the capital of the non-concessional arms should not be to the detriment of the concessional arms.

Regarding short-term liquidity provided by the IMF, renewed global efforts are also needed to secure additional resources for developing countries. Emerging market economies should be part of these efforts. The IMF expects demand for loans from its Poverty Reduction and Growth Trust (PRGT) to be SDR 11.3 billion until 2014. Ten IMF members have pledged SDR 7.6bn in additional loan resources (targeting SDR 10.8bn) of which SDR 1.1bn are secured. There is now an urgent need to finalize the borrowing arrangements for the pledged resources and mobilise further pledges of SDR 3.2bn. Additional bilateral subsidy resources are also required. 17 members have committed additional subsidies of SDR 113m (target of SDR 0.2-0.4bn) and the IMF's own subsidy contribution on track.
On the reform of the Bretton Woods Institutions (paragraph 28)
Modernising IMF governance is essential for improving the Fund’s credibility, legitimacy, and effectiveness in the post-crisis environment. The review of the Fund’s governance should be comprehensive and address the full range of quota as well as non-quota reform elements as agreed in Pittsburgh and now reaffirmed in Washington. Our ambition should be to align actual quota shares as much as possible with calculated quota shares of all countries. We also need to ensure that the voice of the poorest is safeguarded.  The IMF’s reform will be incomplete by focusing squarely on the question of quota and voice. All elements of IMF governance need to be addressed for this reform to become a success. Europe will stand ready to play its part to advance the reform and counts on the cooperative spirit of its partners.

The World Bank governance reform provides a unique opportunity to strengthen the institution's effectiveness, accountability and legitimacy. The European Commission remains committed to the goal of rebalancing voting power in the World Bank Group and welcomes the agreed 3,13% shift of voting power towards under-represented Developing and Transition Countries (DTCs), bringing it to 47,19% and representing a total shift of 4,59% to DTCs since 2008. This realignment includes a selective capital increase of $ 27.8 billion. For the next shareholding review in 2015, the shareholders committed to establish a work programme to arrive at a benchmark for a new dynamic formula reflecting the principles agreed in the 2009 Annual Meetings in Istanbul (countries' economic weight and the World Bank Group's development mandate). For the 2015 realignment of voting power, the Commission recommends that IDA contributions are included in a significant and permanent way.

Still, reform should not stop there, and more has to be done to increase the legitimacy, accountability, transparency and effectiveness of the institution. The WB/IMF spring meetings (Washington, 24-25 April 2010) have seen progress on defining a long term World Bank Group strategy to be ready to face development challenges in the years to come, focusing on the areas where it can add most value. The Commission is particularly pleased to see that, among the five areas the World Bank outlines as its priorities for future action, targeting the poor and vulnerable occupies a preeminent position and overcoming poverty continues to have special primacy as the World Bank Group's ultimate goal.  An open, merit-based and transparent process for the selection of the WBG President, regardless of nationality, is also an issue for further improvement, as well as the promotion of staff diversity to reflect better the global nature of the WBG. These issues were underscored by the Development Committee Meeting on April 25 2010 in Washington.
After having made several decisions on reform, it is now time for implementation to be effective. Other elements in the Bank's governance should be tackled. Reforms such as greater decentralisation, changes in the organisational matrix, modernisation of services and improved human resources and IT management are very welcome, and should contribute to ultimate goal of raising the efficiency, effectiveness, accountability and legitimacy of the WBG.
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