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The Peer Review Process

The DAC conducts periodic reviews of the individual development co-operation efforts of DAC
members. The policies and programmes of each member are critically examined approximately once
every four or five years. Five members are examined annually. The OECD’s Development
Co-operation Directorate (DCD) provides analytical support and is responsible for developing and
maintaining the conceptual framework within which the Peer Reviews are undertaken.

The Peer Review is prepared by ateam, consisting of representatives of the Secretariat working with
officials from two DAC members who are designated as “examiners’. The country under review
provides a memorandum setting out the main developmentsin its policies and programmes. Then the
Secretariat and the examiners visit the capital to interview officials, parliamentarians, as well as civil
society and NGO representatives of the donor country to obtain a first-hand insight into current
issues surrounding the development co-operation efforts of the member concerned. Field visits
assess how members are implementing the major DAC policies, principles and concerns, and review
operations in recipient countries, particularly with regard to poverty reduction, sustainability, gender
equality and other aspects of participatory development, and local aid co-ordination.

The Secretariat then prepares a draft report on the member’s development co-operation which is the
basis for the DAC review meeting at the OECD. At this meeting senior officials from the member
under review respond to questions formulated by the Secretariat in association with the examiners.

This review contains the Main Findings and Recommendations of the Development Assistance
Committee and the report of the Secretariat. It was prepared with examiners from Japan and Sweden
for the Peer Review on 12 September 2006.

In order to achieve its aims the OECD has set up a number of specialised committees.
One of these is the Development Assistance Committee, whose members have agreed to
secure an expansion of aggregate volume of resources made available to developing
countries and to improve their effectiveness. To this end, members periodically review
together both the amount and the nature of their contributions to aid programmes, bilateral
and multilateral, and consult each other on all other relevant aspects of their development
assistance policies.

The members of the Development Assistance Committee are Australia, Austria,
Belgium, Canada, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Japan,
Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sveden, Switzerland,
the United Kingdom, the United Sates and the Commission of the European Communities.

PEER REVIEW OF THE NETHERLANDS - © OECD 2006 3



Acronyms

AfDB African Development Bank

AsDB Asian Development Bank

CFS Co-financing system

DAC Development Assistance Committee (OECD)

DEK* Effectiveness and Quality Department

DFID The United Kingdom’ s Department for International Devel opment
DGIS* Directorate Generd for International Cooperation
EC European Community

EU European Union

FMO* Netherlands Devel opment Finance Company

GBS General budget support

GDP Gross domestic product

GNI Gross national income

GNP Gross national product

HGIS* Homogeneous Budget for International Cooperation
HIPC Heavily indebted poor country

ICRC International Committee for the Red Cross

IDA International Development Association

IFI International financial institution

|10OB* Policy and Operations Evaluation Department

JAS Joint Assistance Strategy

LDC L east developed country

MASP Multi annual strategic plan

MDGs Millennium Development Goals

MFA Ministry of Foreign Affairs

MfDR Managing for development results

NCDO* National Committee for International Co-operation and Sustainable Devel opment
NGO Non-governmental organisation

ODA Official development assistance

ORET* Development-Related Export Transactions Programme
PCU Policy Coherence Unit

PEAP Poverty Eradication Action Plan

PFM Public Finance Management

PRS Poverty Reduction Strategy

PRSC Poverty Reduction Support Credit (World Bank)
PRSP Poverty Reduction Strategy Paper
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SNV* Netherlands Devel opment Organisation
SRHR Sexua and reproductive health and rights
SWAp Sector-wide approach
UN United Nations
UN-CAP United Nations Consolidated Appeals Process
UNDP United Nations Development Programme
UNFPA United Nations Population Fund
UNICEF United Nations Children’s Fund
UNIFEM United Nations Development Fund for Women
UN-OCHA  United Nations office for the Coordination of Humanitarian Affairs
WFP World Food Programme
WTO World Trade Organisation
* Acronym in original language
Signs used:
EUR Euro
USD  United States dollar
@) Secretariat estimate in whole or part
- Nil
0.0 Negligible
Not available
Not available separately but included in total
n.a Not applicable

Slight discrepanciesin totals are due to rounding

Annual average exchange rate (EUR per USD)

2001
1.1166

1.0611

2002 2003

0.8851

2004
0.8049
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The Netherlands' Aid at a glance

NETHERLANDS

Change
Net ODA 2004 2005 2004/05
Current (USD m) 4204 5115 21.7%
Constant (2004 USD m) 4204 5036 19.8%
In Euro (million) 3384 4115 21.6%
ODA/GNI 0.73% 0.82%
Bilateral share 64% 72%
Net Official Aid (OA)
Current (USD m) 222 -

Top Ten Recipients of Gross

ODA/OA (USD million)

Gross Bilateral ODA, 2004-05 average, unless otherwise shown

By Income Group (USD m)

740 501

By Region (USD m)

Clockwise from top

ELDCs
H Other Low-Income

O Lower Middle-
Income

M Upper Middle-
Income

OUnallocated

1 Iraq 131 HE Sub-Saharan
2 Indonesia 128 .gf”cﬁ 4 contral
outh and Central
3 Sudan 126 Asia
4 Ghana 112 OOther Asia and
5 Tanzania 104 252 Oceania
f : H Middle East and
6 ngena_ 103 North Africa
7 Afghanistan 85 OLatin America and
8 Uganda 76 Caribbean
9 India 76 OEurope
10 Mali 65 O Unspecified
By Sector
208 349
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

M Production
H Debt Relief

HE Education, Health & Population

H Other Social Infrastructure

O Multisector
EEmergency Aid

OEconomic Infrastucture
O Programme Assistance
OUnspecified

PEER REVIEW OF THE NETHERLANDS - © OECD 2006




Table of Contents

The DAC’s Main Findings and Recommendations.............ccovvveerrneeeeeninseeneesessee e sseenee e 11
SECTEArial REPOIT ...t e e st e ae e besreeeesbesaeeseesaeentesreenaetens 21

Chapter 1

Overall Framework and New Orientations

Strategic context of Dutch development CO-OPEration............cceceveeiereece s 21
A tradition of leadership and commitment to performance.............coceveveeceevecveeseceece e 21
An integrated development CO-OPEration SYSIEM .........ccvverereriereeieeeeese e 21
New orientations since the 2001 DAC Peel REVIEW ........ccccevvieereie e seesee e seeae e 22
The current vision of Dutch development CO-OpEration............cccecveveeieereseeseseece e 22
Progressin addressing the DAC reCommendations............couverererereeieneseseseeseesee e 24
Public awareness and domestic policy dialogUE...........ccviriririienereeeeeee e 25
Strong public support but increasing demand for results..........ccccvveeveienceese e 25
REPOIING ON FESUILS ...ttt st s e st st e s beeaeesbesreetesneeneenras 25
MaNagiNG EXPECLALIONS. ........eveeeieeiieiisiesiest sttt se e se e ese bbb e s e s e e e se e 26
FULUFE CONSIAEIAHIONS. ... .eveeeeieeie et eie ettt et teeeestesse e tesreesaessesnaeneesreeneeseesseensens 26

Chapter 2

Aid Volume, Channels and Allocation

Official development assiStanCe VOIUIME.........c.cciiiiiriri et 27
One of the MOSt gENEIOUS AONOIS.........ccciiiieiicie ettt st s re e b sre e e 27
Multiple aid delivery ChannNElS ..o e 27
Bilateral aid: Policies and @llOCatioNS..........ccecviieieriiiese et nee s 28
Increased geographiC CONCENIIALION ..........cccceeiieiiereceece e re e e e e eeeras 28
SECLON AISITDULION ...ttt b et sb et nns 30
Multilateral aid: Policies and allOCatioNS............cceviririereniere e 30
Towards a more effective multilateral Stralegy .........oovverererirereieeeees s 30
F Y oo 1o RSP SPPR 31
Co-operation With CiVil SOCIELY ........cceiviierieiei e 32
A broad range of fUNCING SOUICES .........cveiiiriiisieries e 32
The new CO-fINANCING SYSEEM.......c.ciiiiiee et s sreeneenre s 32
NGO and embassy COMPlEMENLAIITY........ccceiiiieiiieee e e 33
FULUPE CONSIAEIALIONS. ... eveeeeieeie et eie et te st esee st eestesseetesreeseesseeneennesseeneeseesseensens 35

Chapter 3

Sector Prioritiesand Specific Themes

POVEITY FEAUCTION........eeieeieeiiete sttt e e b nr s e nns 36
Strong commitment to poverty reduction and the MDGS........ccccevviiereveece v 36
The challenge of achieving the right FOCUS ..........ccovieiii e 36
Private SECLOr deVEIOPMENT ..ottt 37
Greater policy focus on private sector developmeNt ..........ccccevivveereieere s 38

PEER REVIEW OF THE NETHERLANDS - © OECD 2006



Implementation at country level: The Business Climate Scan.........ccococevveeeveceevieceeceene 38

DireCt SUPPOIT O FIMMIS ... 39
Gender equality and empowerment Of WOMEN .........ccoevirerenerereieese e 40
A SNIftiNG POLICY FOCUS.......eo et st b e s re e e sre s 40
Progressin mainstreaming gENAES .......cc.ociiieiiiie ittt st s re et e aeesreens 41
FULUFE CONSIAEIAHIONS. ... .eveeeeieeie et eie ettt et teeeestesse e tesreesaessesnaeneesreeneeseesseensens 43

Chapter 4

Palicy Coherencefor Development

A strong contribution to international CONEIENCE. ...........ccuviriiirerereeeeeee e 44
A conduCiVe iNSLITULIONAl SEHTING ....c.coveeririiriesiese e 44
A three-pronged SLFALEY.......cceeeeiiie ettt se et s e e s re e e sbesre e e e sbesreentesaeeneenrenns 45
Coherence al thE EU I@VEL .......c..oooiieee et s 45
Specific targeting Of CONEIENCEISSUES.........cccvririririeriese et 46
Building partnerships and promoting awareness of policy coherence.........cccoceevevevvennne. 46
Scope for improved results MONITOMING.........ccceiiiieie e s 47
SPECITIC EXAIMPIES ... .ottt e et b e b e e e e 48
Security and development — a coherent approach............ccoeoeveeiiennenese e 48
Migration — iNCrEaSING FOCUS.........ciiiieciicieie ettt s sr e ere et e e eras 49
FULUPE CONSIAEIALIONS. ... eveeeeieeie et eie et te st esee st eestesseetesreeseesseeneennesseeneeseesseensens 50

Chapter 5

Organisation and Management

(@07 01 (o] o 1R 51
An integrated organiSatioNal SEL UP .......coeirerierierieinieise st 51
Recent changes to organi sational SITUCIUNE ........c..eveeeeiieceeiece et 52
Decentralisation and itS lIMItS........ccciiiiiniiineee e 52
Improved communications between embassies and headquarters............ccocovevevereieieennn 53
Personnel and human resource ManageMeNt ..........occvvvererereree s 53
(@ V1= T TSRS 53
CapaCity CRaIIENGES. ... e 54
Integrating planning and MONITOITNG.........cciereieiieine e 55
A new approach for multi annual strategic planning...........ccccceeveiiiieie e 55
Planning which aid modality to use: The Track Record ...........cccccccevvvveveneece e, 56
Sector and aCtiVity MONMITOTTNG ....c..coeirerreieieieieee e 58
KNoOWIedge ManagemENt ............coiieeiieii et erie e ee st te et s saeeste e stesreeneesbesneentesneeneesres 58
Possibilities for simplifying the planning and monitoring System............ccoccevveveeveseeceee. 58
Evaluation — ensuring relevance and qUAlTLY ..........cceovrerireneneseseeeeee s 59
FULUPE CONSIAEIALIONS. ... eveeeeieeie et eie et te st esee st eestesseetesreeseesseeneennesseeneeseesseensens 60

Chapter 6

Country Operations

Overall Dutch approach to aid EffEClIVENESS ........cccevriiieersere e 62
Response to the Paris Declaration on Aid Effectiveness...........ccccvce e vecceece e 62
Effortsto increase aid effeCtiveness in PraCtiCe.......coovevvveeceie e 63
Ownership: Promoting country led approachies...........cocevirerireneneneeeeese s 66
Alignment and harmonisation: A strong focus on programme-based approaches................... 66
R TN o SRR 67
BUAJEL SUPPOIT ...ttt sttt bbb e e n e 68
CapaCity AEVEIOPMENT ......c.eeeeerieieie st r e r e r e ens 70
SHENE PAMNEISNIPS......eiciicice et st sr e et s ae e ee s re e e e stesreentesaeeneere e 71

PEER REVIEW OF THE NETHERLANDS - © OECD 2006



N Ko IV 010771 oo TSRS
Management for results and mutual acCouNtability ...........cccorereieieieieee e
FULUPE CONSIAEIALIONS. ... .eveeeeieeiesiesieeie et e ettt eestesse e tesreesaessesnaeneesreeneeseesseensens

Chapter 7
Humanitarian Aid

Humanitarian policies and PrinCiPIES.........uiiierereiieieieesese s
Organisation and MANBGEMENL..........cciieeiiiieie et ee e e e e s reestesreeaeesresaeessesneeeeseas
Volume and diStriDULION ........cooiiieieicse e e
POLICY CONEIEINCE.......cceieeieie ettt sn e n e ens
Cross-cutting and EMEIQiNG ISSUBS.........coueruerrereeeeeesieste st st seesseeee e ssesse s sre e ssesseseesesens
FULUIE CONSIAEIALIONS. .....cueitiitiiiisiesieee ettt sttt st e b et nnenns

List of Annexes
Annex A The 2001 DAC Peer Review and Netherlands achievements............ccccocvevvvvreennnnne.
Annex B OECD/DAC Standard Suite of TabIES........cccoviieiiririnireesee e
Annex C List of Instruments to Promote the Private Sector in Developing Countries..............
Annex D Organisational Chart of the Ministry of Foreign Affairs........cccocoveneneneieieiennn
DesCription Of K&Y TEIMMS......cciiiiiirieserierte et nne s
(211 o] Too =010 |Y 2SS

List of Tables

Table 1. Overview of indicative distribution of Dutch ODA by channels

(EUR MIION 2005) .....cccveiieeieiteceesieceesie e eee st e et st see st saeste e saesreensesneeeeseas
Table2.  The Netherlands humanitarian aid budget StrUCtUre............cccevirereereneiieeeeine
Table B.1. Total financCial fIOWS.........coueiriiiiiiesise s
TableB.2. ODA by Main CatEQOIES .......ccueieeiiecieeee sttt ettt sre e e e re e
Table B.3. Bilateral ODA allocable by region and inCOmMe group .........ccccceeerereneneeseeieenens
TableB.4. Mainrecipients of bilateral ODA ..o s
TableB.5. Bilateral ODA by MajOr PUIPOSES ......cccueitiiieerieiticieeste st eiee e sree e sresree e sreenee e e
Table B.6. Comparative aid PErfOrmanCe ..........ccoeoeieirininesesiesiese et

List of Figures

Figurel. Integrated planning, monitoring and knowledge management.............ccccevveeueene
Graph B.1. Net ODA from DAC countriesSin 2004...........cooirerenereieeiesesesie s

List of Boxes

Box 1. Main priorities of Dutch development CO-OpEration ...........cvererereneereeieeiesenennes
Box 2.  Input and output targets in Dutch development co-operation...........cccocvevvveeiennens
Box 3. List Of 36 PartNer COUNIIIES........cccueiuiiieeieicie ettt st e e st sre e sne s
Box 4. Theintroduction of astrong MfDR emphasisfor NGO funding ..........cccceeveveuenne.
Box 5.  Aninnovative contribution from a Dutch private Company ..........ccoceeerereereeieeenne
Box 6.  Sexual and reproductive health and rights - a priority of Dutch development
(o0t 0] /= =110 o 1SR
Box 7. Therole of the Netherlandsin “engendering” the PRSP in Bangladesh.................

