EN

EN

EN



2% % COMMISSION OF THE EUROPEAN COMMUNITIES

% %
X X

W W

Brussels, 8.4.2009
SEC(2009) 444

COMMISSION STAFF WORKING PAPER

accompanying the

COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN
PARLIAMENT, THE COUNCIL, THE EUROPEAN ECONOMIC AND SOCIAL
COMMITTEE AND THE COMMITTEE OF THE REGIONS
Supporting developing countriesin coping with the crisis
Where does the EU go from Doha?

What prospects for meeting the EU targets of 2010 and 2015?

Annual progress report 2009 on financing for development

{COM(2009) 160 final}
{ SEC(2009) 442}
{ SEC(2009) 443}
{ SEC(2009) 445}

EN



EN

2.1
2.2.

3.1

3.2.

3.3.
3.4.

4.1.

4.1.1.
41.2.
4.1.3.
4.1.4.

4.2.

42.1.
4.2.2.

4.2.3.

5.1.

5.1.1
51.2.

513

TABLE OF CONTENTS

I OOUCKION ..ottt e e e e e e ettt e e e e e e e e e e aeeeeeeeeeeeaaenenneeeeeeeesaaennees 4

The UN Conference at the highest level on the world financial and economic crisis

and itSimpact 0N deVE OPIMENT........c.oiirieieiee e 5
THE EU PIOMTIES. ...ttt 6
THE PreParalory PIrOCESS. .....coeeeeeereerieste sttt sttt e e sr et bbb st s se e e s e e e e sne e enis 6
Mobilising domestic financial resources for development — EU focus on economic
and finanCial GOVEINANCE..........ccuviieieeie ettt et esreenne e e 7
Better inclusion of tax and customs related matters in the policy dialogue and
cooperation programmes for improved governance in developing countries.............. 8
Closer cooperation under bilateral tax agreements between EU Member States and
deVEIOPING COUNLIIES .......eoivieie ettt e st e e sreenn e e e sreenns 10
Supporting an enabling international environMeNt...........cccccevveveeieeieesecceeseeseesens 10
LS (= 0 PSSR 11
Mobilising international resources for development: foreign direct investment and
OtNEr PrIVALE TIOWS......ceiieiee e e 13
EU trends on mobilising international resources for development............cccocevvveenee. 13
SUPPOIt fOr Private INVESIMENT........ccuiiiiereieeeeee e 13
Corporate social reSPONSIDIITY.......coviiiiiiirre e 14
Public procurement — atool to enhance social and environmental standards............ 15
THEWAEY TOMWEAIT ..o 15
The role Of rEMITLANCES..........ciiieeeee e 16
Remittances: resilient to the global ecoNOMIC CriSIS?......cvveeveereeieceeceee e 16
Main findings of the survey: Continuing progress on implementing the EU
COMMITMENLS ON FEMITEANCES.........eiveeeiirierieieie sttt 16
What Needs to DE AONE?..........ooiiieee e 18
Increasing international financial and technical cooperation for development ......... 18
ODA levels are on the increase but by and large insufficient to reach agreed EU and
INEEINALTONEI TAIGELS. ... cvieteeeeeeee et 18
GlODEl ODA TrENGS ......ceeieiiieeieeiieeee et 18
EU ODA 1eVEISIN 2008 .......cceiiiieieie sttt st 21

Short-term and medium-term adaption of EU assistance to developing countriesin
response to the financial and eCoNOMIC CriSIS.......ccccveiieie i 23

EN



EN

5.1.4. Prospects of achieving the collective EU targetsfor 2010 ..........cceceveeienercnenennne 24
515 Prospectsfor Member States individua targetsfor 2010 .........oceveieiieicnenenennne 26
5.1.6. Little progresswith multi-annual ODA timetables to enhance ODA predictability.. 32

5.1.7. ODA FOF ATICA . ..etiitiitiiteeieee ettt e b e ne e 32
5.1.8. ODA for the least developed countrieS (LDCS).......cccvverirerieninieiesiesee e 34
5.1.9. Continued need to enhance ODA reporting CapaCity..........ccocerereeieereeneresenesesnene 35
5.1.10.  OULIOOK. ...ttt ettt b se ettt e et et e ene e 35
5.2. Bridging the finance gap: innovative sources of finanCing..........c.cceceeerenenenenenne 36
5.2.1. Innovative finance: atimely Matter...........ccoirieieierese e 36
5.2.2. A smal number of EU Member States are promoting innovative sources of fi nance36
5.2.3. Actionsrequired for implementing new mechanisms and partnerships allowing an
increase in financing for developMENT ..........coviiiierer s 38
6. External debt: Challenges to debt sustainability in developing countries.................. 39
6.1. The implementation of the HIPC initiative and preserving debt sustainability ......... 39
6.2. NEXE SEEPS.... ettt 40
7. systemic issues. Working Together for international governance and stability ........ 41
8. Copenhagen and beyond: the challenge to mobilise funding for climate change
related efforts of developing COUNEIIES.........ccueiieiieee e 42
8.1. Financing related to climate change and other environmental challenges in the wake
OF TN CITSIS it 42
8.2. The follow-up to the EU position for Doha and Poznan.............ccccceveevinneeneninnene 45
0. CONCIUSIONS.....ccueieeeetei ettt e b ee e bbbt et e e et e renneene e 45
ABBREVIATIONS. ...ttt ettt b e et e e s ae e e be e s ne e eareenneeennas 47

Annex 1: UN Convention against Corruption (Merida Convention) - State of signature and
ratification by the EU (0N 15.03.2009) .......c.ccceiieieiiesieeseseeseesieseesseeee s sseessesseesseeseesneeses 50

Annex 2: The Commission methodology applied for analysing ODA indications of EU

TS 0TS S = =SSR 51
Annex3: Africa— INfrastruCture PrioritieS........coeeeieeierienie et e 52
Annex 4 — Infrastructure priorities: Union for the Mediterranean...........coccocceeeeveeneniencennne 53

EN



EN

1. INTRODUCTION

A series of high level events (the UNCTAD XII Conference, the Third High Level Forum on
Aid Effectiveness, held in Accra, and the two UN High Level Events on the MDG and the
Special Needs of Africa, held in New York) made development a key priority on the
international agenda of 2008, culminating with the Doha Financing for Development Follow-
up Conference in December.

