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international community.

Thisreport, "Towards a New Aid Compact", is the product of a collaborative and
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one of the most pressing issues of the day. The report was brought to fruition by means of a
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"Development cooperation” has been at the centre of United Nations
consideration of development for the past 40 years. It is a multi-faceted concept, but it
has always included concessional financial transfers from the government budgets of
developed countries for devel opment assistance in developing countries. The world's
Governments agreed in the General Assembly in 1970 to set a quantitative goal for the
devel opment assistance efforts of individual developed countries of 0.7 per cent of their
gross national product (GNP). Asagroup, the developed countries have never achieved
that goal, although total annual expenditures on "official development assistance” (ODA)
rose for most of the past 40 years until 1992 (see figure 1). ODA levelsthen fell and,
while they have since recovered partially, the outlook remains unclear.

This report addresses the need to improve the prospects for ODA. After a
summary of the current situation in Section I, it reviews the reasons why people in the
developed countries should want their Governments to make substantial aid transfersto
developing countries (Section I1). There remains a compelling case for aid. The difficulty
isnot so much in first principles, but rather in low confidence in the effectiveness of aid
programmes. With the waning of foreign aid’s main strategic purpose as a result of the
end of the Cold War, attention is now focused on its effectiveness. Donor Governments
are seeking to overcome "ad fatigue" by reforming their bilateral and multilateral
assistance efforts, as discussed in Section I11. Proposals to build on these efforts with

Figure 1: Total net ODA disbursements, 1966-1999%
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deeper institutional reforms are offered in support of the call for increased aid flowsin
Section IV.

|. Basic factson ODA flows

Despite the pessimism in several quarters about aid, total ODA remains on the

order of $55 hillion ayear. Measurement and classification of government expenditures
on ODA has been along-standing concern of the Development Assistance Committee
(DAC) of the Organization for Economic Cooperation and Development (OECD), the
main group of donor countries. DAC has sought for several decadesto refine and
oversee the measurement of ODA by donors and the data for each donor are now largely
comparable and indicative.

ODA fell from 0.34 per cent of the GNP of DAC member countriesin 1992 to
0.22 per cent in 1997, the lowest ratio ever (seetable 1). Moreover, thisincludes the
writing-off of uncollectable debt owed to donor Governments. The share of total ODA
commitments used for debt restructuring has grown over the years with the result that the
flow of resources aimed at development assistance has declined even more than the
aggregate data suggest (seefigure 2).

ODA flows rose in 1998 and 1999, bringing ODA to 0.24 per cent of donor GNP.
The upturn was largely the result of increases in disbursements by Japan and special
factors, such as assistance to Asian-crisis countries and countries impacted by natural
disasters (for example, Hurricane Mitch), the international effort to assist refugees from
Kosovo, and the bunching of payments to multilateral financial organizations. Prospects
for further growth of ODA are uncertain.

Most of the overall declinein flows of ODA has been the result of cut-backs by
the major donors. Only Denmark, the Netherlands, Norway and Sweden achieve the
United Nationstarget of 0.7 per cent of GNP; some countries informally set their flows
relative to the average ODA share of GNP of DA C countries; others ignore the target.
Italy, Portugal and the United Kingdom have pledged along-term increase in their
volume of ODA. Collectively, DAC Governments have pledged to make effortsto
mobilize sufficient aid resources to achieve a set of agreed social outcomes in developing
countries by 2015.

While the cutback in ODA has affected a broad swath of developing countries, it
has hit Africaand Asiaespecialy hard (seetable 2). Net ODA disbursements from
Governments and multilateral institutions to Africafell by more than a quarter from
$25.1 billion in 1990 to $18.5 hillion in 1998), while flows to Asia dropped from $19.5
billion to $16.1 billion during the same period. Many of the least developed countries
have suffered a severe decline, particularly in terms of ODA received per capita (see
table 3). Seven countriesin this group, all from Africa, recorded a drop of more than 50

1
The value of the assistance to the recipient is somewhat less because some aid requires purchase in the
donor country and the market value of that assistance to the recipient is usually overstated.



Table 1. Official development assistance by DAC
member countries,a 1992, 1997, 1999
(Millions of dollars and percentage of GNP)

1992° 1997 1999
Per Per Per
cent cent cent
Amount of GNP  Amount of GNP  Amount of GNP

Australia 1015 0.37 1061 0.28 981 0.26
Austria 556 0.30 527 0.26 482 0.24
Belgium 870 0.39 764 0.31 753 0.30
Canada 2515 0.46 2045 0.34 1721 0.28
Denmark 1392 1.02 1637 0.97 1724 1.00
Finland 644 0.62 379 0.33 402 0.32
France 8270 0.63 6 307 0.45 5494 0.38
Germany 7583 0.37 5857 0.28 5478 0.26
Ireland 70 0.16 187 0.31 241 0.31
Italy 4122 0.34 1266 0.11 1750 0.15
Japan 11151 0.30 9358 022 15302 0.35
L uxembourg 38 0.26 95 0.55 115 0.64
Netherlands 2753 0.86 2947 0.81 3134 0.79
New Zealand 97 0.26 156 0.55 134 0.27
Norway 1273 1.16 1306 0.86 1370 0.91
Portugal 293 0.35 250 0.25 274 0.25
Spain 1518 0.27 1234 0.24 1374 0.23
Sweden 2460 1.03 1731 0.79 1643 0.70
Switzerland 1139 0.45 911 0.34 976 0.35
United Kingdom 3243 0.31 3433 0.26 3279 0.23
United States 11709 0.20 6 878 0.09 9135 0.10
Total DAC 62711 0.34 48324 022 55993 0.24

Memorandum item:

Total, expressed in
prices and exchange
rates of 1997 63 237 48 324

Source: OECD, DAC Statistical Reporting System, on-line databases.