PEER REVIEW OF THE NETHERLANDS - © OECD 2006



Box 8.
Box 9.

Box 10.
Box 11.
Box 12.
Box 13.
Box 14.
Box 15.
Box 16.

10

Policy coherence within the EUropean UnNion ..........cccccocveveeeeveseece s 46

INnovative Learning ProgramimeS ...........cocveeerenenienieneeseeesesessesie s nneneas 55
The Track RECOrd @nalySiS.......ccoieieiiieieerese e 57
DAC Peer Review visit to Bangladesh (5-9 March 2006)..........ccccceeeeeeeveneeennnne. 64
DAC Peer Review visit to Uganda (1-5 May 2006).........ccccceveeeeveseeeeniesreeieennenns 65
Education SWAP in Bangladesh ..o 67
Justice, law and order SWAPpP in Uganda..........cccceeveiiieeiincecie e 68
The Netherlands' experience with budget support in Uganda..........ccccceeeeevvenneenee. 69
Northern Uganda SItUBLION............coveveeeirinesiesie s 76

PEER REVIEW OF THE NETHERLANDS - © OECD 2006



THE DAC’'SMAIN FINDINGSAND RECOMMENDATIONS

Overall framework and new orientations
A tradition of leadership and commitment to performance

The Netherlands is viewed within the international donor community as a front runner with
regard to its ability to adapt to new challenges and to test innovative operational approaches. Since the
early 1990s, the Netherlands has been a leading player in consistently promoting poverty reduction,
with a particular focus on the quality of aid and the international aid effectiveness agenda as now
contained in the 2005 Paris Declaration on Aid Effectiveness. The Netherlands has also been a major
source of influence on the growing international consensus on the importance of policy coherence for
development. With a target for Officia development assistance (ODA) of 0.8% of Gross national
income (GNI), the Netherlands is among the most generous donors within the Development
Assistance Committee (DAC).

The Netherlands should be commended for its work to address the recommendations of the 2001
DAC Peer Review. The review identified as key issues the relationship between the headquarters of
the Ministry of Foreign Affairs (MFA) and embassies, and the adequacy of human resources. The
Netherlands has addressed the DAC recommendations related to these and other issues by:
i) developing a strategic planning and monitoring system for bilateral aid; ii) improving
communications between headquarters and embassies; iii) strengthening the ministry’s capacity
through additional posts and expertise; iv) reducing the number of priority partner countries;
v) reforming the non-governmental organisation (NGO) cofinancing system; and vi) establishing a
dedicated policy coherence unit.

Some areas, however, merit further attention. For example, the planning and monitoring system
may need further adjustments and ensuring that embassies have the appropriate del egation of authority
and the right human resource skills and capacity to fulfil the ambitious Dutch policy agenda at the
country level is a continuing challenge. This DAC Peer Review explores progress achieved and
highlights new issues.

The current vision of Dutch development policy

The Netherlands' development policy is formulated in “Mutual interests, mutua
responsibilities - Dutch development cooperation en route to 2015”. This policy framework, adopted
in 2003, reaffirms sustainable poverty reduction as the main objective of Dutch development
cooperation and the Millennium Development Goals (MDGs) as the basic reference point. A key
principle of the new policy isthat Dutch aid should be concentrated in 36 partner countries and in two
to three sectors, at most, within each country. The policy framework introduced a number of new
spending targets associated with the thematic priorities and emphasised the importance of improving
the quality of aid and ensuring a results-driven approach. It also called for increased partnerships with
civil society and the private sector. “Mutua interests, mutual responsibilities’ emphasised the need for
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an integrated and coherent policy framework for development, combining diplomacy, political
dialogue, security, trade, market access and development co-operation.

The value of introducing thematic spending targets is debatable. Such targets can play a useful
role for keeping the focus on the MDGs and in facilitating communication with the general public. But
they risk compromising partner country ownership and a managing for development results approach.
Targets may lead to a supply driven approach where embassies feel pressure to focus on headquarters
policy priorities rather than partner countries’ own priorities and local efforts towards a better division
of sector responsibilities among donors.

Maintaining strong public support

Dutch development co-operation is underpinned by strong public support. At the same time,
opinion surveys indicate that Dutch citizens want to be better informed about progress in development
co-operation. They have also become more critica on how aid is delivered because of concerns over
corruption and war in developing countries and a perceived lack of measurable impact. To meet the
growing demand for results, the MFA released in 2005 a report entitled Results in Development which
details country-level results measured by performance against the MDGs. The report focuses on
showing the relevance of Dutch inputs where progress is being made, which is a good example of
attempting to capture the contribution of a donor to development results, without attempting the more
difficult task of attributing resultsto inputs.

In comparison with some other DAC member countries, the MFA does not have a systematic and
strategic approach to domestic policy dialogue beyond the cofinancing and contractual arrangements
with various civil society organisations. The MFA has delegated the task of promoting public support
for development to the National Committee for International Cooperation and Sustainable
Development (NCDO) while the MFA’s own communication and reporting targets parliament. The
MFA is encouraged to pursue broader public communication efforts showing both the complexity of
development and the results being achieved. This will require building on initiatives such as the
Results in Development report to communicate the policy objectives and achievements of Dutch
development co-operation.

Recommendations

e The current policy framework gives the MFA a clear mandate and provides geographic and
sector focus. The MFA should ensure that spending targets do not jeopardise the principles
of aid effectiveness and are balanced with a strong focus on resullts.

e The MFA should consider a more structured domestic policy dialogue with the full range of
Dutch stakeholders, including civil society organisations, private sector and the devel opment
research community.

Aid volume and distribution
The Netherlands should be commended for being among the few DAC member countries to
exceed the United Nations (UN) ODA/GNI target of 0.7%. This target has been surpassed every year

since 1975. In terms of ODA volume, the Netherlands was the sixth largest DAC donor in 2005 and
net ODA disbursements amounted to USD 5.11 hillion.
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The MFA is responsible for 80% of Dutch ODA and relies on severa aid delivery channels.
Embassies have the primary responsibility for managing bilatera country programmes, which
represent about 20% of ODA. NGOs also receive 20% of Dutch ODA funds and the business sector a
further 5%. Multilateral aid accounts for 28% of ODA.

Increased country and sector focus

In comparison with many other DAC members, the Netherlands has made progress in increasing
the grategic focus of its bilateral co-operation. In 2003, it decided to reduce the number of partner
countries from 51 to 36. Consistent with the poverty reduction objective of Dutch development policy,
Dutch ODA is largely allocated to countries with low levels of per capita income. In 2005, least
developed and other low income countries received some 60% of the Netherlands bilateral aid, half of
which was assigned to sub-Saharan Africa. The priority partner countries include 15 least developed
countries, 10 other low income countries and 11 lower-middle income countries. Despite
concentration efforts, some dispersion of resources remains. While 62% of bilateral allocable ODA
was disbursed in the 36 partner countries in 2005, there were disbursements in 125 countries in total.
This can be explained by the fact that the concentration policy concerns bilateral development
co-operation programmes in the 36 partner countries and excludes humanitarian aid, debt relief, NGO
co-financing and private sector devel opment.

In each of the 36 partner countries, the Netherlands policy is to focus on two to three sectors out
of an overall range of five sector priorities (education, environment, water, HIV/AIDS, and sexua and
reproductive health and rights). In practice, cross cutting themes such as governance and private sector
constitute two areas of focus in addition to the sector priorities, and lead to additional management and
capacity demands on embassies.

The question is aso being debated internally as to whether productive sectors should figure more
prominently as a priority for the Dutch programme. The Netherlands is committed to private sector
development but needs to adjust its approach to address more strategically the chalenge of promoting
its stated objective of pro-poor growth. There remain a number of instruments providing direct support
to businesses despite some potential risks of market distortion and crowding out of local private sector
development and unclear contribution to the poverty reduction objective of Dutch development policy.
Emerging DAC guidance on pro-poor growth could be helpful in this regard.

New focus on resultsin NGO co-financing

The Dutch government has a long-standing commitment to involve civil society in development
co-operation. In 2004/05, the NGO cofinancing system was restructured. All Dutch NGOs are now
eligible to apply for funding provided at least 25% of their funding is secured from other sources.
While the new “25%" requirement is in principle a positive step towards a more competitive system
with incentives for improved performance, some NGOs are concerned that fundraising will divert
scarce resources and management effort away from core development activities. NGOs are now also
required to include, within their funding applications, more detailed information on results planning,
monitoring and reporting. This should give a strong impetus to strategic management in the Dutch
NGO sector. At the same time, the MFA should consider how to manage potential risks identified by
the NGOs, for example in ensuring that NGOs are not discouraged from innovating and risk taking
and remain able to adapt to changing country circumstances. An additional ongoing challenge is to
ensure complementarity between bilateral development programmes implemented by Dutch embassies
and Dutch NGO activities funded by the MFA.
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I ncreased focus on multilateral performance

The Netherlands is a strong supporter of the multilateral system. It is the biggest contributor to
several UN agencies and has increased its contribution to the International Development Association.
It is also committed to increase its focus on European co-operation and is supportive of efforts towards
a more unified aid policy among European Union Member States. The multilateral share of Dutch
ODA was 28% in 2005 but approximately four to five percentage points higher if bilateral funds
channdled through multilateral agencies in the form of earmarked contributions are taken into
account.

The 2003 policy framework marks a shift in the Dutch multilateral policy towards an approach
“more results driven and based on relevance to Dutch policy objectives’. This has resulted in a shift
from un-earmarked contributions towards theme-based earmarked contributions with the intention of
meeting targets in Dutch priority areas. This approach poses some challenges. First, the resulting
fragmentation in Dutch funding of multilateral agencies can make it difficult for the MFA to have an
overall consistent approach to multilateral assistance. Second, this & la carte practice could hinder
multilateral agencies management improvement efforts and corporate focus, as individual agencies
have to deal with competing demands from members.

In order to increase the overall consistency of its approach, the MFA has been working on a new
strategy for managing its multilateral aid portfolio. The key proposal emerging from this work is to
focus on about a dozen multilateral agencies and to co-ordinate Dutch contributions to these agencies
(at this point this approach has yet to be endorsed). In reviewing its overal multilateral approach, the
Netherlands should make efforts to strike a balance between bilateral considerations and implications
for multilateral agenciesin order to avoid the risk of “bilateralising” multilateral agency programmes.
It should also reinforce co-operation with other DAC members on collective approaches to improving
the effectiveness of the multilateral aid system to ensure complementarity among various multilateral
assessment initiatives.

Recommendations

e The Netherlands is encouraged to build on its efforts towards geographic concentration by
increasing the share of its aid provided to the 36 partner countries. The Netherlands is aso
encouraged to pursue, in collaboration with other donors, its efforts towards stronger sector
focusin its bilateral country programmes.

e The Netherlands could develop a more coherent strategy with respect to private sector
development and pro-poor economic growth.

e The MFA isencouraged to pursue its efforts to improve the effectiveness of its programmes
with NGOs while ensuring complementarity with its bilateral programmes and considering
how to manage potential risksidentified by the NGOsin moving to a stronger results focus.

e Given its objective of promoting greater multilateral effectiveness, the Netherlands is
encouraged to elaborate its multilateral strategy and to strike a balance between bilateral
objectives and implications for the management of multilateral agencies, taking account of
on-going reform efforts.
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Poalicy coherencefor development
A conducive institutional setting for policy coherence for devel opment

The Netherlands has a long-standing political commitment to policy coherence and has played a
proactive role in international debates on a number of policy coherence issues, particularly within the
European Union as well as the OECD and World Trade Organisation. The MFA established policy
coherence as one of the main priorities of the Dutch development policy in Mutual interests, mutual
responsibilities. The Netherlands now has a “winning combination” of political commitment, a clear
policy framework and the capacity to deliver through a dedicated Policy Coherence Unit (PCU)
located within the MFA.

The MFA has adopted athree-pronged strategy for policy coherence:
— Promoting coherence at the European Union level.
— Proactive targeting of specific coherence dossiers.
— Building partnerships and promoting awareness of the importance of coherence.

A key strength of the Dutch approach to promoting coherence at the European level is that the
MFA systematically screens all new Commission proposals and Council agendas for their
development impact and the PCU represents the development perspective on the relevant
inter-ministerial committees. The PCU is also taking specific policy coherence dossiers forward
proactively and working with relevant players from the MFA and other ministries. The PCU is aware
that it cannot achieve policy coherence on its own and needs to prioritise structured working with
embassies and coalition building nationally and internationally. For example, memoranda have been
agreed to clarify joint positions with the Ministries of Agriculture, Economic Affairs and Defence. In
building internationa partnerships, the PCU is aware that it needs to reach beyond traditional
like-minded donors and to work with partner countries and civil society organisations.

Moving ahead in enhancing policy coherence

The MFA has taken initial steps towards a managing for results approach to its work on
coherence by ensuring a strong focus on results delivery and clear reporting on progress to parliament,
including the regular MDG-8 report. However, the PCU could undertake further work in ensuring a
systematic approach to performance assessment, both in tracking progress against objectives and in
assessing the “real-world” effects of specific policy coherence successes. The PCU is also considering
the question of how to broaden the coherence agenda while ensuring that it remains able to focus
intensively and delivers tangible results on specific coherence issues.

A policy of gradual and constructive engagement with other ministries should not discourage the
MFA from addressing the more difficult outstanding issues. For example, alongside steps towards
further untying and supporting new untying initiatives, the Netherlands maintains the partialy tied
Development-Related Export Transactions Programme (ORET). An additional step would be to follow
the example of other DAC member countries which have decided to untie their aid entirely.

Recommendations

e The Netherlands is encouraged to pursue its efforts in enhancing policy coherence for
development domestically and internationally. It could now build on achievements to date to
ensure a more systematic approach to performance assessment in this area, both in tracking
progress against objectives and in assessing the “real-world” effects of specific policy
coherence successes.
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Aid management and implementation
Addressing organisational challenges

Within the MFA, the Directorate General for International Cooperation (DGIS) is the
organisational heart of much of Dutch development co-operation. The main recent organisational
change is the establishment, in 2005, of the Effectiveness and Quality Department (DEK). The MFA
estimates that approximately 1000 of the foreign service staff work specifically on development
co-operation with about 50% of these based in the Hague and about 50% overseas. The Director
Genera for International Co-operation directly oversees a saff of 157 persons while sharing
management responsibility for an additional 162 staff with other directors generals.

A continued challenge for the Netherlands is how to deploy and use existing resources to ensure
that embassies in particular have the right skills mix and capacity levels to deliver on the policy
agenda. Since 2001 a number of steps have been taken to bring staffing levels and personnel policy
more in line with the management needs of the devel opment assistance programme. This includes the
creation of an additional 80 posts, a new policy on careers at the MFA and a reform of the system by
which staff are transferred to new positions. Nevertheless, the DAC Peer Review field visits indicated
ongoing problems in filling posts in both Bangladesh and Uganda and suggested that MFA has not yet
solved the challenge of filling al posts with the right people. The MFA is also aware that the
capacities demanded of its staff will continue to evolve and has developed innovative support and
learning programmes for existing staff with a particular focus on higher-level policy dialogue, for
example around public financia management and capacity devel opment.

The Netherlands relies on a “decentralised” system in which embassies are responsible for policy
dialogue with partner country governments and other donors, formulation of Dutch country and sector
policy, and assessment, approval and monitoring of implementation activities within the limits of the
“delegated funds’. In line with the increased emphasis on partner country-led approaches, and as
suggested by the DAC Peer Review team, the Netherlands has decided to move further in increasing
the resources for which financial authority is decentralised. General budget support funds are no
longer authorised centrally and have been delegated to embassies in the 15 partner countries where the
MFA is currently using this modality.