The global crisis is having a serious impact on developing countries. The international
community has repeatedly underscored that development needs to be an integral part of the
response to the crisis. This promise has to be turned into practical actions; keeping in line with
the financing for development commitments given at EU and G8 level is a central pillar for
this. The focus on development will remain sharp throughout 2009; no international debate on
global issues (e.g. financial stability, economic recovery, global governance architecture,
climate change.) can escape from integrating the development dimension into the design of
solutions. This year's Monterrey report® is set against this intense international background.

A strong, united and visible EU position played a key part in making the Doha conference a
success, producing an explicit action-oriented Declaration. One major success in Doha was
that, UN member states reconfirmed their aid commitments, including 0.7% of /GNI for
ODA, and aso caled for establishing rolling timetables for scaling up aid. The aid
effectiveness principles agreed in Paris and Accra were prominently stressed and support
was expressed for exploring innovative sources of financing. Governance and better
mobilisation domestic resource were seen as other vital areas to develop. A shared
understanding was expressed that the new global challenges need to be tackled in a
comprehensive and inclusive fashion.

This strong position on the part of UN members was made possible by the clear and
comprehensive commitments given by EU in the common position for the Conference
adopted by the General Affairs and External Relations Council on 11 November. The EU
needs to honour the commitments given. The 2008 Monterrey report follows the structure of
the 2002 Monterrey Declaration, but also includes the new subjects decided in Doha. It will
provide baseline information for monitoring progress on these additional topics.

The EU reconfirmed, in 2008, its role as the world leader in terms of development financing:
It increased its spending by 8% reaching almost €50 billion, which is 0.40% of EU GNI. This
is an al-time high in current prices and corresponds to almost €100 spent on aid per EU
inhabitant. This aid increase is a commendable correction of the downward trend the EU
registered in 2007; aid disbursements have though not yet gone back to the 0.42% ODA/GNI
level achieved in 2006. Moreover, the prospects for reaching the EU collective commitment
to provide 0.56% of its GNI as ODA by 2010 remain bleak; reaching this target would require
additional ODA disbursements of around €20 billion by 2010 from current levels. Most of the
Member States are increasing their ODA, but can reach their individual targets of 0.51% or
0.17% of GNI only through demonstrating substantial extra efforts.

! Comprising the Communication COM(2009)160 of 08.04.2009 'Supporting developing countries in
coping with the crisis and four related Staff Working Papers, this one and Aid for Trade ("2009 Aid for
Trade Monitoring Report" - SEC(2009) 442), Aid effectiveness ("Aid Effectiveness after Accra— where
does the EU stand?' - SEC(2009) 443) and on the Millennium Development Goals ("Millennium
Development Goals — impact of the financial crisis on developing countries' - SEC(2009) 445)
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The EU needs to remain in line with the level of ambition and commitments it showed in
Monterrey and Doha. Implementation of the action-oriented Doha Declaration-the
culmination of the international high-level events in 2008 and a success at a time of a
worsening financial and economic criss must follow closely. A clear common
understanding emerged in Doha that shared responsibility can only work if global governance
processes and structures are inclusive enough and reflect the global partnership, with the
voices and interests of the rich, the emerging and the poorest al taken into account. This
concern underpinned the decision taken at Doha that the UN should hold a conference at the
highest level on the world financial and economic crisis and its impact on development (at the
beginning of June 2009). Core concerns of the Doha Declaration could resurface in this
context.

This report is the Commission's seventh annual assessment of how Europe has been
delivering on the commitments made to contribute to the broad international financing for
development agenda since Monterrey (2002) and evaluates how Europe has moved from
rhetoric to reality since then. The report builds on and assesses the opinions expressed by the
27 Member States (EU-27) in their replies to the monitoring questionnaire ("Monterrey
survey 2009”“) and to an additional survey of early 2009 that had the objective to explore
what measures Member States are considering in their cooperation programmes and
instruments to react to the impact of the crisis on developing countries. The results of this
analysis will inform the EU position in the forthcoming international meetings. Individual
"donor profiles' of the Member States and the Commission are being prepared to reflect the
positions they expressed in the survey.

The initial and continuing EU commitments on financing for development raise the questions
of to the volume and sources of financing, the quality of aid, support for mobilising domestic
financia resources for development, mobilising additional international financia flows and
trade, creating a development-friendly international governance system and dealing with new
challenges. Building on shared concerns the EU commitments have been deepened and
extended and now also cover governance with afocus on tax issues and financial transparency
and on foreign direct investment and remittances

Progress on the EU commitments on aid for trade, Aid effectiveness and on the Millennium
Development Goalsis assessed in three separate Staff Working Papers”.

2. THE UN CONFERENCE AT THE HIGHEST LEVEL ON THE WORLD FINANCIAL
AND ECONOMIC CRISISAND ITSIMPACT ON DEVELOPMENT

The United Nations will hold, in June 2009, a conference at the highest level on the world
financia and economic crisis and its impact on development. The decision to organise this
event was taken at the Doha Financing for Development Follow-up Conference in December
2008 as stated in paragraph 79 of the Doha Declaration on Financing for Development.
Following the G20 London summit in April 2009 this conference will be another mile-stone
international event this year. The most important meeting of 2009 is, likely to, be the United
Nations Framework Convention on Climate Change in Copenhagen. All these events will —

2 http://ec.europa.eu/devel opment/icenter/repository/EU-progress-on-financing-for-devel opment-and-

M DGsQuestionnairel1-12-2008.pdf
s see footnote 1
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once again — illustrate that financing for development remains a key contribution to tackling
global challenges. These conferences also offer great opportunities for inclusive global debate
on the impact of the financial, economic and environmental crisis and should produce a global
response to mitigate the negative impact of the crisis on development and particularly the
most vulnerable developing countries with limited resilience

The European Union should engage actively and constructively in the UN Conference and the
preparatory process.