& Net disbursements by donors to developing countries and multilateral organizations.

b Upto 1992, forgiveness of debt for military purposes was reported as ODA.

per cent in net ODA receipts per capita between 1990 and 1998; twenty countries saw a
fall of between 25 per cent and 50 per cent, and 13 countries registered a decline of up to
25 per cent.



Figure 2. Total ODA commitments and Total ODA commitments
excluding debt relief, 1967-1998
(Billions 1998 US dollars)

85

80
75 1
70
65 -
60

ODA

= = = ODA excluding debt relief

55
50 -
45 1
40
35

R e L o e e s e e LA B e e e e e e M m m

1967 1969 1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997

Source: OECD, DAC International Development Statistics on-line database.

Table 2. Net ODA disbursements from gover nments and multilateral
institutions to developing countries by region, 1990-1998
(Billions of dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998

Africa 25.1 24.7 25.0 215 235 22.1 20.7 18.7 18.5
Asiaand the Pacific 19.5 21.1 21.2 19.2 229 20.6 20.8 16.1 16.1
Latin Americaand

the Caribbean 53 6.0 5.6 5.6 6.2 6.9 8.2 6.3 4.6
Total?® 57.3 60.5 60.7 57.1 61.3 60.4 58.6 50.3 51.8
Memorandum items:
Least developed countries 15.9 15.9 16.5 15.0 16.2 16.5 135 12.6 121
Official aid
to the economies
in transition” 23 6.6 6.1 5.8 6.8 7.9 5.2 4.1 5.6

Source: OECD, DAC Statistical Reporting System, on-line databases.

a

Including ODA disbursements to devel oping economies in Europe.
®  Not classified as ODA by DAC.




Table 3. Least developed countries. per centage changein
net ODA receipts per capita between 1992 and 1998

Decline Increase
More than Between 25 and Upto
50 per cent 50 per cent 25 per cent
Burundi Afghanistan Bhutan Angola
Democratic Republic Bangladesh Burkina Faso Cambodia
of the Congo Benin Cape Verde Eritra®

Equatorial Guinea Central African Guinea Haiti
Gambia Republic Guinea-Bissau Lao People's
Myanmar Chad Liberia Democratic Republic
Somalia Comoros Maldives M adagascar
Sudan Djibouti Mali SierralLeone

Ethiopia Mauritania Tuvalu

Kiribati Nepal

Lesotho Rwanda

Malawi Solomon Islands

M ozambique Uganda

Niger

Samoa

Sao Tome & Principe

Togo

United Republic

of Tanzania

Vanuatu

Y emen

Zambia

Source: UN/DESA, based on OECD, DAC Statistical Reporting System, on-line databases; and
UN/DESA, Monthly Bulletin of Statistics on-line.

& For Eritrea, change between 1993 and 1998.

Il. Thecasefor aid

Over the past 40 years, developed countries have given almost $2 trillion of
assistance (measured in 1998 dollars). The question is whether these resources had the
intended developmental impact. Some countries have graduated from needing assistance
and there has been considerable global progressin terms of several social indicators.
Neverthel ess, the economic situation in many devel oping countries remains weak,
especialy in Africawhere per capitaincomesin many countries are lower than they were
in 1960.

Many factors together have produced this spotty record. The domestic
environment was more enabling of development for some countries than for others, and



the international environment provided widely varying opportunities and challenges for
different countries (e.g., terms-of-trade losses swamped ODA inflowsin many African
countries during much of the period). In addition, donors frequently provided ODA as an
instrument of their foreign policy to influence recipient Governments, particularly in the
context of the Cold War. They also used it for national commercia gains, promoting
donor country exports and foreign direct investment. But none of these considerations
answer's the question of whether donors should reduce ODA or should correct abuses and
continue the ODA effort into the twenty-first century.

Aid asmoral obligation

Moral arguments for foreign aid are part and parcel of the increasing focus on
poverty in the developing countries. Inequality among countriesis striking and on the
rise. One sixth of the world' s people receive more than three-quarters of world income
while, in the poorest 61 countries, three-fifths of the world’ s people receive only 6 per
cent of world income. Some 1.2 hillion people live in extreme poverty, i.e., on less than
$1 aday. Seven of every 1,000 children die before age five in high-income countries, but
more than 90 do so in low-income countries.

Public opinion surveys indicate that most people in developed countries find this
situation unfair and disturbing. The questions are whether there isamoral obligation to
respond, whether such a response should involve atransfer of resources from higher
income to poor countries and, if so, the extent of such an obligation.