The introduction of an integrated planning, monitoring and knowledge management system has
greatly contributed to improve communication between the MFA’s headquarters and embassies. In
this context, DGIS could usefully undertake further work on clarifying the role and value added of
Country Teams (composed of representatives from across the DGIS thematic departments) which,
according to some MFA staff members, vary in their quality and performance. The MFA also needsto
ensure incentives for both Country Teams and regional departments to provide demand-driven support
services to embassies.

I ntegrated planning, monitoring and knowledge management

The Netherlands should be commended for its proactive efforts to develop an integrated planning,
monitoring and knowledge management system. A key step forward has been the introduction of a
new system of country-level Multi Annua Strategic Plans across the 36 partner countries and the
updating of associated assessment tools, including the annual Track Record. The new strategic plans
enable a more explicit linking between the country context and the Netherlands central policy
framework and are a very significant step towards a more strategic, contextualised and long-term
approach to embassy planning. However, the strategic plans are considered to be internal planning
documents and the Netherlands could move towards a more collaborative approach involving partner
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country governments and other key stakeholders in their development. It would also be useful to make
the strategic plans public once they are agreed. In addition, they could be produced and amended on a
rolling basis, to better enable amendmentsin view of changesin the country context.

Since the number of planning and monitoring mechanisms now being used congitutes a
somewhat complex system, this risks being perceived by some embassies as a management burden
rather than a learning tool. The Netherlands is encouraged to consider options to simplify and
rationalise the various new monitoring and information management systems. The MFA also
recognises the need to make a greater and more systematic use of information generated through joint
donor and partner country monitoring and reporting systems, to avoid duplication of analysis and
reporting and to help strengthen those joint systems. The locus of accountability needs to be in
providing results information to both the Netherlands public and parliament and also to partner
country public and parliament.

Commitment to increase aid effectiveness. strong focus on programme-based approaches

The Netherlands is committed to implementing the principles of the 2005 Paris Declaration on
Aid Effectiveness. The Netherlands' commitment to alignment and harmonisation is an important
component of its policy framework and Paris Declaration targets are embedded in the annual budget
process. The MFA has a strong preference for programme-based approaches and the sector-wide
approach has been the organising principle for Dutch bilateral development co-operation since 1999.

Alongside concrete action on the ground to implement the Paris Declaration, the Netherlands is
now moving to develop an aid effectiveness action plan, which will build on the outcome of the 2006
survey launched by the DAC to establish a baseline for monitoring the Paris Declaration. As the Paris
Declaration and its five pillars — ownership, alignment, harmonisation, managing for results and
mutual accountability — call for a degree of commitment going beyond previous initiatives focusing on
harmonisation, a more explicit and detailed policy statement (or “action plan”) could help the MFA to
guide actions and support consistency in implementation and monitoring of progress at the country
level. This action plan could also link to a strategy for what can be achieved in fragile states where
there is aless conducive environment for making progress on the aid effectiveness agenda. Following
internal discussions based on the consultations with the DAC Peer Review team, the MFA has
indicated that it is now starting work on developing an overall policy for its engagement in fragile
states, building on its active engagement in the DAC Fragile States Group.

The Netherlands has a long-standing commitment to partner country-led approaches to poverty
reduction going back to the mid-1990s. This trandates operationally into “on-budget where possible,
off-budget where necessary”. The MFA considers budget support as the most effective form of aid
since it ensures that recipient countries assume responsibility for implementing their own devel opment
agenda and contributes to a better alignment of aid with policy and systems of partner countries. The
MFA estimates that about 37% of its bilateral country programmes was channelled through
programme-based approaches in 2004 (20% for budget support alone). The Netherlands has
demonstrated its leadership in successfully promoting sector-wide approaches in partner countries and
is among the driving forces within the DAC promoting budget support. The Netherlands has aso
demonstrated leadership in how to effectively implement gender strategies in the context of changing
aid modalities.

The Netherlands considers that adequate partner country capacity is crucial for effective poverty
reduction and contributes to capacity development through sector-wide approaches. The Netherlands
is aware of the need for a more comprehensive approach to capacity development with more attention
to organisational strengthening in addition to human resources. Findings from several recent
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evaluations a so raise the challenge of monitoring grass roots developments and trends while engaging
fully in macro policy dialogue. The Netherlands is willing to fund supplementary capacity
development activities and partnerships with civil society aimed at strengthening partner country
monitoring systems in order to address this challenge. Because a more effective approach to capacity
development involves a different role for donors, the MFA launched in 2006 a support programme for
ingtitutional and capacity development in order to enhance the capacity of embassy staff.

In conjunction with other donors, the Netherlands needs to clarify the approach to conditionality
in order to ensure that general budget support contributes effectively to both ownership and
predictability as well as poverty reduction objectives. This may require strengthening the analysis of
political governance in the “Track Record”, which is the MFA’s key assessment tool in selecting the
most appropriate choice of aid modalities in partner countries. In this context, the Netherlands is
encouraged to continue its efforts on the basis of transparent dialogue with partner countries and in
co-ordination with other donors, to promote convergence of different performance assessment
frameworks for general budget support.

Ensuring the relevance and quality of evaluation

The independence of the evaluation function has been a long-term strength within the Dutch
system in which the Policy and Operations Evaluation Department (I0OB) is responsible for evaluating
broad policy and cross cutting themes in addition to decentralised evaluations undertaken by the
MFA’s policy departments and embassies. In 2006, the MFA decided to move the responsibility for
the evaluation planning process from 10B to policy departments so as to address the challenge of the
extent and timeliness with which evaluation findings and recommendations are feeding back to policy
makers. In this context, the MFA is encouraged to ensure that, to safeguard evaluation quality, 10B
retains its independence for managing the evaluation once the subject has been determined and for
reporting and making public the findings. Mechanisms could also be developed to create more of a
joint planning process, enabling 0B to continue to play a challenge function in more difficult policy
areas while also adapting to the more systematic demand-driven relationship with the policy
community.

Recommendations

e |In order to fulfil its ambitious policy agenda the MFA should continue its efforts to ensure
that embassies have the right human resources (skills mix and capacity levels).

o The MFA isencouraged to consider options to simplify the planning and monitoring system,
potentially by combining certain of its components. In developing the new strategic plans,
the Netherlands could move towards a more collaborative approach involving partner
country governments and other key stakeholders.

e The Netherlands is encouraged to move forward with its plan to develop an overal ad
effectiveness strategy to better communicate how the Paris Declaration agenda is to be
implemented at headquarters and in different partner country circumstances.

e |n conjunction with other donors, the Netherlands needs to clarify the approach to
conditionality in order to ensure that general budget support contributes effectively to both
ownership and predictability as well as poverty reduction objectives, while paying due
attention to governance issues.
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e The MFA is encouraged to ensure that, to safeguard evaluation quality, 10B retains its
independence for managing the evaluation process and for reporting and making public the
findings.

Humanitarian aid
A key supporter of international humanitarian good practice

The Netherlands has been a consistent and strong participant in global efforts to respond to
humanitarian crises, whether natural disasters or conflict-related. In 2005, Dutch expenditure on
emergency and distress relief amounted to USD 495 million (or 10% of its tota ODA). The
Netherlands provides needs-based, flexible and predictable humanitarian support. Humanitarian aid
funding tends to be distributed to UN agencies and the Red Cross movement (75%) and civil society
organisations (25%). The Netherlands has paid increased attention to the challenges in moving, in
post-crisis contexts, from emergency response to reconstruction, rehabilitation, reconciliation and
restoration of affected populations' livelihoods. Inter-ministry work led to the 2005 Memorandum on
post-conflict reconstruction, published jointly by the ministries of Foreign Affairs, Defence and
Economic Affairs. A Stability Fund has been created to facilitate the transition in such contexts with a
budget allocation of EUR 82 million in 2005.

The Netherlands is one of the countries which initiated the formulation of the Principles and
Good Practice of Humanitarian Donorship (GHD). It has adopted a GHD action plan which trandates
commitments into policy and programming actions. The Dutch efforts for improved humanitarian
response also include establishing and strengthening the UN Central Emergency Response Fund
(CERF) and strengthening the UN Common Humanitarian Action Plans, the UN Consolidated Appesal
Process, and the role of UN Humanitarian Coordinators. In this context, the Netherlands is willing to
consider different funding arrangements, such as the pooled funding approaches being tested in the
Democratic Republic of Congo and Sudan. Apart from these efforts to address systemic issues, the
Netherlands has engaged in a dialogue with humanitarian aid agencies on humanitarian policy issues
such as the right to protection and curbing illegal trade in small arms.

Scope for further improvements

Notwithstanding Dutch commitment to greater humanitarian aid effectiveness, the Netherlands
has as yet no overall humanitarian aid policy framework which could serve as a vehicle for stimulating
discussion around priority issues and inform operational partners of its policy principles.

Management of humanitarian aid is centralised within a dedicated division of the Human Rights
and Peacebuilding Department of the MFA. There are very few dedicated humanitarian aid staff in
embassies. Where local co-ordination needs or headquarters expectations require a more active role by
embassies, the MFA should consider alocating resources to enable embassies to avoid pulling staff
away from other priority tasks and to benefit from specialist expertise.

Projections of humanitarian aid expenditures are contained in the annual ODA budget message to
parliament. Initial budget levels set at the start of the year are usually topped up via reallocations and
overall increases in line with demand and at the direction of the ministers for foreign affairs and
development co-operation. A distinct budget line for mine clearance has been created. The
Netherlands is committed to provide timely, un-earmarked, needs-based funding to its operational
partners, including in support of the UN consolidated appeals process. There is neverthel ess scope for
a consolidation of the budget structure, so as to reinforce efforts to protect a minimum level of
humanitarian financing in the annual ODA budget. With a view to improve the predictability of Dutch
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humanitarian assistance and help reduce transaction costs for operationa partners, the Netherlands
could usefully review its funding arrangements for protracted complex emergencies.

Recommendations

20

The development and publication of a comprehensive humanitarian aid policy framework
could be useful in drawing together the various elements of the Netherlands' involvement in
this area and in identifying those issues where further work needs to be done.

The funding arrangements for protracted complex emergencies could be reviewed in the
light of experience with existing instruments, including CERF, in order to improve the
predictability of Dutch humanitarian assistance and help reduce transaction costs for
operational partners.
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SECRETARIAT REPORT

Chapter 1

Overall Framework and New Orientations

Strategic context of Dutch development co-oper ation
A tradition of leadership and commitment to performance

The Netherlands is viewed within the international community as a “front runner” in the field of
development co-operation. With Official development assistance (ODA) averaging 0.8% of Gross
national income (GNI) for more than a decade, the Netherlands is among the most generous DAC
member countries maintaining ODA/GNI ratios above the United Nations (UN) target of 0.7%. Since
the early 1990s, the Netherlands has been a leading player in consistently promoting poverty
reduction, with a particular focus on the quality of aid and the international aid effectiveness agenda as
now contained in the 2005 Paris Declaration on Aid Effectiveness. In this context, efforts by the
Netherlands to adapt aid delivery modalities to changing circumstances and test new operational
approaches are widely recognised. The Netherlands is also a strong supporter of multilateral
ingtitutions and has been instrumental in encouraging them to better fulfil their mandate and carry
through major reforms. The Netherlands has been a major source of influence on the growing
consensus within the Development Assistance Committee (DAC) on the importance of policy
coherence for development.

Over the past decade severa dedicated development co-operation ministers have, each in their
own way, played a strong role in shaping Dutch development policy and in defining specific strategies
for enhancing the impact of aid. There has been a large degree of continuity in the Netherlands
commitment to achieve development results in line with the evolving international devel opment
thinking. Strong ministerial support has undoubtedly helped to keep devel opment co-operation high on
the political agenda and to maintain palitical and public support for high aid levels. At the same time,
it is important that strong political involvement leaves space for ministry and embassy officials to
accommodate local ownership and to adjust to circumstances prevailing in developing country
partners.

An integrated devel opment co-operation system
The Ministry of Foreign Affairs (MFA) plays a central role for all Dutch development
co-operation and is responsible for both development policy and delivery. Following a major

realignment of foreign policy in the mid-1990s, the Netherlands was among the first DAC members to
decentralise, to a large extent, responsibility for management of bilateral assistance to embassies in
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partner countries. This decision was motivated by the belief that partner countries ownership would
be better promoted through interaction with embassies and shorter decision-making lines.

Although the MFA is responsible for most of Dutch ODA, it relies on several aid delivery
channels. Embassiesin partner countries are responsible for implementation of less than a fifth of total
ODA. Dutch development co-operation has a long tradition of strong civil society involvement and
non-governmental organisations (NGOs) receive a fifth of the development co-operation budget and
private companies receive a further 5%. A more detailed description and analysis of the organisation
and management of the Dutch development co-operation system is provided in Chapter 5.

New orientations since the 2001 DAC Peer Review
The current vision of Dutch development co-operation

The major policy development since the previous DAC Peer Review is the 2003 policy
memorandum “Mutual interests, mutual responsibilities: Dutch development co-operation en route to
2015". The policy builds on the recommendations from an inter-ministerial working group established
by the government in 2002 to review Dutch development policy in terms of effectiveness and
coherence. It should be read in conjunction with the 2003 “ Africa Memorandum”. Additional formal
policy statements are found in the explanatory memorandums to the annual budget and ministerial
letters to parliament on specific themes.

As stated in “Mutual interests, mutual responsibilities’, sustainable poverty reduction remains the
main objective of Dutch development co-operation and the Millennium Development Goals (MDGS)
are the key reference point. To achieve the MDGs, the government plansto: “i) get everyone involved
in meeting them by 2015; ii) boost the quality and effectiveness of development co-operation; and
iii) make Dutch efforts and results more visible.” In the context of globalisation, the Netherlands
views development not simply as a moral obligation but also as a question of interdependence and
shared responsibilities between countries and within societies. “Mutual interests, mutual
responsibilities’ goes on to reaffirm the importance of not just increasing the volume of aid and its
quality but also the need for coherent policies and a better use of the knowledge and financia leverage
of civil society and the private sector. The policy is organised around ten main policy priorities
(Box 1).

Two key recommendations from the inter-ministerial working group were not retained in “Mutual
interests, mutual responsibilities’. First, the working group proposed to increase the share of
multilateral aid. The MFA did not implement this proposa assessing that the case of superior
effectiveness of the multilateral channel over the hilateral one was not convincing. Second, the group
proposed to abandon aid spending targets unless they are based on internationa agreements. However,
the 2003 policy memorandum confirmed existing spending targets and introduced a number of new
ones (Box 2).

The value of input and output targets is debatable. While targets can play a useful role for
keeping the focus on the MDGs and in facilitating communication with the general public, they may
compromise a managing for results approach in which there is a shift from planning to accounting for
results. In particular, they complicate the MFA’s programming process which relies in principle on a
bottom-up approach in which embassies determine sector focus on the basis of partner country needs
and complementarity with other donors. Central input and output targets may risk leading to a
supply-driven approach where embassies feel pressure to focus on headquarters policy priorities,
rather than partner countries own priorities and local efforts towards a better division of sector
responsibilities among donors. The Netherlands views input targeting as a step towards stronger
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results orientation and states that adequate space will be given for policy setting in partner countries
and co-ordination among donors to allow for flexible decision making.