2.1. TheEU priorities

Numerous international conferences and events in 2008 - On Financing for Development in
Doha, Aid Effectiveness in Accra, MDGs and Africain New York and Climate Change in
Poznan — produced important decisions and commitments to achieve the global development
goals, including the MDGs, to meet aid targets, to make aid more effective and to carry out
inclusive reforms of global governance. The European Union's strong united stance,
leadership and determination were necessary in order to secure these significant successes in
2008. The same united EU resolve is needed even more now to face the global financial and
€economic crisis.

The Commission considers that the EU's positions for the UN Conference should be based on
the global partnership, which is the foundation for all EU development efforts. This means
that all partners, rich, emerging and poor are expected to contribute to the decisions,
commitments and actions needed to tackle the impact of the crisis on devel opment.

As regards the substance of the EU contribution to and priorities for the UN Conference, the
Communication " Supporting developing countries in coping with the crisis’, accompanied by
this and other Staff Working Papers, puts forward concrete proposals for the EU to take
forward in the various international fora, including in the UN . These proposals and the

ensuing Council Conclusions should form the core of the EU input to the UN Conference and
should focus on:

e honouring aid commitments,

¢ leveraging other means of providing assistance and s mobilising resources
¢ taking and facilitating counter-cyclical actions,

e improving aid effectiveness,

e cushioning the social impact, protecting the most vulnerable and supporting the real
economy;

e making a"governance pact” with developing countries,
e improving openness, efficiency and inclusiveness of global governance systems.
2.2. The preparatory process

At the time of writing, the consultations on the arrangements for the UN Conference were till
in progress in the UN General Assembly. It seems likely that the Conference will take place
from 1to3 June 2009 in New York. The UN General Assembly consultations/negotiations on
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the outcome are expected to start in early April with a view to adopting a political declaration
during the Conference itself.

3. M OBILISING DOMESTIC FINANCIAL RESOURCES FOR DEVELOPMENT —EU FOCUSON
ECONOMIC AND FINANCIAL GOVERNANCE

The Doha Declaration reaffirmed that each country bears prime responsibility for its own
development and underscored the consequent requirements relating to democratic
governance, respect of human rights and rule of law. In the field of economic governance, it
one a particular EU priority was to tackle taxation, where there is potential for further
mobilisation of domestic resources. The current financial and economic crisis underscores the
importance of raising domestic resources, which will - in the long-term - provide more
predictable, secure and sustainable sources for development and enable poor countries to
grow out — over time - of the aid dependency. The Doha Declaration there are strong
commitments on tax reform, the improvement of public financial management and
combating tax evasion leading to more efficient tax collection and broadening the tax base
with an overal view of making tax systems more pro-poor. Underscoring that each country is
responsible for its tax system, the Declaration stresses the need to support national effortsin
these areas by stepping up technical assistance and enhancing international cooperation and
participation in addressing international tax matters. The Declaration also meets related EU
concerns with strong messages on battling corruption, capital flight and on enhancing
international tax cooper ation.

The deepening financial and economic crisis has revealed the vulnerability of advanced,
emerging and developing economies in a globalised world. Tax havens’ and under regulated
international financial centres, both in developed and developing countries, which do not
operate according to the principles of transparency and information exchange, have come
under the enhanced scrutiny®. The assets supposed to be hosted in the world's tax havens
exceed by awide margin the annual global flows of ODA to developing countries’, and their
origin is often linked to capital flight, money laundering as well as tax fraud and tax
avoidance. Tax havens deprive other countries of revenues urgently required to foster socia
development and other policy objectives, while in vulnerable economies, which have turned
themselves into tax havens, poor pockets of the population persist and have little or no gain
nothing from the off shore status of their country.

In a global economy, the EU and developing countries have a common interest in building
sustainable tax systems that interoperate smoothly notably in order to mobilize domestic
financia resources for development. In this respect namely good governance in the tax area
(including through transparency, exchange of information and fair tax competition,) has an

As defined in the 1998 OECD report "Harmful tax competition: an emerging global issue'. The OECD
lists four key factors to determine whether a jurisdiction is atax haven — i) the jurisdiction imposes no
or only nominal taxes; ii) there is alack of transparency; iii) there are laws or administrative practices
that prevent the effective exchange of information for tax purposes with other governments on
taxpayers benefiting from the no or nomina taxation; iv) there is an absence of a requirement that the
activity be substantial. Certain jurisdictions which had not yet made commitments to transparency and
effective exchange of information have been identified by the OECD's Committee on Fiscal Affairs as
uncooperative (Andorra, Liechtenstein, Monaco). This could change in view of their recent

commitments
° Cf. Outcome of the London G20 Summit in April 2009
6 OECD estimates range from US$5 to 7 trillion
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important role to play. For developing countries, good governance in the tax area could
contribute to balancing the need to stimulate growth with generation of the revenues
necessary to implement policies to eradicate poverty. For developed countries, it will
contribute to the sustainability of their tax systems, thus creating room for manoeuvre for
providing development assistance.

Against this background the EU, in its common position for the Doha Conference, has called
for national and international action to fight corruption, tax fraud and illicit flows and has
itself taken concrete commitments, expressed in the EU Guidelines for the Doha Conference’.
In line with those commitments this report reflects the views expressed by EU Member States
in return to the survey and takes account of the current thinking within the Commission on
how to promote good governance in tax matters.