Most individuals acknowledge a moral obligation to relieve human suffering, in
particular if they can visualize the suffering person and if relief can be provided at little
personal cost. This obligation may appear most compelling when the suffering is closer to
home, but it is universal and extends to all people, by virtue of our shared humanity.
Acceptance of universal duties of humanity implies a minimum level of concern for
individualsin foreign countries.

The corresponding obligations stem from the ability of individualsin higher
income countries to prevent death and suffering of individualsin poor countries by an
appropriate transfer of resources. In addition to the benefits resulting from the actions
that might be taken, obligations also derive from the principle of respect for persons.

A moral obligation to make aforeign transfer also arises from a concept of
justice, both corrective and distributive justice. Thefirst refers to the rectification of past
wrongs and the second to the redistribution of wealth or income according to some
criterion of need or merit. Acting on the principle of corrective justice presents problems
of quantification and of temporal validity. On the other hand, obligations based on
distributive justice extend beyond national boundaries, a principle that has long been
accepted within domestic communities. The assumption is that everyonein theworldisa
member of a scheme of social cooperation or, alternatively, that international economic
interdependence creates benefits and costs which are unevenly distributed, calling for
corrective action.



The acceptance of amoral obligation to transfer some resources givesriseto a
need to define the extent of the duty. This depends on the moral basis of the obligation.
Obligations of humanity may have different quantitative implications from those deriving
from obligations of justice. The former may require the provision of minimal subsistence
for al, while the latter could lead to the egalitarian principle of global "welfare"
maximization, with resources being reallocated until the marginal "utility” of additional
income for each individual is equalized.

While precise quantification isimpossible, it is not necessary at present, given the
low level of aid flows. ODA per capitafrom donor countries fell to an average of only
$62 ayear in 1997-1998 from $72 a decade earlier. Current ODA flows from many
countries are well below what most people would accept as a moral obligation on the
basis of the principles elucidated above.

This assumes, however, that donors, both governments and those they represent,
have confidence in the efficacy of the devel opment assistance they provide. Another
moral obligation isfor ODA recipients, as well as donors, to ensure the effective use of
foreign taxpayers money. Thisrequires avoiding both wasteful utilization and illicit
misappropriation of these resources, athough it is not necessarily clear what standards
should be applied in making such judgements.

Rights-based approachesto development

The case for ODA can a so be based on a "rights-based" approach to
development, which seeks to integrate human rights into a devel opment framework by
emphasizing the promotion of freedom, well-being and dignity of individuals and the
centrality of the human person as a subject of the development process. The argument is
based on the principle that al human beings have certain inherent rights and that
governments must uphold and facilitate the enjoyment of these rights, among which isthe
right to development.

In this context, development is seen as a process in which all human rights and
fundamental freedoms can be fully realized. Within this view, there is atwo-way
relationship between poverty and human rights: poverty isitself adenial of human rights,
but a shortfall of human rights makes it more difficult, in general, to reduce poverty. The
policy agendathat is drawn from the rights-based approach is similar to the focus on
poverty reduction and sustainable human development that has been increasingly
emphasized by the international community (see below).

The primary responsibility for implementing the right to development rests with
individual states. Governments are, first of al, responsible for giving effect to the right
to development within their own borders. However, states collectively also have a
responsibility to remove obstacles to the enjoyment of the right to development and to
formulate international policiesto realizethat right. Given the financial and human
resource limitations of developing countries, the acceptance of the right to devel opment
obliges higher income countries to work in partnership with developing countries to



promote the enjoyment of that right. This has direct implications for ODA volume and
use.

In this regard, the Commission on Human Rights has recently considered an
approach to international cooperation that works towards the progressive realization of
the right to devel opment, starting with giving effect to three basic rights -- to food,
primary health care and primary education -- within a specified time period. In addition
to their basic nature, the choice of these rights was influenced by the goals of the Food
and Agricultural Organization of the United Nations, the World Health Organization and
the United Nations Children's Fund, which speak directly to a human rights perspective.

Several other developments have taken place in the implementation of this right
within the United Nations in recent years. The United Nations Development Assistance
Framework (UNDAF) takes into account the norms and standards of human rights law.
The Committee on Economic, Social and Cultural Rightsis promoting the
implementation of those rights through its general comments and its reaction to reports
by individua Member States. At the same time, major donor agencies, including the
British, Canadian, and Swedish agencies, and the donors meeting together as the
Development Assistance Committee have reformulated their programmes with the aim of
promoting the right to development more effectively.

Developed countries’ self-interest in development

In addition to the arguments that development assistance is hecessary on moral
and human rights grounds, there are further reasons for developed countries to support
the economic development of developing countries.

First isaconcern for security in developed countries. Countries that do not enjoy
significant and sustained development, including the broad participation of all domestic
population groups, are prone to violent internal conflicts. In some countries in Africa, for
example, poor economic performance or inequitable devel opment has exacerbated
internal tensions and diminished the capacity to respond to them. Equally, the violent
troubles in developing and transition economies on other continents might have been
avoided or kept to smaller proportions if the countries in question had not also fallen into
severe economic crises. Such conflicts politically destabilize the country itself but also
the region and possibly others. Foreign incursions, floods of refugees, and terrorism and
crime spill from one country to another with increasing ease and frequency. Security is
therefore a global phenomenon: all suffer the consequences of a breakdown in security,
regardless of whereit occurs. Citizensin developed countries recognize their
vulnerability to the spread of violence that originatesin crisis countries and to the
consequences of violence arising from conflicts in faraway countries in which they seem
to have no part.