Box 1. Main priorities of Dutch development co-operation

“Mutual interests, mutual responsibilities” establishes the following priorities:

. Concentration: 36 partner countries and, in each of them, two to three sectors at most, with focus on
education, environment and water, AIDS prevention and reproductive health care.

e  Results driven: introduction of a new appraisal system and assessment framework for country and
sector policies and spending targets specified for the above priority themes.

e  Partnership: increased partnerships to be fostered with citizens, private enterprises, knowledge and
research institutes, civil society organisations and government authorities.

e  Bilateral policy: focus on partner countries’ own poverty reduction strategies (PRS), with the aim to
work on a programme basis, where possible through budget support. Importance of promoting good
governance and respect for human rights, with capacity development and institution building.

e  Regional policy: focus on conflict management, security building and peace brokering in the Horn of
Africa and in the Great Lakes region; support to African initiatives, including the New Partnership for
Africa’s Development (NEPAD); and focus on sustainable stability and economic development in the
Balkans.

e  Integrated policy: combining diplomacy, political dialogue and pressure, security policy, trade, market
access and development co-operation.

®  Peace, security and development: establishment of the Stability Fund for activities to promote peace,
security and development.

®  Coherence: commitment to improve coherence of the Netherlands’ own policies as well as at the
European and international level.

e  AIDS/reproductive health: commitment to do more to alleviate the social consequences of AIDS and to
improve reproductive health.

e  Multilateral organisations: support to UN agencies and international financial institutions (IFls) that are
making a tangible contribution to Dutch key policy goals (MDGs, quality and effectiveness, and
results).

Box 2. Input and output targets in Dutch development co-operation

“Mutual interests, mutual responsibilities” reconfirms the ODA/GNI commitment to 0.8%. The policy
document also states that at least 50% of the bilateral development co-operation budget will be used to reduce
poverty and promote economic growth in sub-Saharan Africa. In addition, the following sector targets are
introduced:

e  Education: 15% of the development co-operation budget.

e  Environment: 0.1% of Gross National Product (GNP); this commitment had been made at the Rio
World Earth Summit in 1992 together with the commitment to spend EUR 70 million annually for the
protection of forests.

e  Step up environment and water programmes, subsequently specified as the following output targets:
water supply and sanitation for 50 million people; and clean energy for 10 million people by 2015.

e  HIV/AIDS, tuberculosis and malaria: double the 2002 level of spending by 2007.
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Progressin addressing the DAC recommendations

The main DAC recommendations from the 2001 Peer Review and the Netherlands' actions in
responding to them are noted in Annex A. The work to address the issues raised in the previous peer
review is aso well documented in the Netherlands Memorandum to the DAC (MFA, 20064). The
Netherlands should be commended for its efforts to address the challenges identified in the 2001 DAC
Peer Review. Most of the recommendations have been addressed and key changes introduced include:

Country focus: the number of partner countries has been reduced from 51 to 36 (Chapter 2).

Co-operation with NGOs: the cofinancing system which used to be accessible only to a small
number of major NGOs has been opened up (Chapter 5).

Policy coherence for development: capacity has been increased, with the creation of a
dedicated Policy Coherence Unit (Chapter 4).

Planning and monitoring: the introduction of multi-annual strategic plans and the
strengthening of annual planning and reporting systems, together with the establishment of a
central effectiveness and quality department, constitute important steps in the right direction
and contribute to improved communication and a better definition of roles and division of
responsibilities between the MFA’ s headquarters and embassies (Chapter 5).

Staffing: the parliament’s agreement to increase the budget for the ministry’s human
resources has enabled the MFA to create 80 additional posts (Chapter 5).

Despite some impressive progress in addressing the recommendations from the 2001 DAC Peer
Review, some of the main issues identified in the previous peer review will continue to deserve
attention because of the need for donors to constantly adjust to changing international circumstances.
These include:

The planning and monitoring system may need further adjustments as the MFA faces the
challenge of combining different objectives (planning, results measurement and learning)
within one comprehensive system.

The MFA is struggling with the difficulty of achieving a balance between timely and
relevant evaluation for the purpose of learning and management improvement, while
mai ntai ning the necessary level of independence to guarantee critical judgment.

Despite continued MFA efforts, ensuring that the right number and type of people are
deployed at the right place at the right time remains a critical challenge for the Netherlands
to ensure capacity to fulfil its ambitious development agenda at the country level.

In addition, new issues have emerged in light of the evolving poverty reduction agenda. For
example, the Netherlands is committed to private sector development but has yet to adjust its approach
S0 as to better address the challenge of promoting economic growth in support of poverty reduction
(Chapter 3). In addition, the Netherlands faces the chalenge, with other donors, of how best to operate
in fragile state contexts (Chapter 4) given its commitment to working in a certain number of countries
with difficult and sometimes deteriorating governance.

24
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Public awar eness and domestic policy dialogue
Strong public support but increasing demand for results

Public support for development co-operation remains high in the Netherlands. According to a
survey conducted in 2004 by the National Committee for International Co-operation and Sustainable
Development (NCDO), 72% of the respondents felt that the budget for development co-operation
should be increased (21%) or kept at its present level (51%). The most recent Eurobarometer poll
(European Commission, 2005) registered even stronger support: 33% of the respondents thought that
the government was not spending enough on aid and 39% considered that the aid budget was about
right. Other signs of strong public support include increasing amounts of private donations to
international co-operation and the emergence of new small-scale NGOs, often with a single objective.

Although public support for development remains strong, a marginal decrease in support is
evident over the past ten years." There are also trends indicating growing mistrust in the action of
established aid ingtitutions (the MFA and NGOs aike) and an increasing demand for concrete
development results. Opinion surveys indicate that Dutch citizens want to be informed about progress
in development co-operation and have become more critical of how aid is delivered because of
concerns over corruption and war in developing countries and a perceived lack of measurable impact.
In addition, a growing number of Dutch citizens want to be directly involved in development
co-operation and to implement their own ideas and projects instead of giving money to NGOs. An
increasing number of private initiatives are undertaken by small groups of people who raise funds for
specific sn;all-scale activities. The MFA supports such activities through a funding scheme managed
by NCDO.

Reporting on results

The task of promoting public support for development is mainly the responsibility of the NCDO.
The NCDOs budget, which is fully funded by the MFA on the basis of a multi-annual co-operation
agreement, amounted to EUR 25 million in 2005. In contrast to the NCDO, the MFA has a relatively
small budget for communication, amounting to EUR 4 million. The MFA communication and results
reporting efforts appear to target parliament, and the MFA should consider the value of also
developing communication tools tailored to enhance the general public's understanding of
development co-operation. Since 2001, NGOs receiving cofinancing from the MFA are allowed to
spend these funds on awareness raising activities. The NCDO estimates that a total of
EUR 58.7 million (including its own activities) was spent on such activities in 2004 (NCDO, 2005b).

Under its new financing agreement with the MFA for 2007-10, the NCDO will focus more on
communicating the results of MFA development aid. The NCDO has identified four distinct groups of
citizensincluding: “responsible” citizens, who are engaged and interactive; “dutiful” citizens, who are
less informed and not as easy to communicate with; “pragmatics’ who are informed and reactive; and
“outsiders’ who are uninterested and passive. The identification of target groups provides a useful
basis to differentiate messages and to determine the relative emphasis to place on communicating with
different groups. The NCDO intends to focus primarily on the “pragmatics’ and the “dutiful” citizens.
The NCDO is not targeting the “outsiders’ (considering them almost impossible to reach) nor the

1 In 2000 76% of the respondents suggested that “more” or “the same” amount of money should be
spent on aid. These results were already somewhat less positive than those of a 1998 survey.
2. The annual budget for such activities amounts to EUR 8 million. With this budget, the NCDO doubles

the amount of money that is raised by individuals.
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“responsible’ citizens (who are already engaged with development co-operation debates). The NCDO
is striving to make its public awareness building activities more concrete and to demonstrate links
between devel oping countries and people' s own lives in the Netherlands.

To meet the growing demand for visible results, in 2005 the MFA published a report entitled
Results in Development (MFA, 2005b). The objectives are to help maintain public support and to
increase accountability to parliament. The report details country-level results, particularly as measured
by performance against the MDGs, and links these to the Netherlands' inputs. The report does not
attempt the difficult task of attributing results to MFA inputs or of identifying causal links, and
focuses more on showing the relevance of Dutch inputs where progressis being made.

The Netherlands has also released a first progress report on MDG-8 (MFA, 2004a). Combined
with the MDG campaign launched by the NCDO and a coalition of NGOs, this contributed to a
significant increase in public awareness of the MDGs. Between 2003 and 2005, the proportion of the
Dutch population familiar with the MDGs increased from 10% to 51% (NCDO, 2005d). The next
MDG-8 report is due in September 2006. The Results in Development report and the MDG-8 report
will be submitted to parliament bi-annually on an alternate basis.

Managing expectations

Strong public interest in development is matched by similar interest at the political level. Most
parliamentarians support development and believe in the Dutch added value. However, parliamentary
debate relates mainly to annual budget discussions and parliamentarians are inclined to influence
development policy by setting spending targets (Box 2).

The relatively high expectation within parliament with respect to its role in shaping Dutch
development policy highlights the need for the MFA to ensure that political leaders are kept fully
informed of Dutch development co-operation and the global context in which it has to operate. In the
Netherlands, there is significant debate on development issues led by the media and by a vibrant
network of civil society organisations active in organising lectures and seminars. Yet in comparison
with some other DAC member countries, the MFA does not seem to have a systematic and strategic
approach to policy dialogue with civil society beyond the cofinancing and contractual arrangements
with NGOs and other organisations including research ingtitutes. The MFA may find it useful to
engage in policy dialogue with stakeholders (including parliamentarians, NGOs, private sector and
academics) in amore regular and direct way instead of delegating the lead dialogue role to the NCDO.

Future consider ations

e The current policy framework gives the MFA a clear mandate and provides geographic and
sector focus. The MFA should ensure that spending targets do not jeopardise the principles
of aid effectiveness and are balanced with a strong focus on resullts.

e The MFA should consider a more structured domestic policy dialogue with the full range of
Dutch stakeholders with an interest in development co-operation, including the devel opment
research community.

e The MFA is encouraged to pursue public communication efforts showing both the
complexity of development and the results being achieved. This will require building on
initiatives such as the new Results in Development report to communicate the policy
objectives and achievements of Dutch development co-operation.
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Chapter 2

Aid Volume, Channels and Allocation

Official development assistance volume
One of the most generous donors

The Netherlands remains one of the most generous DAC donors in terms of the proportion of its
nationa income dedicated to ODA. It is one of the few DAC member countries which exceed the UN
ODA/GNI target of 0.7%. In 1997 the government decided to fix ODA at 0.8% of GNI, a target
reconfirmed by subsequent governments. In 2005 the Netherlands net ODA disbursements amounted
to USD 5.11 hillion, corresponding to 0.82% of GNI. The Netherlands has a long history of high
ODA/GNI (Chart under Table 1, Annex B). Since 1975 it has surpassed the UN target of 0.7% every
year.

In terms of ODA volume, the Netherlands was the sixth largest DAC donor in 2005. There was a
significant ODA increase in 2005 (19.8% in rea terms). Two major factors account for this increase.
First, the Netherlands Central Planning Bureau recalculated its Gross Domestic Product (GDP), raising
its estimate by about 4%. Since the Netherlands ODA budget is a fixed share (0.8%) of its GNI, this
raised ODA by about USD 250 million. Second, there was a rebound from 2004, when net ODA had
been depressed by India’ s repayment of its loans from the Netherlands. The resulting shortfall in the
ODA/GNI ratio (which fell to 0.73%) is being compensated in subsequent years, as the 2005 ratio
(0.82%) reflects. Debt relief to Irag and Nigeria and the Netherlands' response to the Indian Ocean
tsunami were financed within the existing development co-operation budget.

Because of its consistently high ODA/GNI performance, the Netherlands does not feel the need
to actively promote innovative financing mechanisms but is willing to introduce the tax on air fares
proposed by the French government in order to help create a critical mass for the initiative. Resources
mobilised would, however, not be used for additional ODA.

Multiple aid delivery channels

The bulk of the Netherlands' aid effort is channelled through the MFA (80% in 2004). The
remaining 20% includes the contribution of the Ministry of Finance to the multilateral development
banks (9%), the Dutch contribution to the European Union (EU) budget (5%), debt relief (4%) and
small additional contributions from various ministries®> A specificity of the Netherlands is the
Homogeneous Budget for International Cooperation (HGIS), which was introduced in 1995 in order to
ensure that all foreign policy priorities funded by the Netherlands are grouped in one planning
framework. This comprehensive budget presentation is useful in providing an overview of ODA and

3. The following ministries are involved: Culture and Science; Defence; Transport, Public Works and
Water Management; Economic Affairs; and Agriculture, Nature and Food Quality.
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non ODA activities. In 2004, ODA accounted for 75% of HGIS. The structure of the budget was
changed in 2003 to better reflect foreign policy objectives.* The Netherlands does not have a
multi-annual budget system but includes an indicative five-year rolling plan.

Dutch ODA has historically relied on three main delivery channels: bilateral (including aid
implemented by the MFA and embassies), multilateral and private (which is part of bilateral aid
according to DAC definitions). Strikingly, the budget allocation for civil society organisationsis larger
than that for bilateral country programmes (including delegated funds to embassies) (Table 1). As a
share of total ODA, the importance of delegated funds to embassies (which represent the “core” Dutch
bilateral development co-operation with 36 partner countries) has so far hardly changed since the 2001
DAC Peer Review. Indications from the MFA are that allocations for bilateral country programmes
are increasing (from EUR 693 million in 2004 to EUR 783 million in 2005 and EUR 932 miillion in
2006).

Table 1. Overview of indicative distribution of Dutch ODA by channels (EUR million 2005)

Bilateral aid 2990 71%
of which:

Embassies 783 19%
of which general budget support 125 3%
Humanitarian aid/emergency relief" 244 6%
Civil society organisations 893 21%
Business community 158 4%
Debt relief 350 8%
Other” 562 13%
Multilateral aid 1241 29%
TOTAL ODA (gross) 4231

1. This does not include Dutch core contributions to multilateral humanitarian agencies.
2. Thisincludes among other things administrative and refugee costs.

Therest of this chapter covers the bilateral, multilateral and “private” channels in detail, and the
Netherlands approach to humanitarian aid is covered in Chapter 7.

Bilateral aid: Policies and allocations

Approximately three-quarters of Dutch ODA is disbursed hilateraly, consistent with the DAC
average (72% in 2004). The bilateral share of the Netherlands ODA was lower in 2004 (69%) because
of a large contribution to the World Bank in that year. In reaction to the growing debt burden of
developing countries, the Netherlands decided in 1991 to abolish loans and to rely on grants for its
bilateral assistance.

I ncreased geographic concentration

In 2003, the Netherlands decided to reduce the number of partner countries from 51 to 36 (Box 3)
and to focus, in each of them, on two to three priority sectors. Selection criteria included: i) level of
poverty measured by GNP per capita; ii) a postive trend with regard to democratisation and
governance; iii) country ODA needs (taking into account the number of donors and the aid volume per
capita); and iv) the added value of Dutch development co-operation, according to historical relations

4, The objectives of Dutch foreign policy are: i) international legal order and respect for human rights;
ii) peace, security and conflict; iii) European co-operation; iv) “more prosperity, less poverty”; v)
human and social development; vi) environment; vii) welfare and safety of Dutch nationals abroad,
and viii) Dutch cultural policy. ODA is concentrated under ii), iv), v) and vi).
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and experience. Apart from these criteria, political considerations played a role, notably the
importance of relations with the country in question and public support in the Netherlands for a
development relationship. It was decided to phase out bilateral development co-operation in
14 countries.

Box 3. List of 36 partner countries

Africa: Benin, Burkina Faso, Cape Verde, Egypt, Eritrea, Ethiopia, Ghana, Kenya, Mali, Mozambique,
Rwanda, Senegal, South Africa, Tanzania, Uganda, Zambia.

America: Bolivia, Colombia, Guatemala, Nicaragua, Suriname.

Asia: Afghanistan, Armenia, Bangladesh, Georgia, Indonesia, Mongolia, Pakistan, Sri Lanka, Viet Nam,
Yemen.