3.1. Better inclusion of tax and customs related matters in the policy dialogue and
cooper ation programmes for improved gover nance in developing countries

24 EU Member States and the European Commission provide active support to developing
countries customs, judiciary and tax administrations in one or another form. Support is
namely provided through

e technical assistance programmes in countries covered by the European Neighbourhood
Policy (ENP) and a number of ACP countries,

e programmes for the reform and modernization of customs administrations focusing, in
particular, on the application of customs legislation and on training regarding selected
aspects, such as rules of origin, vauation, classification, security, Intellectual Property
Rights, enforcement etc;

e bilateral cooperation with developing countries or their regional organisations (different
formats, e.g. technical assistance, study programmes, budget support);

e financial contributions to activities of international organisations, e.g. the World Bank
(WB)/ International Finance Corporation (IFC), United Nations Office on Drugs and
Crimes (UNODC), United Nations Democracy Fund (UNDEF) and the United Nations
Development Programme (UNDP);

e cooperation with international organisations, such as the International Centre for Tropical
Agriculture (Centro International de Agricultural tropical, CIAT), OECD, Inter-American
Development Bank (IDB), the International Development Law Organisation (IDLO) and
the World Customs Organisation (WCO), that has developed the Framework of Standards
to secure and facilitate global trade.. Moreover Member States refer to support they
provide through cooperation with civil society organisations such as the Association of
European Parliamentarians for Africa (AWEPA) or through the Investment Climate
Facility for Africa (ICF);

At Commission level the governance policy dialogue with developing countries benefitting
from support under the European Neighbourhood Policy (ENP) and with ACP countries is
underpinned by financial incentives for governance reforms, including in the area of

! Adopted by the GAERC on 11 November 2008 - Guidelines for EU participation in the International
Conference on Financing for Development (Doha, 29 November - 2 December 2008)
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public finance management and taxation (Governance Facility for ENP countries to
support implementation of national Action Plans under the overall Partnership and
Cooperation or Association Agreements or; the governance incentive tranche for ACP
countries with Governance Action Plans).

Economic and financial statistics in developing countries provide primary tools for
economic governance and for formulating appropriate policies, especialy in response to the
global crisis. Endemic tax evasion is closely linked with statistical misreporting and thus mis-
measurement.

For most (21) of the EU Member States (21) the commitments on the part of partner countries
to general good governance principles is one criterion for aid alocation, but there has been,
until recently, no special focus on good governance in the tax area. The financial crisis has
sharpened the awareness of the importance of good governance especially in the tax area and
triggered new initiatives reflecting a change of approach, such as the stron% messages from
the G8 and the G20 , most recently at the London Summit of 2 April 2009° or the French-
Germany initiative on uncooperative jurisdictions in tax matters launched in October
2008. DE followed this initiative up with the proposal to create an International Tax
Compact (ITC), as announced at Doha. The declared aim of the ITC is to contribute to the
fight against tax evasion and abusive tax avoidance a major cause of loss of domestic revenue
in developing countries. The ITC should promote, on the international and domestic levels,
tax systems make developing countries more effective at fighting tax evasion and
Inappropriate tax practices in order to achieve national and international development goals.
Strengthening the ownership, voice and participation of developing countries in international
tax fora, raising confidence in tax systems, promoting domestic accountability and state
building are among the key objectives that the ITC will attempts to promote in the context of
international development.

Sound, transparent and reliable customs systems contribute to increasing domestic public
revenues, reducing evasion and smuggling and facilitating access to international markets.
Cooperation amongst customs administrations and between customs authorities and business
or other government agencies must be further developed. Customs administrations need to
ensure that they have the capacity and skills perform all customs controls most efficiently and
effectively. Capacity building for customs administrations promoting regulatory compliance
to facilitate legitimate trade and increase participation in international supply chains should be
provided, for instance under the Columbus Programme of the WCO. Furthermore, the fight
against corruption and the protection of Intellectual Property Rights remain important tasks
that should be enhanced over the years to come. In this context revised Arusha Declaration of
the WCO (June 2003) will remain the reference document for al Customs administrations.
The comments made by the Member States in response to the survey show that the WCO
Framework of Standards to secure and facilitate global trade could be considered the
appropriate international instrument for stronger information sharing and for risk management
and detection of fraud and other threats.

With a view to sustaining lasting capacity building for customs administrations around the
world additional standards for combating counterfeiting and other forms of illicit activity are
required. Thiswill further promote a strong partnership and tight links between devel oped and

8 G20 London Summit Leaders Statement of 02.04.2009, 8§15

EN



EN

developing countries and their economies, a partnership that is also important to foster an
attitude of mutual and active cooperation.

3.2. Closer cooperation under bilateral tax agreements between EU Member States
and developing countries

However, a number of Member States have concluded or started negotiating Double Tax
Conventions (DTC) and Tax Information Exchange Agreements (TIEAS) with developing
countries. These Member States also state that the agreements that they have concluded or
started negotiating are in line with the principles of good governance in the tax area. Other
Member States indicated that they have not entered into negotiations of new or into
renegotiations of existing bilateral tax agreements with developing countries.

Agreements recently concluded by EU Member Sates with devel oping countries:

Bilateral double taxation conventions: BE (with Moldova), CY (with Moldova and
Qatar), CZ (with Ethiopia, Armenia and Syria), NL (with Uganda, Ghana and South
Africa), PT (with Guinea Bissau), RO (with India), and | E (with Vietnam).

Developing countries currently involved in negotiations on double taxation
conventions and of tax information exchange agreementswith EU Member States:

Algeria, Azerbaijan, Barbados, Bosnia and Herzegovina, Botswana, Brazil, China,
Costa Rica, Cuba, the Democratic Republic of Congo, Egypt, Ethiopia Georgia,
Ghana, India, Indonesia, Iran, Kenya, Kyrgyz Republic, Libya, Mexico, Moldova,
Mongolia, Morocco, Oman, Pakistan, Peru, South Africa, Sudan, Tajikistan,
Tanzania, Tunisia, Turkey, Turkmenistan, Ukraine and Vietnam.