Considerations of economic self-interest also support a call for development
assistance. Economic development transforms poor economies into more promising
international economic partners. For example, as aresult of the burgeoning trade and



investment flows and rapid economic growth in South-East Asiaover the past decade,
developed countries enjoyed rapid growth of their exports of goods, services and capital
to those countries, as well as the benefit of imports from them. Increased human security
and well-being in devel oping countries also reduces pressures for large-scale migration
and the accompanying social and environmental stressesin developed countries. In sum,
development benefits not only people in poor countries but also those in higher income
countries. Enlightened self-interest is an additional important reason for supporting
development through ODA.

ODA and global public goods

Anincreasingly globalized world makes more compelling the need to address
cross-border problems and global externalities, such as control of epidemic diseases,
environmental protection, and conflict prevention and peace-keeping. These concerns can
be addressed effectively only through international cooperation among countries. This
realization has led to a substantial broadening of the development cooperation agenda,
beyond its traditional focus on assisting low-income individuals and promoting the
sustained expansion of developing economies towards actions pertaining to common
global concerns.

In the 1990s, donors saw a greater need to undertake these broader endeavours
and arising share of aggregate ODA flows was used for such “globa” activities. There
has been some dispute whether all these activities should be categorized as "devel opment
assistance”, but donors were prepared to finance them through budget allocations
because, even more than most traditional ODA activities, their "public good" nature
meant that they served donors’ self-interest directly. Donors benefit by assisting
developing countries to contribute to the provision of “global public goods”.

Global public goods reach across borders, generations, or population groups. The
mechanisms that are used to provide public goods within a nation or community are not
readily available at the global level: thereisno internationa public authority to raise
global taxesto pay for aglobal activity and there is therefore an under-provision of
global public goods. Even if there were voluntary agreements among nations to jointly
pay for aglobal public good, some countries might lack the resources and/or technical
capacity to meet their obligations. Inthese cases, it is more effective for the international
community to help poor countries in meeting their commitments than to bear the costs of
the resulting global public “bads’. Such support also encourages developing countries to
participate, which they might otherwise find difficult, and thus hel ps to legitimize the
global public goods agenda.

[I1. Donor responseto " aid fatigue”
The preceding section demonstrates that, for avariety of reasons, international

public transfers from developed to devel oping countries to help boost the devel opment
process continue to be justified. Despitethis, thereis"aid fatigue': there is awidespread



10

belief in donor countries that the aid process does not function effectively or failsto
achieve itsintended purposes of enhancing development and reducing poverty. The
donor reaction has been to revamp the aid process.

Differentiating among recipient countries

One response of the donor community has been to increasingly focus its attention
on the lowest income countries. Gross domestic product (GDP) per capitain the least
developed countries was 8.5 per cent lower in 1998 than in 1980, while GDP per capitain
South and East Asiawas 150 per cent higher. A disproportionate part of the declinein
output per capitain low-income countries took place in Africa, although there have since
been encouraging devel opments in anumber of cases. From 1996 to 1998, 11 African
countries enjoyed annual rates of growth of GDP per capita of 3 per cent or more,
compared to 8 countries from 1991 to 1995. In the latter period, these faster growing
countries accounted for some 25 per cent of the population of Africa, twice the average
sharein the earlier period.

Some observers argue that faster-growing economies provide opportunities for
ODA to be productive in nurturing development and that donors should focus their
efforts in such countries, cutting back in countries with less effective policies and
performance. It isalso hoped that continued development success in these leading
countries might have a demonstration effect on policy makers in other countries.

Meanwhile, legislatures in most donor countries have been subjecting their
bilateral ODA programmes to greater scrutiny, partially because most governments were
under a general imperative to reduce fiscal deficitsin the 1990s, but also because of
concern about the allegedly modest accomplishments of their ODA on the ground.

As aresult of this examination their aid strategy, many donors have concluded
that their efforts were often spread too thinly over too many agencies, activities and
countries. To improve aid administration, some donor countries have reorganized their
aid agencies. For example, Sweden reduced its devel opment cooperation agencies to
two—one to handle long-term cooperation with the poorer developing countries and the
other to manage aid activities in the industrial and infrastructure sectors. The United
States overhauled the Agency for International Development, simplifying its structure
and focusing on sustainable progress in the areas of economic growth, population and
health, environment and democracy. The European Community simplified the
organizational structure of its aid programme and developed an overall policy statement
to guide assistance, raise management efficiency and increase coordination with member
States. The Canadian International Development Agency built a more coherent approach
to aid management internally and externally, involving, on the one hand, more interaction
with other Government departments and, on the other hand, devel oping mechanisms
whereby participants from donor and beneficiary countries could more effectively
formulate activities collectively. Norway placed greater emphasis on increased policy
dialogue with aid recipients, as well as on the gradual transfer of responsibility for
planning and implementation of programmes to local counterparts.
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Therole of non-gover nmental organizations