Europe: Albania, Bosnia and Herzegovina, Former Yugoslav Republic of Macedonia, Moldova.
Middle East: Palestinian Administered Areas.

Despite these concentration efforts, some dispersion of resources remains® The 36 partner
countries received 62% of bilateral allocable ODA in 2004-05 but the exit countries still received 11%
of bilateral ODA (USD 209 million). In addition, the share of bilatera ODA reaching the top
20 beneficiaries has only very marginally increased over the past decade (Table B.4) and is relatively
low in comparison with other DAC members. Moreover, there were still ODA disbursements in more
than 125 countries in total. This can be explained by the fact that the concentration policy concerns
only “core” hilateral development co-operation, and excludes humanitarian aid, NGOs cofinancing
and private sector, where allocations are determined differently and independently.

Consistent with the overriding goal of poverty eradication, Dutch ODA is largely alocated to
countries with low levels of per capita income. The government aims to spend at least 50% of the
bilateral development budget in sub-Saharan Africa. Among the Netherlands' 36 partner countries,
there are 15 least developed countries (LDCs), 10 other low income countries and 11 lower-middle
income countries. In the multi-annual strategic plans of Cap Verde, Macedonia, Sri Lanka and
Surinam, the MFA expressed its intention to phase out programmes in these countries because of their
relatively higher per capitaincome.’

In 2005, some two-thirds of Dutch allocable bilateral ODA benefited LDCs (39%) and other
low-income countries (21%), above the DAC averages for these categories (respectively 31% and 17%
in 2004). The share of bilateral ODA which went to lower-middle income countries was high in 2005
(32%) because of disbursements to Irag (mainly action relating to debt and emergency and distress
relief) which was the third largest recipient of Dutch bilateral ODA in 2004-05 (Table B.4). Africais

5. The list includes: i) relatively richer countries (Brazil, China, Ecuador, El Salvador, Namibia, Peru
and the Philippines); ii) countries with relatively poor policy and governance (Cambodia, Guinea
Bissau and Zimbabwe); iii) countries with relatively small Dutch ODA amounts (Bhutan, Honduras,
Namibia and Nepal); and iv) India, which decided itself to phase out development co-operation with
the Netherlands.

6. The Netherlands has an large share of bilateral aid disbursements reported as “unallocable” (25% and
33% respectively in Tables B.3. and B.4.) due to the importance of core funding to various civil
society activities. The analysis of disbursements according to regional, country and income level does
therefore not reflect total ODA provided through Dutch channels.

7. The Former Yugoslav Republic of Macedonia and Sri Lanka are about to phase out of IDA digibility.
Cap Verde remains eligible because of its small island status. Surinam used to be an important partner
country because of colonial ties.
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the highest recipient region (with 51% of total bilateral ODA in 2005, an increase from 44% in 2001)
followed by Asia (26%), America (10%), Middle East (7%) and Europe (5%).

Sector distribution

The sector concentration policy statement (with its focus on education, sexual and reproductive
health and rights, HIV/AIDS, water and environment) has started to trandate into overal bilateral
ODA sector distribution. Major changes over the past decade (1994-95 to 2004-05) are visible in
“social infrastructure & services’ (which increased from 31% to 41%) and in “productive sectors’
(which decreased from 17% to 5%). “ Education” (14%, of total bilatera commitments, of which 6% is
for basic education), “government and civil society” (10%) and “emergency assistance and
reconstruction” (17%) were the most highly funded areas in 2004-05. Progress in increasing sector
focus at the country level is discussed in Chapters 3 and 6.

Multilateral aid: Policies and allocations

The Netherlands considers multilateral aid to be effective due to its economies of scale and
pooling of knowledge and resources. There have been different attempts in the past to increase the
multilateral aid substantialy, including the 2003 inter-ministerial review which recommended an
increase in funding from 30% to 50% of the budget for development co-operation. The MFA did not
retain this recommendation, considering that committing to a fixed percentage for any channel could
undermine management for effectiveness and results. There is also limited political support for
increased multilateral co-operation because of parliamentarian concern over the quality of
international organisations.

In 2005 the multilateral share of the Netherlands ODA was 28%. This is consistent with the
DAC average of 28% in 2004 but lower than the 32% for DAC member countries which are also EU
Member States. To this should be added the large amounts of bilateral funds channelled through
multilateral organisations in the form of earmarked contributions, which would increase the
multilateral share by 4-5 percentage points. The multilateral share was unusually high in 2004 dueto a
large contribution to the World Bank.

Towards a more effective multilateral strategy

The 2003 policy memorandum “Mutual interests, mutual responsibilities” marks a shift in the
Netherlands approach to multilateral co-operation: in particular “contributions to the UN should be
more results-driven and based on relevance to Dutch policy objectives’. This has resulted in a shift
from unearmarked contributions towards theme-based earmarked contributions with the intention of
meeting targets in Dutch priority areas (Chapter 1). Consequently, a relatively significant share of
bilateral funds (approximately 5-6% or about a quarter of the envelope for bilateral country
programmes) is disbursed multilaterally.

This approach poses some challenges to both the Netherlands and to the multilateral agencies.
First, the resulting fragmentation in Dutch funding of multilateral agencies can make it difficult for the
MFA to have a coherent approach to multilateral assistance. Second, this “a la carte” practice could
hinder UN management improvement efforts as individual agencies have to deal with competing
demands from various members which bypass the regular decision-making and oversight processesin
these organisations. This could contradict Dutch efforts towards greater multilateral effectiveness and
focus on quality and relevance.
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Mindful of the shortcomings of the current practice, the MFA’s multilateral department® has
launched an interna review, proposing a new focus on a dozen key multilateral agencies with the
objective of getting an overview of Dutch funding and assessing overall coherence between
performance assessment and tota Dutch contributions. The preliminary multilateral strategy
document, which includes a performance assessment of individual organisations, is already used
internaly as a reference basis for discussions on the multilaterals and the preparation of the
Netherlands' participation in annual consultations with these organisations. The logical consequence
of the increased focus on performance would be for the Netherlands to have a multilateral resource
alocation framework to ensure that funding to specific agencies is consistent with overall
development policy objectives and to better link Dutch support with performance.

This recent initiative builds on previous efforts to improve the efficiency of multilateral agencies
operations. The Netherlands has been actively monitoring multilateral agencies for a number of years.
Already at the time of the 2001 DAC Peer Review, the MFA had a system in place involving
embassies in partner countries to report on activities of multilateral organisations, in particular on the
way they co-operated at the country level. In the meantime, the MFA has introduced the multilateral
assessment described above and the Multilateral Organisations Performance Assessment Network
(MOPAN) was developed in partnership with like-minded donors. These two instruments are used to
evaluate the performance of multilateral organisations at the country level. The Netherlands should
reinforce its co-operation with other DAC members on collective approaches to improving the
coherence and effectiveness of the multilateral aid system and ensure complementarity among various
multilateral assessment initiatives.

Allocations

Contributions to multilateral agencies are distributed relatively evenly among UN agencies (8%of
total ODA disbursements in 2005), the European Community (8%) and the World Bank Group (6%).

The Netherlandsis a strong supporter of the UN system and became the biggest contributor to the
United Nations Development Programme (UNDP) in 2005. It has been the biggest contributor to the
United Nations Population Fund (UNFPA) since 2000. The Netherlands is aso a significant
contributor to the United Nations Children’s Fund (UNICEF) and is increasing its contribution to the
Joint UN Programme for HIV/AIDS (UNAIDS). However, its overal contribution to the UN has
decreased in recent years both in absolute and relative terms (Table B.2) due to a reduction in, or
termination of, voluntary contributions to specific agencies or programmes - the United Nations
Environment Programme (UNEP) and the United Nations Development Fund for Women (UNIFEM)
among others - because of less tangible links with Dutch bilateral priorities.

The Netherlands is also an important supporter of the World Bank group. During the
14" International Development Association (IDA) replenishment, the Netherlands increased its
contribution, which now amounts to 2.8% of IDA total resources (against 2.6% for IDA-13). The
African Development Bank (AfDB) and the Asian Development Bank (AsDB) are the two main
recipients of Dutch contributions to regional development banks.

The Netherlands contribution to the European Community (EC) has increased since 2002
because of greater European Development Fund disbursements. The Netherlands has actively
supported the European Commission in its reform efforts. During the Dutch presidency in 2004, the
Netherlands initiated discussions which eventualy led to the adoption in 2005 of new interim ODA

8. One advantage in the Dutch system is the existence of a single MFA department responsible for the
UN and the I Fls (with shared responsibility with the Ministry of Finance for the | atter).
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targets for the EU and Member States by 2010. The Netherlands aso promoted the preparation of the
EU action plan on co-ordination, harmonisation and alignment. As compared to the 2001 DAC Peer
Review, thereis now aclear political will to increase the focus on European co-operation and promote
astronger engagement at al levels within the MFA. The Netherlands is supportive of efforts towards a
more unified aid policy among EU Member States and greater complementarity between the
Commission and Member States, provided that this does not duplicate existing processes among the
wider donor community.

The Netherlands also supports the global funds, despite initial concerns about their vertical
management structure being a magjor obstacle to aignment and harmonisation efforts at the country
level. The Netherlands contributions to the Global Fund for AIDS, Tuberculoss and Malaria
(GFATM) have increased from USD 7 million in 2002 to USD 56 million in 2004. The Netherlands
sees certain advantages in the funds: they allow for the mobilisation of new resources, including from
the private sector, and ensure focus on neglected issues (in the case of the Global Alliance for
Vaccines and Immunisation). In some cases, the Netherlands sees scope for learning from these funds:
for example, lessons can be learned from the success of the GFATM in including civil society in local
co-ordination mechanisms. In order to avoid the proliferation of such funds, the Netherlands advocates
the use of existing mechanisms with a proven track record. For example, the Netherlands argues that
the Global Environment Facility (GEF) should be used for all potential new environment issues.

Co-operation with civil society

The Dutch government has a long-standing commitment to involve civil society in development
co-operation. This commitment was reaffirmed in the 2003 policy memorandum “Mutua interests,
mutual responsibilities’, “partnership” being one of the ten main policy priorities providing for
co-operation with NGOs, research institutes and private enterprises.

A broad range of funding sources

In 2005, the Netherlands reported a total of USD 668 million or 18% of bilateral ODA
(Table B.2) channelled to or through NGOs. Funding is also available through the NCDO (Chapter 1)
for public awareness activities (EUR 16 million) and small-scale projects (EUR 8 million). In addition,
Dutch and international NGOs have access to humanitarian aid funds (25% of the annual budget for
humanitarian action or EUR 32.5 million) and embassies in partner countries directly support a wide
range of activities of civil society organisations involving Dutch and local NGOs.

The Netherlands also devotes funding (4% of total ODA) to co-operation with the business
community through a wide range of instruments (Chapter 3). The bulk of such funding (60%) is used
for the Development-Related Export Transactions Programme (ORET), which comprises both a tied
aid component and an untied aid component for LDCs (Chapter 6).

The new co-financing system

At the time of the 2001 DAC Peer Review, NGO core financing was reserved for the “Four
Pillars + 1" group of NGOs, representing the four traditional pillars of Dutch society - Cathalic,
Protestant, Social Democrat and Humanist — plus Plan International. These five NGOs were entitled to
10% of Dutch ODA as a matter of long-established policy and the Peer Review recommended an
“opening up” of this closed system to other NGOs. In 2002, the “Four Fillars + 1" system was
replaced by two grants systems. a Broad-based Co-financing Programme and a Theme-based
Co-financing Programme. In 2004 it was decided to combine these programmes into a unified
Co-financing System (CFS), operational 2007-10 and accessible to all Dutch NGOs. The MFA has
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a so created the Strategic Alliances with International NGOs Programme (SALIN) to provide funding
for international NGOs, operational from 2006. MFA has selected 20 international organisations for
this programme for which EUR 20 million is earmarked each year.

Under the new CFS, a maximum of EUR 550 million is earmarked annualy (the amount
alocated is no longer afixed percentage of the development co-operation budget) and all Dutch NGOs
are eligible to apply for funding. However, organisations must secure at least 25% of their funding
from other sources and the MFA funds are to be alocated for programmes rather than given as
unallocated core support. Observers have commented that the new “25%” requirement isin principle a
positive step towards a more competitive system with new incentives for improved NGO performance.
But a number of NGOs are concerned that creating the need to fundraise means they will have to
divert scarce resources away from front-line services to high-cost fundraising, advertising and public
relations activities. Some commentators have also chalenged the decision to outsource the
management of the assessment framework for assessing NGO funding proposals to an external
advisory committee. Their concern is that this could lead to a reduced level of dialogue - and mutual
influence and learning - between NGOs and MFA officials. However, the MFA suggests that
separating these responsibilities will increase the scope for dialogue and mutual learning. The primary
role of MFA within the new system is now performance monitoring and, to this end, a strong
managing for development results (MfDR) dimension has been introduced which has, in turn,
introduced new challenges (Box 4).

A small number of organisations’ have separate arrangements with the MFA. For example SNV,
previoudly the official Dutch volunteer agency, has been independent of government since 2002 but
continues to receive 100% funding from the MFA. The organisation focuses on providing
professional, technical advisory services to local organisations that operate at district and provincia
levels. While this is an important area of work, especialy in view of the macro-micro gap identified in
the recent evaluation of the Sector Wide Approach (Chapter 3), MFA could consider the parity
benefits of including all NGOs within the same CFS and subject to the same assessment and
monitoring criteria. The Netherlands is aso encouraged to continue the process of “opening up” the
funding mechanisms and to consider enabling non-Dutch NGOs to apply to the CFS.

NGO and embassy complementarity

The MFA is aware of the need to ensure stronger co-operation and complementarity between the
bilatera development co-operation programme and Dutch civil society working in the partner
countries. Dutch NGOs routinely operate in partner countries without establishing systematic links
with the embassy. In Bangladesh and Uganda, for example, Dutch NGOs work directly with their local
partners and do not have representatives based in the country; this does not facilitate co-ordination
with embassies. In Bangladesh, the embassy has commissioned a study to get an overview of Dutch
NGO involvement in the country and identify scope for greater co-ordination. In Zambia, Bolivia and
Uganda, the embassy organises an annual meeting with NGOs while acknowledging that there is
scope for a more structured approach to co-ordinating with NGOs.

9. They include: the National Committee for International Cooperation and Sustainable Development
(NCDOQO), the Roya Tropical Institute (KIT), the Netherlands Organisation for International
Cooperation in Higher Education (Nuffic), the Association of Netherlands Municipalities (VNG) and
the Netherlands Development Organisation (SNV).
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Box 4. The introduction of a strong MfDR emphasis for NGO funding

In April 2006, NGOs submitted applications to the new CFS for four-year grants covering 2007-10. The
applications’ guidance detailed new and extensive requirements for NGOs to formulate their goals on the basis of
forward results planning, monitoring and reporting in what constitutes an enhanced MfDR approach for NGOs.
This approach was partly in response to findings from an evaluation of broad-based co-financing
(GOM-Consultative body of cofinancing agencies, 2003), which concluded it had been extremely difficult to
assess NGO results due to the lack of performance information.