The OECD provides continuously updated information on this type of agreements
concluded by EU Member Sates with developing and developed countries’.

3.3. Supporting an enabling inter national environment

Creating an international environment that is conducive to the fight against corruption, tax
evasion and illegal financial flows requires determined national and international action. The
EU hasidentified several key conventions and initiatives, where progress is necessary and has
given firm commitments to international initiatives to prevent money laundering, financing of
terrorism and proliferation, international co-operation and on the repatriation of stolen assets,
to promote the principles of transparency and accountability over natural resource revenue,
either directly or under the United Nations (Merida) Convention against Corruption.

The Commission has conducted an initial assessment of the state of play and will continue to
monitor progress in the future on:

e The UN (Merida) Convention against Corruption), which entered into force in
December 2005: So far 22 EU countries have ratified the Convention. The EC acceded to
the Convention in November 2008. Estonia, the only country that has not yet signed, plans
ratification in 2009. Ireland in the process of adjusting its domestic legal framework,
whereas Germany has not yet initiated the necessary adjustment of domestic law, a

° http://www.oecd.org/topic/0,3373,en_2649 33767 1 1 1 1 37427,00.html
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precondition for ratification. The Czech Republic and Italy are the other Member States
that have yet to ratify the Merida Convention, it would be best to do so before 2010, to
keep to the commitment given prior to Doha' (see annex 1 for an overview of the state of
ratification of the Merida Convention).

The OECD Convention on Combating Bribery of Foreign Officials in International
Business Transactions: Seven EU Member States are not yet in a position to access to the
Convention, because they must first be a party to the OECD Working Group on Bribery in
International Business Transactions.

International cooperation on repatriation of stolen assets, in particular the Stolen Assets
Recovery Initiative (STAR): While several Member States have expressed interest in the
initiative and are committed to considering support in the future, to date only seven have
reported that they support the initiative (CY, EL, ES, FR, IT, PL and UK).

The situation is similar with the Extractive Industries Transparency Initiative (EITI),
which currently has the support of eight MS (BE, EL, ES, FI, FR, IT, SE and UK) and the
EC. Transparent management of natural resources is essential if revenues earned from
them are to contribute to national development. The EITI and other international
Initiatives, such as the Kimberley Process, the Forest Law Enforcement, Governance and
Trade (FLEGT) Action Plan and the Action Plan to Fight Illegal Logging should be
strengthened.

Extractive Industries Transparency I nitiative (EITI)

Good governance and transparency in extractive industries in resource-rich
developing countries can substantially increase domestic revenues and as a result
foster growth and reduce poverty, especially in Africa. The EITI is a coalition of
governments, companies, civil society, investors and international organizations that
aims to promote transparency and accountability in the extractive industries, by
supporting the verification and full publication of company payments and
government revenues from oil, gas and mining. In 2007 the EU endorsed the EITI
politically in the statements at the 9" EU-Africa Summit.

As part of the "Thematic Programme for Environment and Sustainable Management
of Natural Resources including Energy” (ENTRP) in 2007 the European Commission
committed € 0.53 million to the EITI via the World Bank Multi-Donor Trust Fund
(MDTF).

3.4. Next steps

In follow-up to the GAERC Conclusions of November 2008 and the Doha Conference on
financing for development:

It will be important to assess progress, in the context of the forthcoming mid-term review
of the EC external cooperation instruments (including the 10™ EDF) among others, in the
actual implementation of the commitments made in the area of governance, including in
the area of taxation, and to consider a reallocation of funds to countries that are

Council Conclusions GAERC 11.11.2008 (EU Guidelines for Doha)
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satisfactorily implementing commitments they have taken on governance and, conversely
consider cancellation of funds earmarked from countries that did not implement their
commitments. There is also a need that Member States adopt a similar, coordinated
approach for their national cooperation programmes.

It is essential to promote and strengthen technical assistance to developing countries in
order

e to improve capacitiesin the area of economic and financia statistics, linked to tax
and customs reform measures;

¢ to improve the soundness and effectiveness of their tax and customs systems and

e to support efforts of the developing countries in meeting international
commitments they have taken in tax and customs cooperation matters,

while ensuring effective donor coordination at relevant levels for maximum synergy.

Practical aspectis of customs cooperation and good governance in tax matters should
become an integral part of Member States' policy dialogue with developing countries. ;

Specific provisions related to good governance in the tax area should be included in all
relevant EC agreements with developing countries, in line with the Council Conclusions of
May 2008". Such provisions can provide a framework for future bilateral tax cooperation
between the Member States and developing countries; EU Member States and developing
countries to should enhance tax cooperation between themselves, among others by
establishing a wide network of tax information exchange agreements with developing
countries and, if appropriate, through bilateral double tax conventions,

Coordinated action by the Member States is required, as aready outlined in the
Commisszion Communication on the application of anti-abuse measures in the area of direct
taxation'?;

Member States that have not yet done so, need to accelerate the ratification of the United
Nations Convention against Corruption (Merida) to ensure adherence of the EU as awhole
before 2010;

Strengthened support to specific initiatives aiming a improved governance and
transparency in the extractive sector, namely to the EITI, isimportant;

Member States need to expand their support to STAR and other relevant initiatives such as
the International Tax Compact, aiming to increase domestic tax revenues in developing
countries.

11
12

ECOFIN Council of 14 May 2008
COM(2007) 785) 10.12.2007
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4, MOBILISING INTERNATIONAL RESOURCES FOR DEVELOPMENT: FOREIGN DIRECT
INVESTMENT AND OTHER PRIVATE FLOWS

The private sector can play a key role in achieving economic growth and development.
Private international capital flows exceed aid flows by a great margin and are vital
complements additions to national and international development efforts, as they contribute to
competitiveness, creating jobs and transferring, knowledge and technol ogy.