Donor efforts to improve aid effectiveness involved reviewing relations with their
development partners, as well as reforming their own operations. One concern was the
extent to which recipient governments had the capacity to manage their aid effectively.
Reports about aid falling into the wrong hands or going into unintended activities
damaged the case for recipient governments as the main vehicle for administration and
disbursement of aid. Partly in response, some donors looked to non-governmental
organizations (NGOs) as potentially more reliable and low-cost channels for delivering
assistance, particularly to the poor. After rising from $600 million in the middle 1980s,
ODA flows channelled directly through NGOs have remained relatively constant at about
$1 billion ayear since 1990 (see table 4). In the light of declining total ODA flows (see
table 4), however, the increasing share allocated to NGOs is a positive reflection of donor
government confidence in NGO capacity to manage foreign aid.

Table4. Net flowsof ODA to direct recipients
and inter mediaries, 1990-1998
(Billions of dollars)

1990 1991 1992 1993* 1994 1995 1996 1997 1998

DAC 545 586 627 565 59.2 589 554 483 519
Bilateral recipients 377 422 422 384 403 395 381 313 341
Intermediaries 168 164 205 181 189 194 173 170 178

Multilateral
ingtitutions 158 154 196 172 179 183 163 160 168
NGOs 1.0 1.0 0.9 0.9 1.0 11 1.0 1.0 1.0
Non-DAC 6.0 14 17 15 14 11 13 1.0 0.9
Bilateral recipients
and NGOs 0.2 1.2 1.2 11 1.0 0.8 0.8 0.6 0.6°
Multilateral
institutions 5.8 0.2 0.5 0.4 0.4 0.3 05 0.4 0.3
Tota 605 600 644 580 606 600 567 493 528

Source: OECD, Development Cooperation: Report of the Chairman of the Development
Assistance Committee (DAC), Paris, various issues.

& From 1993, forgiveness of debt for military purposes was not reported as ODA, but as "Other
Official Flows'.

Preliminary.
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This notwithstanding, NGOs aso have limitations as effective conduits for ODA.
Studies by Nordic authorities, for example, found that several NGO projects funded with
their aid had limited the participation of host countries. A number of NGOs were chided
for not being accountable to the communities they served. Still others have been
criticized for an apparent lack of transparency in some aspect of their operations, failing,
for instance, to provide partner communities with financial information regarding their
joint activities. While some NGOs have increased their competence in project
management over time, the involved communities did not seem to acquire those skills as
fast or to the same degree as the NGOs.

NGO actions, like those of official agencies, are guided by their governing bodies
and their successin raising funds, in their case primarily from private donations. With
such backing, NGOs can be vigorous and effective advocates for a particular view of the
development process or for a particular aspect of development. Thisis simultaneously
their strength and their weakness: as private voluntary organizations they can supplement
and even influence, but they cannot supplant the broader responsibilities of official
institutions.

Multilateral institutions and multiple channels

Another aternative to purely bilateral aid is assistance provided through
multilateral organizations. One advantage of multilateral institutionsis that they should
be able to avoid pursuing any non-developmental objectives of donor and recipient
governments better than bilateral agencies. Moreover, multilateral institutions gain from
economies of scale and scope, becoming, for example, repositories of considerable
technical expertise and development experience. Aid contributions to multilateral
institutions have been roughly maintained in the 1990s, suggesting that bilateral donors
are also increasingly seeing the relative advantages of multilateral assistance.

Different multilateral institutions with essentially the same member governments
have different "personalities’. The policies supported through assistance programmes by
any multilateral institution reflect not only the institution's mandate but also its
governance structure, both in terms of the allocation of the voting power that approves
aid projects and in terms of the ministries from which country representatives are drawn.

Different multilateral agencies sometimes argue for different types of assistance
programmes and different supporting domestic policies. For instance, the social agencies
of the United Nations system with field activities have been at the forefront in seeking to
protect and extend social expenditures during times when devel oping countries in which
they were active were undergoing internationally supported macro-economic adjustment
programmes. In particular, analysis by UNICEF in the 1980s led to the call for
"adjustment with a human face".

The independent goals and strategies of donors, in the absence of a strong
management and policy formulation capacity on the part of the receiving government,
often complicate the recipients' task of implementing a comprehensive nationa
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development strategy. In many of the poorest countries, where aid finances alarge
proportion of development activities, amultiplicity of aid programmes, if uncoordinated,
can work at cross purposes and impede aid effectiveness. It can a'so impose heavy
reporting requirements on recipients.

In recognition of this, the international community has sought to promote the
overall coherence and efficiency of international assistance to a country and to deliver
assistance through coordinated programmes jointly agreed with recipient Governments.
The leadership role in this coordination function is frequently taken by the Bretton
Woods institutions, in particular the World Bank, often within a macro-economic
programme established with the International Monetary Fund (IMF). In many cases, the
World Bank also takes the lead in bringing donors to a country together through the
"Consultative Group" mechanism in order to jointly commit to an assistance programme.
For least developed countries, the United Nations Development Programme (UNDP)
usually convenes donors in a comparable process of "Round Tables".