Improving the quality and effectiveness of development co-operation is one of the central priorities of the
Netherlands development policy and the new focus on NGO results, is in principle, highly welcome and many
stakeholders are confident it will help “professionalise” the Dutch NGO sector by emphasising strategic planning,
results, learning and accountability. The approach may also serve to make development results more easily
communicable, and so help maintain long-term public support for development. However, many NGOs have
expressed specific concerns over the extent of the move to MfDR. While it will remain to be seen in the next DAC
Peer Review the extent to which these concerns prove valid over the coming years, the issues merit early
consideration at both the MFA and the DAC:

® The cost-effectiveness of preparing detailed information on forward plans for results has been
challenged. Smaller NGOs express particular concern that the increased “professionalisation” (or
“bureaucratisation”) of the system creates an access barrier for civil society organisations that
consider themselves to lack capacity to fulfil the extensive MfDR requirements. The MFA has therefore
earmarked EUR 40 million for “new and dynamic” organisations that cannot meet the requirement to
demonstrate past achievements. The MFA also requires a lighter level of results planning and
reporting from NGOs requesting less than EUR 2.5 million per year from the CFS.

e  The focus on results measurement might encourage a culture of NGO risk-avoidance. A number of
observers express the concern that NGOs may increasingly focus on more easily measurable service
provision outputs (e.g. numbers of schools, teachers, medicines) and move away from addressing
underlying political issues of democratisation, human rights and good governance, where results may
be harder to measure and demonstrate. Willingness to take risks and to innovate is seen as a
traditional added value of the NGOs. On the other hand, the MFA highlights that NGOs themselves
decide which level of results they wish to be appraised on and that the CFS guidance notes that
results in human rights and conflict prevention cannot be planned and monitored in the same way as
results in other areas.

e A potential tension has been noted between the requirement for NGOs to plan the results they will be
delivering over the years to 2010 and the need to remain flexible and adapt to changing needs and
circumstances. This issue was stressed in the context of the move to country-led approaches in which
organisations need to be increasingly responsive to country circumstances and less driven by their
“own” agendas and plans.

e  Some observers note that the MFA’s report Results in Development (MFA, 2005b) highlights the
real-world limitations in the extent to which results can be realistically planned and monitored. “It is
difficult, if not impossible, to know precisely what impact each euro the Netherlands spends on
development co-operation is having on developing countries. This is largely because the Dutch
government is usually working with other donors and partners... There is also a problem of time lag.
Development is an ongoing process. It is therefore almost impossible to gauge how long it will take to
achieve development results. This in turn makes it difficult to identify a direct relationship between
cause and effect”. The MFA must ensure that the challenges in moving to MfDR are acknowledged
equally for the work of NGOs as for its bilateral programme.

Complementarity which leads to greater synergy is therefore one of the assessment criteriawithin
the new CFS framework and embassies must include a paragraph on Dutch NGO activities in their
Annual Plan/Report. It should be noted, however, that complementarity is one of a large number of
criteriawithin the NGO assessment framework and will not carry the highest scoring in the assessment
process. A more systematic approach to complementarity might include creating a mechanism for
embassies to contribute to the CFS selection process. Remaining broader questions include whether
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complementarity will be better achieved by NGOs working in the same 36 countries as the MFA or by
working in other countries such as fragile states. The DAC will need to wait for the next Peer Review
to see whether the CFS has been successful in improving co-ordination and collaboration between
embassies and NGOs.

Future consider ations

e The Netherlandsisinvited to assess the impact of focusing on 36 partner countries and could
share with other DAC members its experience in terms of graduating partner countries from
its aid programme. The Netherlands is encouraged to build on its efforts towards greater
geographic concentration by increasing the share of its aid provided to the 36 partner
countries and to pursue, in collaboration with other donors, its efforts towards stronger sector
focusinits bilateral country programmes.

e Given its objective of promoting greater multilateral effectiveness, the Netherlands is
encouraged to further elaborate its multilateral strategy. While reviewing its overall
multilateral approach, the Netherlands should make efforts to strike a balance between
bilateral considerations and implications for multilateral agenciesin order to avoid the risk of
“bilateralising” multilateral agency programmes and to take into account on-going reform
efforts.

e The new focus on NGO results is in principle highly welcome but the MFA should be
careful to ensure a system that enables NGOs to adapt to changing country circumstance,
that ensures that NGOs are not discouraged from innovating and risk taking, and that
acknowledges the challenges for civil society organisations in moving to MfDR as it does for
its bilateral programmes. A more systematic approach could be considered to ensure
complementarity between NGOs and embassies in partner countries.
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Chapter 3

Sector Priorities and Specific Themes

Poverty reduction
Strong commitment to poverty reduction and the MDGs

The policy memorandum “Mutual interests, mutual responsibilities’ reaffirms sustainable poverty
reduction as the overarching aim of Dutch development policy. The MDGs are used as a basis for
setting main priorities and benchmarks. The key principles of the Dutch development policy
(Chapter 1) are driven by poverty reduction considerations, particularly the commitment to greater
geographic and thematic focus. For example, the Netherlands considers the level of poverty and ODA
needs as important criteria for selecting and remaining engaged in its 36 partner countries (Chapter 2).
As aresult, 26 partner countries are low income countries (including 15 LDCs) and 16 countries are
located in Africa. The Netherlands priority sectors (education, environment and water, AIDS
prevention and reproductive health) also have strong links with the MDGs.

Alongside a stronger geographical and thematic focus, and more emphasis on partnerships with
its own civil society and private sector since 2003, Dutch development policy is marked by continuity
and consistency in favour of poverty reduction. Such themes have a long history in Dutch
development policy. In the early 1990s, a major foreign policy paper “A World of Difference”
proposed a structured vision around three major dimensions of poverty: economic, socia and palitical,
the operationalisation of which would require ownership and a more integrated approach to addressing
poverty reduction. This led in the mid-1990s to a reorganisation of the Dutch programme involving the
devolution of primary responsibility for the management of bilateral aid programmes to embassies. In
the late 1990s, sector-wide approaches (SWAps) were introduced as the leading principle for Dutch
devel opment co-operation.

The challenge of achieving the right focus

The Netherlands considers good governance to be a prerequisite for sustainable poverty
reduction. While co-operation with countries with weak governance is not excluded, the promotion of
good governance and respect for human rights, as well as capacity development and institutional
building, needs to occupy a centra place in this process. The Netherlands intends to promote good
governance through a more intensive dialogue on human rights, democratic principles, the fight
against corruption, the business climate, management of natural resources, illegal migration and
human trafficking. This includes a focus on activities that promote good governance and strengthen
the executive, legislative and judicial branches of government. Given the number and range of
important areas that need to be addressed to improve governance, the Netherlands should ensure that
its approach in its main partner countries is strategic, targeting key constraints, and pursued in
collaboration with other donors.

A recent evaluation of the sector-wide approach as an organising principle for Dutch bilateral
development co-operation (MFA, 2006b) provides valuable lessons learned on the basis of country
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studies in Bangladesh, Bolivia, Burkina Faso, Uganda and Zambia between 1998-2005. In assessing
whether the shift towards SWAps has improved conditions for poverty reduction, the report concludes
that the Netherlands has successfully encouraged a stronger focus on poverty within the policies of
partner governments, for example a higher priority for primary health care in rural areas and more
attention to the situation of women and girls. The report confirms that SWAps have created better
scope than projects for comprehensively addressing structural problems, including issues such as civil
service reform. However, the report warns of the risks of over emphasising the role and ownership of
central government. It is not always clear to what extent poor people have benefited from increased
delivery of socia services, which often remain of poor quality. Meanwhile, the Netherlands has
reduced direct aid to poorest districts in partner countries. The MFA argues that the Netherlands
continues to support supplementary activities, such as education for special target groups. While the
Netherlands believes in a country- and sector-specific mix of aid modalities, the MFA does not
envisage going back to implementing stand-alone projects as a way to compensate for the
shortcomings of partner country governments and to stay in touch at the community level. The MFA
prefers an approach in which the partner countries own delivery mechanisms at different levels of
government are being strengthened, including through better co-ordinated support to capacity
development and partnerships with civil society. The recent joint evaluation (IDD and Associates,
2006) of general budget support (GBS) carried out by a consortium of donors, including the
Netherlands, indicates some clear links between GBS and improved basic services, although the
evaluation team could not confidently track distinct GBS effects to the poverty impact level. Given the
importance of such findings for future use of this instrument and the considerable donor interest in it,
the Netherlands is encouraged to share more broadly its experience with GBS and SWAps.

Given the Netherlands' objective of sustainably reducing poverty, the question is till being
debated internally as to whether productive sectors should figure more prominently as prioritiesin the
Dutch programme. The above evaluation of SWAps (MFA, 2006b) claims that the introduction of
SWAps in 1998 led to a concentration of Dutch aid in socia sectors and a more limited focus on the
economic dimensions of poverty, and therefore calls for a review of priorities of Dutch development
co-operation. In her response to parliament, the Minister for Development Co-operation argues that
the MFA’s focus is on economic governance rather than financial support for the productive sectors,
which requires less of a hands-on role for the government and limited public funding for private sector
development. This includes support for a clearer division of responsibilities between public and
private actors. This strategy isintended to contribute to the private sector investing more in productive
sectors.

Private sector development

Given its long-standing reputation of being able to adapt to new challenges and to flexibly test
innovative operational approaches, the Netherlands has the potential to play a stronger role in
promoting private sector development. The core challenge for the Netherlands is to find the space for
greater focus on promoting private sector development within the context of increased sector
concentration. In other words, how can the Netherlands enhance its focus on private sector
development without causing greater sector dispersion in its aid programme? One potentia solution
would be to allow embassies in countries where there is a clear need for assistance in private sector
development to choose this area as a priority sector. Embassies would then need to consider whether
there is a Dutch comparative advantage in focusing on private sector development, taking into account
complementarity among donors and the role of the multilateral development banks in this area. This
would be a way of ensuring enough focus on the needs of the partner country and a sufficiently
strategic approach to ensure that Dutch efforts in private sector development have real credibility,
added value and impact. Additional efforts needed are discussed below.
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Greater policy focus on private sector development

Since the 2001 DAC Peer Review, private sector development has received greater recognition in
Dutch development co-operation policy. The Netherlands believes that a vibrant private sector is
essential for economic growth and poverty reduction in developing countries. The 2003 policy
memorandum “Mutual interests, mutual responsibilities’ stipulates that: “Sustainable poverty
reduction works best against the background of an expanding private sector that is strong, stable and
productive. Productive local industries need to be encouraged, preferably in such a way that the
poorest groups can benefit sustainably from them.” This policy indicates how the Netherlands intends
to contribute to the improvement of the business and investment climate in developing countries by
fighting corruption, strengthening the financial sector and trade capacity, and improving
macro-economic stability. It also places greater emphasis on co-operation between the public and
private sectors. This approach builds on a strategy introduced in 2002 to address private sector
development more comprehensively. “In Business against poverty” focused on three levels: i)
international environment (trade, FDI, debt, commaodities); ii) enabling environment (macroeconomic
and political stability; good governance; market functioning; social and physical infrastructure;
protection of the people and the environment); and iii) specific needs and shortcomings of the private
sector (e.g. knowledge gap, insufficient return on investment, high political and credit related risks).

From a policy perspective, the Dutch approach is consistent with the guidance recently approved
by the DAC on private sector development and on investment for development. This guidance places
the functioning of markets at the heart of the agenda for promoting private sector development. To
improve the impact of private sector development on poverty reduction, the guidance stresses the
importance of building up human and institutional capacities in government, the private sector and
civil society to identify key constraints, at country and sector levels, that are holding back investment
and job creation, aswell astheir capacities to implement necessary reforms.

I mplementation at country level: The Business Climate Scan

Since 2004, and in line with the approach recently endorsed by the DAC, embassies in the
36 partner countries are requested to prepare a Business Climate Scan in order to identify bottlenecks
to private investment and potential areas for Dutch development co-operation. Monitoring of the
genera business climate on an annual basis has become mandatory for all embassies as part of the
Track Record (Chapter 5). The objectiveis ... to enhance and monitor the functioning of marketsin
partner countries in order to facilitate entrepreneurial activities that contribute to pro-poor economic
growth”. The Netherlands defines the term “business climate” broadly, including the wide range of
external circumstances which affect the efficiency with which enterprises can operate. The business
climate is assessed againgt the following dimensions: i) good economic governance; ii) functioning of
markets; iii) financial sector; iv) physica infrastructure; and v) innovation and knowledge
management. Although there is no apriori target group, the Netherlands justifies a focus on the
business climate for domestic entrepreneurs because domestic assets are larger than potential foreign
direct investment and are also likely to create a more stable and sustainable pattern of growth, with a
substantial direct impact on poverty reduction. The Netherlands also recognises that female
entrepreneurs require special attention because of the more specific obstacles they face (limited
ownership rights and cultural barriers).

Some embassies initially did not feel comfortable to push for new priorities that could be
perceived as donor driven, especialy in the context of the first generation PRSPs which did not have a
sufficiently strong focus on economic growth and productive sectors to enable their poverty reduction
goals to be reached. Nevertheless, more than 15 embassies have used the results of their scan for
specific measures which range from activities promoting good economic governance to various
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public-private partnerships. In some cases, this has led to support activities which address the
bottlenecks preventing markets to work for the poor (e.g. providing formal land titles to small farmers
in Bolivia, providing business advice to small and medium enterprises in Nicaragua and Rwanda). In
order to define priority areas, the MFA is currently taking stock of all the activities supported by the
Netherlands that are contributing to creating a better enabling environment for private sector
development according to the five dimensions of the Business Climate Scan. In this context, the
Netherlands efforts in enhancing policy coherence (Chapter 4) aso represent an important
contribution: initiatives for promoting a development-friendly multilateral trading system and
strengthening trade-related capacity are essential elements of private sector devel opment.

Tension between Dutch policy ambition and its operationa approach on private sector
development is highlighted by the fact that capacity in embassies remains limited in this area. In some
partner countries, as observed in Bangladesh and Uganda, the embassy’s commercial advisor
combines the functions of representing the interests of Dutch private sector and of promoting private
sector development. These activities require different sets of skills and ways of working. The first
involves promoting Dutch exports and encouraging Dutch foreign investment, while the second
involves liaison with development colleagues working on issues such as governance, gender and
capacity development. Their aim is to strengthen the institutional capacity of a wide range of
government institutions in the partner country, working with groups and associations of informal firms
and workers, micro entrepreneurs and producers in rural areas. It is unlikely that the Dutch objective
of promoting private sector development can be carried much further until the issue of appropriate
staffing at embassy level has been addressed.

Direct support to firms

Alongside its policy focus on supporting the institutional and policy reforms that will enhance
market outcomes in developing countries and its approach of using the annual Business Climate Scan,
the Netherlands also provides support to Dutch and non-Dutch companies in developing countries
with the aim of stimulating commercial partnerships and investments. Such support is provided
through some ten instruments (list available in Annex C) which currently account for close to 5% of
total Dutch ODA. These include severa instruments managed by the Netherlands Development
Finance Company (FMO) on behalf of the MFA (support for local financia institutions, support for
export transactions, risk capital for foreign direct investment, funding for infrastructure and
microfinance) and various instruments related to knowledge and capacity building (advisory services
for small and medium-sized enterprises in developing countries, strengthening of the local financial
sector, promotion of trade opportunities and foreign direct investment). Since 2003, the MFA has also
encouraged public-private partnerships.’® In addition, a number of Ministry of Economic Affairs
export promotion instruments are not ODA-funded and therefore not part of the Netherlands
development co-operation. Their contribution to sustainable private sector development and impact on
poverty reduction remains a question to be considered in terms of policy coherence for devel opment.

Despite the regrouping of the various instruments under clusters of activities and within the
responsibility of fewer agencies, there remain a number of instruments not necessarily strongly linked
to the poverty reduction objective of Dutch development co-operation. Because the various
instruments are centrally managed in the Netherlands, with little involvement from embassies, it is not
clear that specific activities are aligned with partner country priorities. Indeed, recent DAC work on
private sector development has highlighted shortcomings experienced with the use of concessional

10. By the end of 2005, there were 41 on going PPPs for a total funding of EUR 515 million (19%
provided by the MFA, 60% by non-profit organisations and 21% by profit organisations). There were
aso 25 PPPsin preparation.
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finance to end users in the private sector, which may result in market distortions and crowding out of
the private sector through unfair competition and may often be unsustainable. In addition, according to
various stakeholders, these instruments require a labour-intensive assessment process and rely on
procedures which are not perceived as user friendly.