Promotion of sustainable international investment flows is a central challenge. On the
one hand, this requires greater support for private investment by both international institutions
and source countries governments, by providing specific devel opment-oriented financia tools
such as lending facilities and risk guarantees. On the other, there is a need for private
stakeholders to engage actively in development processes, taking into account the social and
environmental dimensions of their activities.

Remittances are another sizeable financial flow to developing countries and a significant
source of income, going directly to private households. For some countries, remittances flows
are far more significant than ODA.

The next two sections discuss measures to promote sustainable international private
investment and remittances flows implemented in the EU by both public authorities and the
private sector.

4.1. EU trends on mobilising international resour ces for development
4.1.1. Support for private investment

There is general agreement on the importance of private international capital flows
for development. However, trends establishment and use of specific financial tools to
support private investment in developing countries are rather mixed. Almost half the
Member States have specific tools, mostly in the form of investment guarantees,
dedicated funds, preferential loans, and venture capital. Specific financial tools for
small and medium-sized enterprises (SMES) have been developed both by European
ingtitutions (the European Investment Fund — EIF) and by a number of Member
States. Some Member States also have special programmes to promote of
microfinance.

In a number of EU countries specific tools and projects are run by dedicated
Institutions, such as national development agencies and national development banks.
At European level, the European Bank for Reconstruction and Development (EBRD)
and the European Investment Bank (EIB) are supporting infrastructure, private
investments and the overall business climate in developing countries.

Any comprehensive assessment of progress made in this area, should also take into
account that the lack of specific financial tools in a number of Member States should
not be interpreted as lack of support for private investment in developing countries.
This objective can be pursued using standard financial tools.

Several Member States did not specify any target countries. However, Africa
emerges as the main overall target region, followed by Latin America and the
Caribbean. There is also strong interest in supporting private investment in the major
emerging economies - notably China, India, and Russia.
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4.1.2.

Corporate social responsibility

A large majority of Member States (19) are actively promoting adoption and
implementation of corporate social responsibility (CSR) principles and standards.
Most Member States expressed their strong commitment to multilateral
initiatives, such as:

e the OECD Guiddines for Multinational Enterprises, a set of voluntary
principles covering a broad range of issues in business ethics, including
employment and industrial relations, the environment, information disclosure,
competition, financing, corruption, taxation, science/technology, and the need to
encourage suppliers and sub-contractors also to comply.

e The UN Global Compact, a voluntary corporate citizenship initiative for
companies committed to, supporting and enacting a set of ten core values in the
areas of human rights, labour, the environment and anti-corruption.

e the International Labour Organisation (ILO) conventions and recommendations
on labour standards.

e Austria and the UK also stressed their involvement drafting the | SO standard on
social responsibility (SO 26000), which aims at offering guidance on socially
responsible behaviour to both public and private organizations.

e Specific initiatives undertaken by Member States include:

— public information and awar eness-raising by means of campaigns, conferences,
training, specific education programmes, direct involvement of economic
missions etc;

— public private partnerships programmes;

— dialogue with stake-holders, with different degrees of institutionalisation
(consultations, coordination mechanisms, committees);

— support for initiatives led by the private sector;

— incluson of CSR among the essential criteria for access to public
funding/specific financial tools.

The attitude of companies to CSR principles varies across countries. Some Member
States (AT, IT, PT, and UK) highlighted autonomous CSR-related activities launched
by the private sector, such as adoption of codes of conduct, establishment of CSR
platforms, training activities, and awareness rising campaigns. Other (PL and LV)
stated that private companies were still showing very limited interest in CSR. The
G20 Summit of London underscored the importance of corporate socia
responsibility of all firms®,
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4.1.3.

4.1.4.

Public procurement — a tool to enhance social and environmental standards

In the EU public procurement is subject to a series of rules, which lay down
transparent open procedures and ensure fair conditions of competition for suppliers.
Directives 2004/17/EC and 2004/18/EC set this public procurement framework in the
EU, the objective of which is to ensure best value for taxpayers money. Under this
Community legidative package there are a number of references to the inclusion
of environmental and social criteria in public purchasing, which are considered
secondary objectives of this legidation. The EC public procurement Directives
include clauses which give public contracting authorities the possibility to address
environment/social objectives by allowing the inclusion of environmental and social
criteria a all the stages of the procurement procedure (technical specifications,
selection and ward, contract performance), provided that the are linked to the subject
matter of the contract and are objective, transparent and non-discriminatory in terms
of the fundamental principles of the EC Treaty. Most Member States report that their
national laws on public procurement (20 Member States) include social and
environmental clauses. In some EU countries the EC Directives have triggered a
reform of the legidation.

Severad Member States provided neither any detail of the specific requirements
included in their public procurement regulations nor information on the stages of the
procurement procedure to which such requirements apply. It seems, however, that
various approaches are taken, ranging from the possibility for the contracting
authorities to set social and environmental requirements for the performance of a
contract (BE, DE, ES, PT, Sl) to the possibility of dissolving a contract if the winner
of the tender isfound not to comply with the standards set (FI).

In some Member States, specific rules apply to tender procedures managed by
national development agencies, making compliance with of sociad and
environmental conditions a mandatory obligation (AT, FR). Also, an environmental
impact assessment is often required as part of the documentation for development
projects (ES, LT, and RO).

The way forward

e Promotion of sustainable private capita flows is an important focus for the
European Union. Interest seems to be increasing for enhancing the development
dimension of private companies activities.

e Continued efforts are needed to promote mobilisation of international private
resources for development, notably :

- develop specific financial tools in every EU Member States in order to
make it easier private capital flows to contribute to economic growth
and development;

- raise the awareness of both private companies and public opinion in the
field of CSR, and ensure that all stakeholders engage in an active
dialogue;
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4.2.

4.2.1.

4.2.2.

- sharpen the specific focus on the social and environmental dimension in
the legislation on ODA public procurement.

Theroleof remittances
Remittances:. resilient to the global economic crisis?