As part of his 1997 programme for reform, the Secretary-General established the
United Nations Development Assistance Framework (UNDAF). Asendorsed by the
General Assembly, thisisthe "country-driven, collaborative and coherent” planning
framework for the development operations of the United Nations system at the country
level. Recognizing the need to improve the coordination of its own programmes with
those of other donors in each aid-receiving country, the World Bank introduced the
"Comprehensive Development Framework™ as a coherence-enhancing device in 1999.

As a complement to these processes and recognizing that the political
responsibility for domestic coordination of development assistance lay with the aid-
receiving countries, the international community is assisting recipients to strengthen their
capacity to take charge of international aid programmes. For many years, national
capacity building has been at the heart of the assistance strategy of UNDP and continues
through the development of UNDAF. It is also reflected in many of the programmes of
technical cooperation undertaken by the Specialized Agencies of the United Nations
system and increasingly by the World Bank as well.

However, thisinternational effort to improve policy coherence, manageria
control and operating efficiency of official development assistance has limits.
Development is a complicated and differentiated process and a particular approach or a
single institution should not determine the kinds of development policiesthat are
supported. It would not serve development to efficiently rush headlong in the wrong
direction on development policy.

It is therefore important to continue to have a variety of multilatera aid
ingtitutions, as well asamultiplicity of bilateral donors. A large number of donorsis
likely to mean more resources for development, as well as more options for supporting
development cooperation. At the same time, pluralism among donors needs to be
complemented by an ability on the part of recipient countries to select bilateral and
multilateral programmes that best advance their national development strategies.
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Authorities in devel oping countries should aso have the capacity to develop their own
project proposals and the opportunity to present them to potential donors. Capacity-
building for programme and project development, appraisal, choice and oversight in
developing countriesis crucial to development.

The renewed focus on poverty eradication

Although ODA remains a heterogeneous mixture of expenditures disbursed by a
variety of donors and ingtitutions, the attention of donors hasincreasingly focused on the
social aspects of development, especially the eradication of poverty. In particular, the
World Summit on Social Development held in Copenhagen in 1995, struck aresponsive
chord in the donor community and in the global public domain and most donors have
sought to refocustheir aid policies on poverty eradication. Most of the arguments for
development assistance elaborated in the previous section support the notion of establishing
poverty eradication as the primary goal of ODA. Moreover, adevelopment strategy that
seeks to speed the integration of poor people -- women and men, rura and urban residents
-- into the economic mainstream is a promising strategy for successful development.

Despite this new focus and despite donor reforms, the reallocation of expenditures
by donors, in particular bilateral ODA, has been limited so far. Bilateral ODA
commitments for the social sector peaked in 1995, declined annually until 1997 and
recovered dlightly in 1998 (seetable 5). However, as overal commitments have fallen,
the share of the social sector within the total has risen, reaching 30 per cent in 1998 (see
figure 3). This notwithstanding, ODA for basic social services accounted for only 10 per
cent of thetotal.

One of the vehicles for intensified cooperation to emerge from the Social Summit
was the "20/20 initiative". Itsaim is to promote areciprocal commitment by participating
aid-receiving and donor countries to increase their investment in basic social services
from current levelsto the indicative level of 20 per cent of their budgetary expenditure
and of their ODA, respectively. The 20/20 initiative has evolved from an easily
recognized set of targets to a more detailed partnership framework for interested
Governments, multilateral organizations and NGOs, fostering not only increased and
improved spending but also better monitoring of both inputs and outcomes.

The focus on poverty isaso now being given greater attention by the Bretton Woods
ingtitutions. Asaresult of lobbying by anumber of NGOs, especidly from within the "Jubilee
2000" campaign, the "heavily indebted poor countries’ (HIPC) initiative was enhanced by
offering increased relief of debt in exchange for greater poverty reduction expenditures. In
September 1999, the Interim and Devel opment Committees agreed to incorporate "poverty
reduction strategies' into IMF programmes supported by the Fund's concessiond lending arm
for low-income countries. To emphas ze the change, the Enhanced Structural Adjustment
Facility (ESAF) was renamed the “ Poverty Reduction and Growth Fecility” (PRGF). For an
organization established to manage the internationa exchange rate system, thisisanew
mandate. Poverty reduction has aso become an intengfied focus of the Internationa
Development Association (IDA), the concessiond lending arm of the World Bank.
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Table5. Bilateral ODA commitmentsreceived by developing countries, by sector, 1990-1998
(Billions of dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998

Socidl infrastructure

and services 13.0 11.2 12.4 12.6 13.8 16.4 14.9 125 12.9
Economic infrastructure

and services 83 122 8.0 96 108 127 115 100 7.7
Production sectors 6.9 6.2 8.1 5.8 53 5.7 6.5 4.6 40
Debt relief? 135 7.3 3.7 5.0 5.8 3.9 2.8 3.8 4.1
Emergency assistance 11 2.7 28 3.2 2.7 2.8 25 20 2.7
Administrative costs

of donors 19 16 17 17 23 2.6 25 24 25
Support to NGOs 0.6 0.7 0.9 0.6 0.5 0.5 04 0.7 0.7
Other” 126 151 124 110 94 91 86 68 87
Total 579 57.0 50.0 49.5 50.6 53.7 49.7 42.8 43.3

Memorandum items:

Education, health,
population and water
supply
(percentage of total) 16.7 15.1 18.1 191 206 225 233 223 216

Basic social services
(percentage of total) n.a n.a n.a. 6.7 75 10.1 11.2 10.0 10.1

Source: OECD, DAC Statistical Reporting System, on-line databases.

a
b

C

From 1993, forgiveness of military debt has only been reportable as " Other Official Flows".
Including multisector, general programme assistance and unallocated ODA.