The Netherlands should review the poverty reduction relevance and sustainability of the full
range of itsinstruments providing direct support to the private sector. Thisis not anew topic. Over the
past decade, there have been frequent discussions within parliament, private sector, NGOs and
academics about the role of Dutch private sector in development co-operation (see Schulpen, 2004, for
an overview). When providing direct support to private companies, the Netherlands must ensure that
such support leads to sustainable outcomes by focusing on the causes of market failure while avoiding
distorting markets. The Netherlands a so needs to better evaluate the cumulative impact of its various
activities on increasing private investment and creating jobs. The forthcoming evaluation of ORET
should provide useful evidence in this respect. Finally, there is scope for the MFA to better tap into
Dutch private sector knowledge and expertise and exploit synergies with firms' own initiatives which
can help identify solutionsto specific development problems in developing countries (Box 5).

Box 5. An innovative contribution from a Dutch private company

In addition to fund-raising among its employees, TNT makes its organisational expertise available to WFP for
more effective food distribution through knowledge transfer (enhancement of supply chain management
capabilities and fleet management systems) and direct support (response to emergencies by offering transport
services, warehousing and specialised personnel). TNT has also recently applied its sophisticated logistical
planning capacity to identify infrastructure repair and construction priorities in South Sudan and in the
Democratic Republic of Congo.

Gender equality and empower ment of women
A shifting policy focus

The Netherlands has been among the most active players in promoting gender equality and
empowerment of women since the mid-1980s. In Bangladesh and Uganda, the two countries visited by
the DAC Peer Review team (Chapter 6), the Netherlands is extensively recognised for its contribution
in this area at the macro level, aswell as in supporting specific activities of civil society organisations.
At the international level, the Netherlands promotes gender mainstreaming in IFls, UN agencies and
the EC. The Netherlands is one of the most supportive members of the DAC Network on Gender
Equality, where it not only provides significant expertise but has also regularly — including presently —
chaired this body. Such a broad involvement is impressive given the apparent declining high-level
political interest in gender equality. Reduced gender visibility can be explained by the policy focusin
“Mutual interests, mutual responsihilities’, increased reliance on gender mainstreaming efforts and the
shift to programme-based approaches for aid implementation.

For several years the Netherlands has demonstrated its commitment to women’s empowerment
and strong and vibrant civil societies. It consistently funds women's human rights organisations and
local women's organisations through direct support and by providing significant support to Dutch
NGOs. Whilst the Netherlands has played an influential role in mainstreaming gender into the UN
system and IFls, the 2003 decision to withdraw core funding from UNIFEM prompted strong
international responses, especially from civil society, to what was perceived as a step back from the
government’s commitment to women-specific programmes and activities. One unintended impact of
that decision has been a deepening of the global debate on how far donors, the UN system and civil

40 PEER REVIEW OF THE NETHERLANDS - © OECD 2006



society should rely on gender mainstreaming as the main strategy to achieve gender equality and
women’'s empowerment. The Netherlands has played an important role in rebalancing the two-track
strategy of mainstreaming and programmes which are specifically focused on women.

The Netherlands' gender policy has not changed over the past decade and relies on a two-pronged
strategy: gender mainstreaming and empowerment of women. In 2002, the commitment to gender
equality and the need to mainstream efforts was reconfirmed in a letter from the Minister of the
Development Cooperation to parliament in the context of the government-wide policy statement on
gender mainstreaming. In support of the Netherlands' commitment to the MDGs, the 2003 policy
memorandum “Mutual interests, mutual responsibilities’ establishes sexual and reproductive health
and rights (SRHR) as one of the five priorities (Box 6) but does not include a single reference to
gender equality and empowerment of women. There is a certain risk that the Netherlands' focus is
limited to the target related to gender disparity in education, which is the case in the Netherlands
progress report on the MDGs (MFA, 2004a) and in the Results in Development report (MFA, 2005b),
and neglects the overarching intention of MDG3 and its other indicators, as well as the gender
dimensionsin al the other MDGs. This contrasts with the Dutch approach to poverty reduction (MFA,
2001) at the time of the previous DAC Peer Review which underscored the importance of gender
equality for successful PRSs.

Box 6. Sexual and reproductive health and rights - a priority of Dutch development co-operation

The Netherlands is proud of being a pioneer in the field of SRHR. Although this priority is not included as
such in the MDGs, the Netherlands considers that improving sexual and reproductive health and rights,
especially for women and girls, is a prerequisite to achieving the MDGs. Progress in this area will help reduce
maternal and infant mortality, the spread of HIV/AIDS and sexual violence against women.

The aims of Dutch policy are to: i) increase political and financial commitment for SRHR; and ii) promote
better and faster implementation of the Cairo agenda at country level. The International Conference on
Population and Development held in Cairo in 1994 redefined population issues by introducing the concept of
sexual and reproductive health and rights. While previous population policy focused on demographic targets and
the need for birth control, the new approach was centred on individual freedom of choice, based on people’s
wishes and needs.

The Netherlands takes a broad approach to SRHR, encompassing development and political
considerations. Its approach entails a combination of strengthening health systems, including better reproductive,
maternal and newborn care, sex education, more condoms and contraceptives, gender equality and the freedom
of deciding whether to have children and their number as well as the protection and promotion of rights relating to
sexuality. In partner countries, the Netherlands actively promotes dialogue on the SRHR agenda, for example in
the broader context of human rights. Progress has been made in including sexual and reproductive health and
rights in the PRSPs of five of the 13 partner countries in which the Netherlands focuses on health. Most of the
Netherlands’ funding is provided through multilateral channels, and the MFA intends to step up bilateral efforts in
this area.

Progressin mainstreaming gender

While gender may have become less visible at the level of overal Dutch development policy, in
comparison with many other DAC members, the Netherlands has been quite successful in
mainstreaming gender. Equality between men and women is embedded in the overal results
framework of the MFA: it is one of the three operational objectives in the MFA’s budget under the
policy article “Increased human and social development”. Equal opportunities are therefore included
in multi-annual strategic plans and the embassies’ annual planning and reporting process. In line with
mainstreaming international best practice, the MFA has kept dedicated, specialist gender-expertise and
some resources rather than falling into the “everywhere and nowhere’ trap where al saff are
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supposedly accountable but no-one is responsible for providing the necessary guidance and advice on
good practice or for monitoring the quality of programming. The MFA has ateam of 7.6 staff focusing
on gender and SRHR. In addition, there are 17 embassy-based gender advisors, most of them locally
recruited. Funds available for gender and SRHR in 2006 include a central budget of EUR 1.5 million
and delegated funds to embassies of EUR 7 million.** According to a screening of 2002-03 DAC data
against the “gender marker”, aid in support of gender equality amounted to 16% of bilateral ODA and
benefited ten partner countries. The embassies have discretionary funds that can be used to support
activities from civil society organisations which are widely used for gender and women's work, as
could be observed in Bangladesh and Uganda. These funds can also be used to hire consultants to
support the embassy’ s gender equality work and in some countries such work is harmonised with other
donors. In 2000, the gender unit organised a workshop on macro-planning and gender for thematic
experts and embassy-based gender advisors. In the following years, a range of training activities were
organised on various aspects of gender and SRHR. In 2007, the Netherlands will organise a workshop
on gender and aid effectiveness, and women's empowerment in the context of new aid modalities and
mutual accountability. As is the case for other issues (e.g. public financial management or capacity
development) systematic learning tools and processes (Box 9 in Chapter 5) could be useful to enable
staff to address gender issues and support their effortsin a sustained way.

The Netherlands has also been quite successful in seizing opportunities for promoting gender
strategies in the context of changing aid modalities and shifting to programme-based approaches. This
was most recently demonstrated during the joint workshop of the DAC GENDERNET and the UN
Inter-Agency Network on Women and Gender Equality on aid modalities (Nairobi, January 2006)
where Dutch embassy staff from Uganda, Tanzania and Zambia made presentations on their
engagement with joint assistance strategies and PRS processes. Drawing from the findings of a
Consultative Workshop on Gender Equality in SWAps (The Hague, February 2001) the Netherlands
assisted with the publication of the DAC reference guide on gender equality and SWAps. In both
Bangladesh and Uganda, the Netherlands participates actively in local co-ordination groups on gender.
Long-term and consistent involvement, coupled with the availability of flexible funding, have enabled
the Netherlands to advocate for a better engendering of PRSPs at country level while ensuring local
ownership, through regional workshops and by contributing to guidance on good practice (Box 7).

In Bangladesh, the Netherlands in collaboration with the United Kingdom's Department for
International Development (DFID) supports public financial management reforms and more
specifically the gender budgeting component of the programme. The embassy recognises that gender
inequality (which is now addressed as part of its focus on governance) needs to receive special
attention, particularly violence against women and the promotion of women's political participation.
In Uganda, through Dutch support, a gender budget manual was produced and contains guidelines
which are now used by the Ministry of Finance for mainstreaming gender in sector budgets. However,
the recently released evaluation of SWAps (MFA, 2006b) contained only a brief reference to
achievements in terms of poverty reduction from a gender perspective. This is a good indication that
there is scope for further mainstreaming.

11. Both human and financial resources have decreased since the 2001 DAC Peer Review: there was a
gender-specific unit of five people and 20 gender experts in embassies to implement a budget of
EUR 20 million.
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Box 7. The role of the Netherlands in “engendering” the PRSP in Bangladesh

The Netherlands embassy’s gender advisor, who was chairing the Local Consultative Group Women’s
Advancement and Gender Equality (LCG-WAGE) during the PRSP preparation process over the period 2002-05,
encouraged close co-ordination with the IMF and the World Bank in the organisation of the seminar to launch the
PRSP process in 2002. The Netherlands embassy facilitated the participation of resource persons to share their
experience with gender incorporation in PRSPs, including the gender advisor from the Netherlands embassy in
Tanzania. The LCG-WAGE also organised a workshop to enable Bangladeshi gender experts and activists to
help them in their preparation for the PRSP consultation process. This was a key measure to broaden lobbying
beyond the donor community and ensure an active involvement of Bangladeshi stakeholders. When the draft
interim PRSP was released in 2002, the LCG-WAGE found major gender gaps in the proposed framework and
hired two gender experts with funding from the Netherlands and Canada to complement the analysis and put
more gender emphasis on macro-economic issues. By the time of the preparation of the full PRSP in 2003, the
co-ordination process was in the hands of the Bangladeshi government. The Netherlands funded the services of
a Bangladeshi gender expert to work directly with the PRSP drafting team on behalf of the Ministry for Women
and Children’s Affairs. Following initial support from donors, Bangladeshi stakeholders decided to take the lead in
engendering the PRSP process and formed a Gender and PRSP Group. This group now receives funding from
Netherlands and Canada to become a watchdog for the monitoring of the PRSP implementation.

This experience has been rated as a success story in a recent evaluation (Zuidberg, 2005). The Embassy’s
efforts are considered successful because they resulted in a sound analysis and appraisal of inequalities
between men and women and proper consultation and participation of gender specialists in drafting the PRSP.
Many stakeholders confirm that the “... influence of the Netherlands embassy has contributed importantly, if not
decisively, to this outcome.” The progress achieved by the Netherlands embassy in influencing the PRSP content
and process is due to a combination of: i) leadership within the embassy, which was key for developing a vision
and pro-active and timely networking with various influential stakeholders; and ii) the ability of the embassy’s
gender advisor to mobilise resources to fund key additional expertise.

Future consider ations

e The Netherlands needs to develop a more specific strategy with respect to promoting
economic growth in support of poverty reduction that is aligned with partner country
priorities and needs. This includes promoting a better integration of private sector
development in PRSs and other national plans for reducing poverty. Together with other
donors, the Netherlands may need to identify constraints to growth and promote the required
policy and institutional reforms.

e The Netherlands should review the poverty reduction relevance of the full range of its
existing private sector instruments and staff assignments at embassy level and assess whether
they are appropriate for addressing the needs of poor men and women in partner countries
operating mainly in the informal economy.

e The Netherlands's experience in addressing gender equality - including in the context of
changing aid modalities - deserves to be shared broadly for the international community to
make further progress in achieving the MDGs by 2015. In updating its gender strategy, the
Netherlands is encouraged to pay due attention to the need for specific targeted actions to
focus on political and economic empowerment of women.
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Chapter 4

Policy Coherencefor Development

A strong contribution to international coherence

The OECD and its members recognise that to make a lasting impact on poverty in developing
countries, coherent and complementary policies are needed in the economic, social and environmental
fields. The 2001 DAC Peer Review highlighted the Netherlands' long-standing political commitment
to policy coherence and recommended that a more systematic approach to identifying and addressing
coherence issues would require increased analytical capacity within the MFA. In follow up, the MFA
established a dedicated Policy Coherence Unit in 2002 and identified coherence as one of the main
foca points of development co-operation in the 2003 policy framework “Mutual interests, mutual
responsibilities’. The Netherlands now has a “winning combination” of political commitment, a clear
policy framework for coherence, and the capacity to deliver through the Policy Coherence Unit. The
strength of this approach is reflected in the Netherlands consistently high ranking (ranked second in
2005) on the Comprehensive Development Index of the Centre for Global Development (Roodman,
2005).

The Netherlands has played a proactive role in a number of international coherence debates,
especidly in areas related to improving trade opportunities and market access for developing
countries. For example in the area of Common Agricultural Policy (CAP) Reform, the Netherlands
advocated for the 2005 reform of EU sugar policy as well as for 100% decoupling of EU cotton
subsidies (65% decoupling as of 2006 has now been agreed). The Netherlands has also worked with
other donors to support the negotiating capacity of the four West African cotton producing countries at
the World Trade Organisation (WTO) negotiations. In addition, the Netherlands has played an active
role in coherence debates on Trade-Related Aspects of Intellectual Property Rights (TRIPS) and
public health and a number of other areas highlighted in this chapter.

A conduciveinstitutional setting

The 2003 policy framework, “Mutual interests, mutual responsibilities’, was developed
following an inter-ministerial review of the effectiveness and coherence of development co-operation.
The memorandum emphasises the need for an integrated and coherent policy framework for
development, combining diplomacy, political dialogue, security, trade, market access and
development co-operation. Within the EU, it states that the Netherlands will continue to work on a
series of specific coherence issues. These include reform of the CAP; removal of non-tariff trade
barriers;, better market access for manufacturing products, services and temporary workers from
developing countries; increased direct investment in these countries; balanced protection of
intellectual property rights; and international nature conservation and environment policy. In 2005, the
MFA set out in more detail its ambition to approach the various foreign policy areas in a coherent
manner in its annual Explanatory Memorandum for the budget. Issues such as peace and security,
good governance and human rights, trade, poverty, the environment and migration were all recognised
as interrelated areas, requiring an integrated approach and a combination of diplomatic, strategic,
military, economic and developmental instruments.
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The Netherlands prioritises an “integrated foreign policy” and development co-operation is fully
integrated within the MFA (Chapter 5). Full Cabinet seats are alocated to both the Minister for
Development Cooperation and the Minister of Foreign Affairs. The former is able to represent
development interests and to intervene where needed at Cabinet level to resolve coherence disputes.
This has enabled effective political leadership which is “a necessary precondition to coherence, and a
tool to enhance it” (OECD, 2005). In recent years, the relationship between the political and
development functions at administrative/official levels within MFA has improved considerably, which
has strengthened the Netherlands' capacity to effectively integrate its policies.