According to the latest estimations of the World Bank, remittances flows to
developing countries reached $305 billion in 2008 after several years of strong
growth. Whereas the impact of the crisis on remittances flows cannot yet be fully
assessed remittances are expected to shrink in 2009, although they are considered
being more resilient than other private or official financial flows*. There is a risk
that, if the global economic downturn turns out to be deeper or longer than currently
expected and an increasing number of migrants become unemployed, remittances
might fall more substantially™.

Remittances flows from the EU to developing countries have followed the genera
trend of an increase of 60% since 2004, and they are estimated to have amounted to
about €25 billion in 2008.°. More than 40% of this amount has been flowing to
Africa, the main recipients of EU originated remittances flows are Morocco, Turkey,
Nigeria and Ecuador. In the context of the financial crisis the EU's commitments on
remittances are even more relevant.

Main findings of the survey: Continuing progress on implementing the EU
commitments on remittances

The higher awareness in recent years of the importance of remittances and various
international initiatives are gradually becoming visible in the form of tangible
measures. Some of the main initiatives were the guidelines for the compilation of
data on remittances issued by the "Luxembourg Group", the " General
Principlesfor International Remittances Services' and the recent G8 initiative for
a "Global Remittances Working Group" coordinated by the World Bank.
Regarding the three main areas covered by of EU commitments on remittances
(ensuring more reliable data on remittances, favouring cheaper, faster and more
secure flows of remittances and, stimulating the development impact of remittances
on development) Member States and EC contributions to the survey can be
summarised as follows:

Q) I mproving data on remittances
e In addition to bank transfers, Member States are increasingly integrating

remittances transfers by money transfers operators (MTOSs) in their balance of
payments statistics and progressively adopting the best practices recommended by
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http://siteresources.worldbank.org/INTPROSPECT S/Resources/334934-

1110315015165/MD_Brief8.pdf; RATHA Dilip et a., “Outlook for remittance flows 2008-2010",
WORLD BANK, 2008

SEC(2009)445 of 08.04.2009 Millennium Development Goals ("Millennium Development Goals —
impact of the financial crisis on developing countries chapter 3.2.2

The estimation is based on the estimation of remittances flows from the EU in 2004 as provided by
Fundacion de Estudios de Economia Aplicada, 2007, and the latest World Bank estimate on remittances
flowsin 2008.
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the Luxemburg Group. Household surveys and targeted studies are the main tool
used to obtain better estimates of informal flows.

(2 Favouring cheaper, faster and mor e secur e remittances flows

e Most EU Member States made progressed in recent years on reducing the cost and
improving the safety of remittances. In particular the five Member States, which
account for most remittances from the EU to developing countries, i.e. Germany,
France, Spain, the United Kingdom and Italy, have been progressing on all these
issues.

e Member States generally share a common analysis of the nature of the drivers of
financia exclusion for migrants. The lack of transparency and of financial
products suitable for migrants needs, the insufficient competition on a number of
remittances corridors and the unattractive regulatory and business environment in
countries of destination explain the high transaction costs.

e Substantial progress has been achieved in the form of adoption of the Payment
Services Directive (PSD) in November 2007, which lays the legal foundation for
an EU-wide single market for payments. "Payment institutions’, i.e. money
transfer operators, are now recognised as a separate entity and subject to specific
authorisation. They have to comply with appropriate regulatory requirements
harmonised throughout the EU. The Directive requires payment services providers
to make charges, including exchange rates, and other conditions such as the
transfer time and the charge to the recipient fully transparent to customers.
However, the PSD will apply only to payments made within the EU and will not
therefore cover international remittances. Yet, remittances costs could be
lowered further if money transfer operators with global reach (such as
Western Union or Money Gram) wer e to extend most of the PSD requirements
to extra-EU transfers, something that they are envisaging in order to avoid the
operational problems and extra costs associated with running different systems
and practices for the same activity. A group of MS is already planning to apply
most of the requirements to some extraEU transfers. The Directive will be
implemented throughout the EU by November 2009.

e Member States confirmed that they are applying international and EU rules on
anti-money laundering and combating the financing of terrorism (*AML-
CFT") while aiming to avoid unnecessary administrative burdens and costs on
remittances.

e Severd initiatives have been taken to make the private banking sector more aware
of the specific needs of migrants to whom products should be better tailored. A
number of Member States have supported the construction of websites making it
possible to compar e the costs of the various operator s and, in this way, fostering
competition and reducing costs.”’

Examples of such websites are: www.sendmoneyhome.org (UK), www.geldtransfair.de (Germany),
www.envoidargent.fr (France), www.geldnaarhuis.nl (Netherlands). Italy is currently preparing a
similar project.
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4.2.3.

5.1

5.1.1.

(3 Enhancing theimpact of remittances from the EU on development

e A group of EU Member States and the Commission are implementing
programmes in partner countries with the aim of developing the financial sector
(e.g. microfinance, technical assistance on financia sector regulation and
supervision) and improving financial literacy in order to familiarise households
receiving remittances with banking services. If some of the remittances are saved,
banks can build up their role as intermediaries turning savings into productive
investment with a positive impact on development.

e Other initiatives, for example in Belgium, are currently exploring development of
remittances transfers via cell phones which would lower costs substantially and
improve accessibility, given the proportion of cell phone-owners in developing
countries. Others, like France, favour the development of bank services especially
for migrants (creation of specific agencies, insurance products, etc.).

e Severa Member States and the Commission are supporting developing countries
in establishing a policy framework more conducive to remittances. With the aid of
its development cooperation (whether undertaken bilaterally or by the European
Community), the EU is supporting creation of a more favourable business
environment in developing countries. A number of targeted initiatives have been
set up in that framework, such as EU support for the African Remittances
Institute under the leadership of the African Union and in collaboration with the
World Bank (WB). The WB will provide, among other things, policy advice and
training to African central banks and governments.

What needs to be done?