Including basic education, basic health, population programmes and water supply and sanitation.
Disaggregated data for 1990-1992 are not available.

Together, IMF and the World Bank have introduced a new process to implement
the greater focus on poverty reduction. Low-income countries—HIPCs first, but
ultimately all countries borrowing from the PRGF and IDA—have to prepare "Poverty
Reduction Strategy Papers' (PRSPs) in collaboration with the Fund and Bank. The papers
are to be "country-driven", with emphasis on the participation of "civil society” in
national dialogues that lead up to adoption of the PRSPs by the recipient government.
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Figure 3. ODA by sector, 1987-1998
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Although the views of all relevant stake-holders are to be taken into account, the
PRSPs are likely to be influenced by the fact that they have to be approved by the
Executive Boards of IMF and the World Bank in order to obtain balance-of-payments
financing from the IMF and devel opment support from the World Bank (and probably
from bilateral donors, aswell). In the past, some recipient governments have signed
agreements that they would not be able, or did not intend, to implement fully, sometimes
with the implicit recognition of the donor. The same may occur with the PRSPs. How
these tensions are resolved will be a key determinant of the future of ODA.

The politics of aid

Asindicated above, one reform strategy of bilateral donors has been to reduce the
number of countries to which aid is given. Most donors are seeking to be significant
players in some countries, rather than small playersin many countries. Having larger
resources to deploy in a country gives adonor's views more weight in negotiating
programmes with a recipient and with the multilateral institutionsin the country. This
raises the donor's impact on the ground and the results of more intensely programmed
assistance can serve as a showcase for the donor's aid principles, possibly influencing
other members of the donor community. This implies that, within the bounds of
cooperation in the DAC and among multilateral institutions, donors are competing in
their efforts to influence policy-making in recipient countries.

At the same time, the donor community has pursued areform strategy that seeks
jointly to focus donor efforts more effectively and to build capacity for beneficiary-
designed development policies that ODA donors would support. Donors have observed
that there has often been limited implementation and maintenance of aid programmes
after theinitial phase of heavy donor involvement. Donors have also become increasingly
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aware of the weaknesses in the conventional donor/recipient relationship. All
donor/recipient beneficiaries, it is thus now stressed, should "own" their development
programmes and strategies (as some have aways done). All should have the capacity
both to design their own proposals for aid programmes and to choose their partners from
among interested donors.

"Ownership" and "partnership” have been advocated for decades. Equally long-
lived is donor insistence on international oversight of the national development
programmes that they are supporting, in particular through the monitoring of policy
reforms negotiated with the multilateral institutions (conditionality), as well as standard
auditing concerns. Despite the present emphasis on “ownership”, there is hesitancy on
the part of donors to cede control of aid programmes to recipients until they are confident
that recipients' freely-made decisions would mimic those that the donors would make.

At the bottom of these questions of influence and control is amatter of limited
trust in the face of budget intricacies and politics. At every level of government in every
country, authorities seek to evade spending constraints. Budget offices are in constant
contests with executive departments, administrations with legislatures and, by the same
token, aid donors with recipients. On top of these considerations, corruption,
unmentionable as recently as five years ago, is now explicitly considered to be a major
impediment to development and an obstacle to development cooperation. In thislight,
assurances that aid will not fall into the wrong hands or be used for illegal purposes are
being demanded by donors and are increasingly being provided by recipients.

V. Building more effective partner ships

In addition to being a moral imperative, ODA continues to have a key roleto play
in the development process, particularly in low-income countries and in reducing
poverty. If governments are to achieve the goals for 2015 agreed at the global
conferences of the 1990s, at the Special Session of the General Assembly of June 2000 in
Geneva and at the Millennium Summit of the General Assembly in September 2000, and
if sustained and sustainable economic growth is to become the norm in all developing
countries, substantially larger amounts of official development assistance (ODA) will be
needed. Moreover, as manifested in these various international declarations, the case for
ODA speaks to the values, beliefs and interests of the people in donor countries and their
legidators. Yet, the mixed track record of 40 years of development aid, especially among
many of the countries till receiving it, has soured many donors on maintaining, let alone
increasing, their aid efforts. Although bilateral and multilateral devel opment agencies are
taking steps to make their aid programmes more efficient and responsive to the needs of
developing countries, thiswill not obviate the need for an increased volume of ODA,
particularly for the poorest countries and segments of the population. At the same time,
this quantitative goal needs to be complemented by further institutional reformsto
increase transparency and dialogue at the bilateral and multilateral levels.
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Recommendations

» Recommendation oneisthat, as part of the effort to reduce poverty and
achieve the other goals enshrined in the Millennium Declaration, individual
donor countries whose ODA isless than 0.7 per cent of GNP should make
every effort to increase their ODA to that level by a specified date and, within
that amount, to alocate 0.15 - 0.2 per cent of GNP to the least devel oped
countries. Above all, such countries should ensure that there are no
reductions in their future ODA flows; other donor countries should endeavour
to do likewise.

* Recommendation two isthat an ODA “users club” should be established. The
role of the ODA “users club” (perhaps with regional chapters) would be for
members to help each other to strengthen national capacities to select and use
aid more effectively, to evolve standards for their own aid operations, and to

develop proposals to present to donors.2 Such an arrangement would
contribute to strengthening countries' ownership of their aid processes. DAC
could invite users' club membersto DAC meetings and to participatein DAC
reviews of donors.

This proposal should raise transparency and build confidence within recipient
governments. However, even more is required in open societies, as reflected
in the growing interest in the international community in bringing "civil
society" into the aid relationship. Governments and multilateral organizations
areincreasingly sensitive and responsive to public opinion. Bringing more of
the aid relationship into the open would serve as "discipling” for raising the
commitment of donors and recipients, strengthening mutual confidence and
ensuring greater aid effectiveness. For some governments, this would entail a
further step towards public accountability and transparency. Political
ownership of aid programmes by recipient governmentsis more likely if there
is genuine public debate of the programmes.

* Recommendation threeisfor an acceleration in the process of opening up
international (donor) reviews of recipients development programmes,
including Consultative Groups and Round Tables. All these meetings should
take place in the recipient countries and be open to observation by non-official
stakeholders, including the domestic and international press. A United Nations
forum should review practices in various types of aid consortia meetings and
paralel events for non-state actors and make recommendations regarding
standards for openness and public participation.

2 Commonwealth Finance Ministers agreed at their meeting in Malta, 19-21 September 2000, to consider
establishing a similar forum, namely one comprised mainly of HIPCs, to “submit reports, on aregular
basis, to the IMF and World Bank, on the progressin implementing the Initiative and, when necessary,
suggest changes to the Initiative based on the experience of forum members’.
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In addition to strengthening the coherence and political commitment to ODA
programmes at the country level, it is also important to realize global
development goals and commitments at the sectoral level, most of which
emanated from the United Nations conferences of the 1990s. There are
already mechanisms for review and appraisal of progress towards realizing
these commitments, primarily the reviews of the outcomes of the conferences
in the General Assembly. The most difficult discussionsin these reviews are
whether financia resource mobilization has met explicit or implicit
expectations. The discussions have deeply frustrated many countries. A
mechanism in which donors and recipients would have more confidence—and
which could thus be more effective—is needed.

Recommendation four isthat the United Nations, building on the on-going
resource mobilization efforts of the United Nations system, including those of
the funds and programmes, establish a mechanism at which international
experts would discuss the national and international resource costs of
implementing the programmes of action of the United Nations conferences.
The object of the mechanism would be to identify the most urgent funding
needs (for example, to remove critical bottlenecks) and funding opportunities.
Participants might be drawn from the United Nations system, including the
UN funds and programmes and the World Bank, and other organizations and
institutions. The mechanism could report jointly to the Secretary-Genera and
the President of the World Bank, who would place the findings before their
respective policy-making bodies for action.

Finally, there is concept and measurement of ODA. The content of ODA
expenditures has changed over time. This might be seen in part as a statistical
issue, but it is aso apolicy matter. The international community should not
lose sight of the long-standing agreement that ODA be primarily to promote
the development of the developing countries.

Recommendation fiveisthat the United Nations give guidance at a political
level on what should be included and excluded from the concept of ODA.
ODA should be exclusively for development purposes. Expenditures that
involve concessional funding but that are not of a developmental nature and
are primarily not ODA should not be included in ODA.

One such case is emergency humanitarian assistance. It should not be counted
as ODA, nor should funds for humanitarian aid come at the expense of ODA
programmes or out of their budgets. Similarly, the practice of classifying
debt forgiveness as ODA should be reconsidered. The argument that debt
forgiveness frees for developmental purposes resources that would otherwise
be used to repay a debt obligation assumes that the debt is serviceable. If the
debt is already non-performing (asis frequently the caseif it isbeing
forgiven), debt forgivenessis only an accounting exercise: it does not result
in additional resources and therefore should not be considered ODA.
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Another exampleisinternational public financing of global public goodsin
developing countries. Some of this expenditure (for example, on health
education and disease prevention) enhances national development prospects
and should be included in ODA. However, the developing country production
of those global public goods whose supply is not part and parcel of
development should not be financed from, or classified as, ODA. Instead,
donors should make their contributions to global public goods from other
categories of financing. Above all, the principle of additionality should be
respected, whereby new goals should be funded by additional resources.

The overarching am isto protect ODA funds from being allocated to valuable
but different types of international cooperation. The DAC implicitly agreed to
this principle when it decided that assistance to economies in transition would
be treated separately in its statistics. This may not have affected the level of
expenditures by donor governments in the transition economies, but the
statistical treatment made ODA expenditure patterns transparent and
highlighted the difficulties into which ODA had fallen. Further clarity of this
sort iswarranted in its own right and should be helpful in rebuilding a strong
global constituency for additional financial resources for official development
assistance.