A significant number of initiatives are being undertaken by the EU, which will
continue to focus on implementing its current commitments. Specific attention
should also be paid to the following issues:

e supporting new technology-based transfers (via cell phones or Internet) by
targeted projects,

e extend the requirements of the Payment Service Directive to extraEU transfers
when the time comes for revision of the Directive in 2011,

e coordinate work better on specific remittances corridors where flows from several
Member States are of particular importance.
INCREASING INTERNATIONAL FINANCIAL AND TECHNICAL COOPERATION FOR

DEVELOPMENT

ODA levelsare on the increase but by and large insufficient to reach agreed EU
and international targets

Global ODA trends

Global ODA levels increased steadily between 2000 and 2005. After the
disappointing drop in 2006 and 2007 as a consequence of the end of the debt relief
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spike, a positive trend was restored in 2008, with global development spending
increasing by around 10% to an historical high of US$ almost 120 billion (€84
billion). Thisincrease falls short, however, of creating the dynamics required for
reaching the international ODA commitments, including those given by the G8 in
Gleneagles. Out of the additional US$50 billion per year promised to be available
annually as from 2010, US$20 billion remain to be delivered. In light of the crisis the
G20 Summit of London reaffirmed the commitment to achieving ODA pledges,
including commitments on Aid forTrade, debt relief and the Gleneagles
commitments, especially to sub-Saharan Africa®®.

In 2008, asin previous years, most of the global ODA increase came from the EU,
which provided 60% of the aid financing to the developing world coming from the
DAC members. The same is forecast for the years ahead: the EU is set to continue
shouldering the lion share of the global scaling up of aid, i.e. 76% of the forecast
ODA increases by 2010 from 2008 levels. By that year EU ODA could represent
62% of the aid mobilised by all DAC donors.

Figure: Aid flows of the EU and non-European G7 countries 2000 — 2010 (in €
million constant 2006)

Global aid flows 2000 — 2010 (in € million current prices)
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Source: European Commission calculations on OECD/ DAC data.

In view of moving to a more balanced inter national burden sharing the ambitious
plan of the new US administration to double the nation's ODA from $25 hillion to
$50 hillion is a welcome contribution to the global effort. The 2010 budget outline
puts the US on the path to doing so. The Obama campaign pledge to deliver this
increase by 2012 is expected to be modulated to take into account the impact of the
economic crisis on the US. According to the DAC simulation Japan's aid is also set
to increase by around US$4 billion from 2008 levels, while Canada's aid will slightly
increase in volume and as a share of GNI.
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So far, outside the EU only Norway has reached an ODA level of 0.7% of GNI or
more. The EU continues to stand out as the only group of donors that has given a
time-bound commitment on the 0.7% of GNI goal for ODA (by 2015) and a
collective intermediate target of 0.56% by 2010. EU disbursements in line with this
pledge could add up to € 69 billion in 2010, mobilising an additional € 21 billion
compared with 2006 levels (in current prices). A general understanding is emerging
that ODA is along-term investment in a more stable world and more decisive action
is needed to maintain the possibility of achieving the Gleneagles and other agreed
global aid targets. Switzerland and Australia have aso set time-bound ODA targets,
albeit aiming at lower levels. Comparable efforts are needed on the part of other
donors, particularly G8 partners, new donors and emerging economies.

20

EN



EN

5.1.2.

Figure: EU ODA as percentage share of DAC ODA and in € million

EUROPEAN UNION AID
(in € million current prices and as a percent of DAC ODA)
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EU ODA levelsin 2008

After the disappointing decline in 2007, EU ODA volumes have reached almost €
50 billion, an al-time high in volumes (in current prices) which corresponds to
almost €100 spent on aid per EU inhabitant. This brought the developing countries
almost €4 billion of additional financing compared with 2007 and €1.8 billion more
than in 2006. However, the upward trend — corresponding to 0.40% of the EU's
combined GNI - has not been pronounced enough to reach again 2006 aid levels
relative to income (0.42% of GNI). Instead, in 2008 EU aid basically recovered
part of the ground "lost" in 2007 for the sustained scaling-up of aid required to
meet the EU targets for 2010.

The picture among EU Member States countries varies. In most countries ODA
increases remain volatile. The overall rise in EU aid was led by Spain, which
contributed almost € 0.9 billion to the collective increase in EU aid accounting for a
guarter of it, followed by Germany, the UK, France, the Netherlands and Belgium.
Despite having missed its self-set national ODA target of 0.5% for 2008 and
notwithstanding the economic downturn, in early 2009 Spain adopted a new and
ambitious multi-annual policy framework, which confirms the decision to continue
scaling up aid at a more ambitious pace than the EU to achieve 0.7% of GNI by
2012. Thisis agood example of how far-sighted understanding and political will can
trandate into practical and bold decisions. Significant scaling-up was also seen on
the part of the UK after the 2007 drop-off due to completion of big debt relief
operations — and accounted for more than 16% of the total increase in EU ODA. The
"0.7% club™ mobilised more than €500 million additional financing, led by Sweden
which increased its ODA by 0.05% of GNI. Similar relative efforts were made by
Portugal, followed closely by Belgium, Cyprus, Greece and Finland, Ireland and
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Slovenia. Several other Member States (DE, DK, FR, IT, LT, LU, LV, RO, SK) also
either maintained or dightly increased their ODA levels. This modest effort added in
case of Germany another €666 million and in case of France € 385 million. Greece
reported a sizeable increase to 0.20% of GNI, albeit from very low levels. Italy, also
reaching 0.20% of ODA/ GNI, has moved to the bottom of the 15 EU countries that
are DAC members. For the Netherlands and Poland, although absolute ODA
amounts increased, the ODA to GNI ratio actualy decreased. Austrias
disbursements decreased by €154 million, the biggest decline in aid in both absolute
and relative terms in the EU, leading the way on the downward path also taken by
Bulgaria, Estonia and Hungary. Malta's ODA (2008: 0.11 % of GNI) has taken a
particularly worrisome downward trend since 2005 when it had been already above
the 201