In 2002, the MFA established the new Policy Coherence Unit (PCU). The PCU provides
dedicated analytic, co-ordination and negotiation capacity, enabling MFA to work proactively and
intensively on coherence. The unit, which reports to the Director-General for International
Cooperation is constituted of four policy officers managed by a senior-level director. A recent
evaluation concluded that the PCU is*... awinning combination of favourable conditions and a strong
team,” and identified its strengths as. staff competencies, the focus on results, creativity and
networking, and advocacy and negotiation skills. The mandate of the PCU has since been extended to
2010.

One institutional challenge is to ensure that embassies are able to feed into the coherence
discussions. A more structured system of consultations between embassies and the PCU could ensure
that embassies. i) play an effective role in identifying new and emerging coherence issues; ii) where
appropriate inform ongoing coherence debates and discussions with a country-oriented perspective;
iii) reflect priority coherence issues in country-level diaogue; and iv) contribute to monitoring the
effects of policy coherence at the country-level. Another challenge is to ensure that other Dutch
ministries implementing projects in developing countries establish effective links with the embassy to
enable it to take the lead in ensuring country-level coherence.

A three-pronged strategy

The MFA works on three distincts levels: i) coherence at the EU level; ii) proactive targeting of
specific coherence dossiers; and iii) building partnerships and promoting awareness of the importance
of coherence.

Coherence at the EU level

As an EU Member State, the Netherlands is aware that a number of coherence issues can only be
addressed at the community level, given EC jurisdiction in most relevant areas of government action
which has an impact on developing countries (Box 8). The Netherlands therefore advocates for
coherence issues a the EU level, where possible in alliances with likeeminded donors. The
Netherlands has been active in the “Cotton Club”, the “Sugar Club”, the “Fish Club” and the
“Agriculture, Trade and Development Network”. For example, working together with a number of
other members of the “Fish Club”, the Netherlands has drawn up a proposal for improved and more
transparent fisheries negotiating procedures. The MFA was also instrumental in initiating the informal
EU Policy Coherence for Development Network.

A key strength of the Dutch approach to promoting coherence within the EC is that the MFA
systematically screens al new Commission proposals and Council agendas for their development
impact. The PCU represents the development perspective on the relevant inter-departmental
committees, including the Coordination Committee for European Affairs (CoCo) and the Working
Group for the Assessment of New Commission Proposals (BNC). The BNC formulates an initial
Dutch position on new proposas and provides an opportunity for the PCU to signal developing
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country interests at an early stage. Since 2004 the BNC is obliged to include a paragraph on effects on
developing countriesin al its assessments.

The PCU is also forward-looking and reviews the EC-planning to consider coherence issues that
may arise within two to three years. In this way, the Dutch team can start laying the groundwork for a
coherent Netherlands position well in advance of the time the issue comes up for debate within the
EU.

Box 8. Palicy coherence within the European Union

Within the EU, the principal of coherence in development assistance policies is enshrined in the 2002
Maastricht Treaty. Institutional mechanisms have subsequently been adapted for this purpose, including the
amalgamation, under the abbreviated name RELEX, of two of the various directorates involved in the EU’s
external relations. In 2005 the Council adopted a Commission Communication on Policy Coherence for
Development, which commits the EU to promote and enhance this concept and invites the Commission to
produce a biennial report on policy coherence for development.

Because the EU is such a powerful trading block, policy formulation relative to market access has taken
account of the potential consequences for developing countries. The "Everything but Arms" initiative adopted in
2001 was intended to eliminate most EU quotas and tariffs for exports from LDCs, and actions to overcome
non-tariff barriers are growing in importance, as other obstacles to trade disappear. European policies, such as
the CAP, can also have significant repercussions on developing countries. There is evidence to show that
subsidised production of this kind also give rise to unfair competition on local markets in developing countries
where farming is the main source of livelihood for most of the population. The EU is pursuing negotiations to
reform the CAP in order, inter alia, to reduce the trade distortions it causes.

Specific targeting of coherence issues

The PCU works proactively to identify, target and address specific incoherenciesin Dutch policy.
The unit involves relevant players from other MFA departments and from other ministries, within
project teams to target a rolling list of coherence dossiers. Specific dossiers are then taken forward
proactively either within the Dutch government, the EC or the WTO. For example, the Netherlands
has raised a number of specific coherence dossiers at the EC in the area of product standards such as
lobbying for the adoption of a less strict maximum residue level of a substance called ochratoxin on
coffee beans. The MFA assessed that the level initialy proposed by the Commission was
unnecessarily strict and would have cost developing countries USD 160 million in export revenues per
year, and worked with others to successfully advocate for a more balanced threshold.

The PCU is also considering the question of how to broaden the coherence agenda while ensuring
that it remains able to focus intensively and delivers tangible results on specific coherence dossiers.
The PCU is encouraged to retain its focus on specific priority issues while broadening the coherence
agenda through building strategic partnerships.

Building partnerships and promoting awareness of policy coherence

The PCU is aware that it cannot achieve policy coherence on its own and needs to prioritise
coalition building. The unit has been effective in building broad awareness of the importance of
coherence within the MFA, other government departments and within EU and OECD forums.

A series of memoranda have also been agreed to clarify joint positions with other ministries. For

example, the Memorandum on Coherence between Agricultural and Developmental Policy wasjointly
agreed with the Minister for Agriculture in 2002. The memorandum outlines a coherent Dutch position
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on CAP reforms and a development-friendly position for the WTO Doha round. However, the 2005
evaluation of the PCU suggested that “... in some cases, even though agreement has been achieved
within the Netherlands, positions on coherence are not presented as strongly to the world as CU
(Coherence Unit) would like.” It is clear that the MFA will continue to face ongoing challenges in
building deeper ownership of the coherence agenda within other line ministries.

Specifically, the MFA is keen to address concerns raised by other ministries that policy
coherence should be a “two-way street”. The MFA therefore aims to deploy funds strategically to
coherence-related issues (although explicitly without going in the direction of more tied aid), such as
to increase the commercial potential of the agriculture sector in developing countries through
public-private partnerships. The intention is to look for win-win synergies between different policy
areas. For example, in East Africa, the MFA and the Ministry of Agriculture are working together in
partnership with the Dutch private sector to increase market access for vegetables, fruit and flowers by
addressing bottlenecks in the supply chain, such as logistics problems, infrastructure, the quality of
phytosanitary services, post-harvest problems and the involvement of small farmers in horticulture for
export. The overall “two-way street” strategy appears to have had some success in winning support
from other ministries, several of which have expanded their internal capacity on policy coherence
issues.

The OECD publication on Palicy Coherence for Development (OECD, 2005) identifies good
practice from the Dutch experience in working with other ministries. The report highlights “... the
importance of gradua engagement, showing willingness to compromise in some areas to secure
progress in others. In the area of reforms to EU agricultural policies, the Netherlands first addressed
the cotton sector, less sensitive as the crop is not grown domestically. The government was able to put
forward a very pro-development position in Brussels and undertake specific initiatives to support West
African countries to develop their own negotiation capacities. Capitalising on the momentum and
cross-government co-operation established during this cotton initiative, the MFA and the Ministry of
Agriculture are now moving on to the sensitive area of sugar, which is a crop grown domesticaly”.
This constructive approach should not discourage the Netherlands from addressing the more difficult
outstanding coherence issues, including export credits and further aid untying.

Alongside its work at EC level, the Netherlands has been working within the DAC and other
international forums (Africa Partnership Forum, G8, Commission for Africa) to strengthen
international co-ordination on coherence issues amongst like-minded donors. The PCU also needs to
consider how to build donor partnerships beyond traditional like-minded donors.

The MFA is aso aware of the importance of reaching out to civil society, the research
community and partner countries and acknowledges that work remains to be done in this area. For
example, a key area needing increased focus is the question of how to include partner countries in
analysing both the impact of policy clashes and the results of efforts towards increased coherence. The
PCU could aso consider more proactive approaches to building partner country capacities for
coherence issues, for example in ensuring coherent policies within the PRS frameworks. A more
strategic and systematic approach could also be developed to building partnerships with NGOs on
coherence issues. Finaly, the PCU should consider how to strengthen its links with the academic and
research communities, including southern research ingtitutes, to ensure strong, informed and open
dialogues on difficult coherence issues.

Scopefor improved results monitoring

The MFA has taken initial steps towards ensuring a results approach to its work on coherence, in
line with the increased MfDR emphasis across the ministry and the government, by ensuring a strong
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focus on results ddlivery and clear reporting on progress. For example, the Minister for Development
Cooperation reported on progress on coherence in a Letter to Parliament in March 2006 and in 2004
the Netherlands published a first Progress Report on MDG-8: Developing a Global Partnership for
Development (MFA, 2004a). However, the team could undertake further work in ensuring a
systematic approach to performance assessment, both in tracking progress against objectives and in
assessing the ‘rea-world' effects of specific policy coherence successes. Strong partnerships would
likely be needed to move in this direction, including with other line ministries to track progress on
particular coherence issues and with the research community and partner countries to assess
country-level effects of improved coherence.

Specific examples
Security and devel opment — a coherent approach

The Netherlands believes that peace and stability are irrevocably linked to sustainable poverty
reduction and prioritises an integrated and coherent approach to security and development. Building
on the palicy framework provided by “Mutual interests, mutual responsibilities’, the Netherlands has
developed regiona approaches to security and development in three regions — the Horn of Africa, the
Great Lakes Region and the Bakans. The “Africa Memorandum” calls for a holistic and regional
approach combining political, economic, diplomatic and security instruments with the provision of
aid.

In 2005, a Memorandum on Post-Conflict Reconstruction was agreed by the Minister of Defence,
the Minister of Foreign Trade and the Minister for Development Cooperation. A key premise in the
memorandum is that sustainable reconstruction calls for an integrated approach to security and
stability, governance, and socioeconomic development. The memorandum provides a framework for
co-operation and policy co-ordination between the ministries involved. This integrated approach to
reconstruction is implemented in the five priority countries/regions where the Netherlands is currently
supporting activities aimed at post-conflict reconstruction (Afghanistan, the Balkans, Burundi, the
Democratic Republic of Congo and Sudan). Issues around civil-military co-operation aimed at force
protection and force acceptance (CIMIC), building on lessons learnt from the Balkans, are also spelt
out in ajoint document agreed with the Ministry of Defence.

A key innovation in the Netherlands' approach to security and development is the Stability Fund.
Established in 2004 and managed jointly by the Minister of Foreign Affairs and the Minister for
Development Cooperation, the Stability Fund disposes mixed ODA and non-ODA funds to provide
rapid and flexible support for activities that promote peace, security and development in conflict
contexts. In assessing intervention proposals the MFA fund does not consider the relative level of
ODA and non-ODA funds, instead determining ex-post the proportion of the expenditure that should
be accounted as ODA. In the DAC context, the Netherlands is arguing strongly for expanding the
range of security-related expenditures that qualify as ODA. The DAC has agreed to review this
question further in 2007.

A total of EUR 82 million was allocated to the Stability Fund in 2005, with a notional allocation
of 85% ODA funds and 15% non-ODA (ex post the expenditures were accounted for as 87% ODA
and 13% non-ODA). The fund pays specid attention to conflict prevention and peace building,
including security sector reform, as well as conflict mediation and demobilisation and reintegration
programmes. For example, funding has been provided for a number of activities supporting the
verification and monitoring of the peace process in the Sudan, including for the Team for
South-Sudan, the Joint Monitoring Commission for the Nuba mountains and the mission of the
African Unionin Darfur.
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The topic of fragile states is currently high on the international agenda and the DAC has
developed a set of “Principles for Good International Engagement in Fragile States’. The problems of
fragile states, however, are myriad and complicate efforts to formulate an effective and efficient
response. One of the challenges for the Netherlands in developing country strategies for fragile states
isthat such countries require a different approach and different (financial) instruments than traditional
developing countries. The current Dutch development co-operation is mainly geared towards working
with the 36 bilatera development partners, which are identified with good governance as one of the
four selection criteria (Chapter 2). Following internal discussions based on the consultations with the
DAC Peer Review team, the MFA has indicated that it is now starting work on developing an overall
policy for its engagement in fragile states, building on its active engagement in the DAC Fragile States
Group which is piloting the draft principles mentioned above.

Migration —increasing focus

In the Netherlands, as with many industrialised countries, the topic of immigration is
controversial. Public and media concerns including illegal immigrants, the challenges of integration
and assimilation and international security concerns related to terrorism are driving an intense political
debate. A new immigration policy was introduced in 2001 and strict policy implementation continues
under the current government.

It is generaly admitted that national and international coherence between migration and
development policies can assist individual nations such as the Netherlands manage its migration more
effectively while harnessing the benefits as part of a nationa strategy in favour of poverty reduction in
the developing world. The World Bank “Globa Economic Prospects’ report for 2006 suggests that if
the increase in migrant workers in high income countries is sufficiently large to raise the labour force
by 3% by 2025, its impact would be to increase global real income by USD 356 billion with gains for
al parties, much of it to new migrants and people in developing countries.

In 2004, a joint “Policy Memorandum on Development and Migration” was agreed with the
Ministry of Justice. The memorandum emphasises the relationship between stability, migration and
development and highlights the importance of temporary labour, and especialy circular migration
from developing countries and preventing brain drain from vulnerable sectors in those countries. An
important component of the discussion on increasing temporary labour migration is how the
Netherlands can ensure that such labour is genuinely temporary. The MFA is now aso starting to
coordinate with the Ministry of Socia Affairs and Employment and the Ministry of Economic Affairs
aswell asthe Ministry of Justice.

In addition, the Netherlands has set up a number of specific projects to strengthen coherence with
migration policy. Projects have been established to encourage the sending of qualified migrants from
the Netherlands to their countries of origin, including Afghanistan, Sudan and Sierra Leone, to help
with reconstruction and development. In selected countries, especially in West Africa (e.g. Ghana), the
Netherlandsis exploring how to build capacity for migration management. In Zambia, the Netherlands
is funding a programme for retention of local doctors within the national market, in which doctors
receive a bonus if they practice in rural areas. This innovative approach represents areal step forward
from more traditional supply-driven approaches of financing expatriate doctors to provide support.

The Netherlands MDG-8 Progress Report (MFA, 2004a) states that “ Remittances from migrants
residing in the Netherlands, foreign direct investment by Dutch companies, and grants by Dutch civil
society organisations amount to billions of dollars. Though the government does not control these
flows, it seeks to stimulate them and enhance their development impact”. However, the DAC Peer
Review team noted that the MFA is hesitant to address the issue of remittances, expressing concern
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that these transfers are a private sector matter and that regulatory interventions could serve to drive the
industry underground rather than produce benefits for migrants and their dependants. Further research
is being undertaken by the Ministry of Finance on the costs, accessibility and transparency of
remittance transaction services and MFA could consider complementary research to find empirical
evidence for the potential benefits and challenges of government intervention or regulation in this
important area.

The MFA is aware that more strategic approaches are needed, both nationally and internationally,
to address the complex challenge of harnessing the benefits of migration for both northern and
southern countries. The Netherlands is encouraged to take further steps to consistently involving the
increasingly robust migrant organisations and NGOs in dialogues on development policy. The 2006
joint ministerial conference on migration with the African Union and the UN High Level Dialogue on
Migration will provide further international opportunities for the MFA to step up its engagement in the
field of migration and development coherence.

Future consider ations

e The MFA has established a strong and effective Policy Coherence Unit and could now build
on this to ensure a more systematic approach to performance assessment in the area of
coherence, both in tracking progress against objectives and in assessing the ‘real-world’
effects of specific policy coherence successes.

e A more structured system of consultations between embassies and the PCU could ensure that
embassies. i) play an effective role in identifying new and emerging coherence issues;
ii) where appropriate inform ongoing coherence discussons and debates with a
country-oriented perspective; iii) reflect priority coherence issues in country-level dialogue;
and iv) contribute to monitoring the effects of policy coherence at the country level.

e The MFA could consider how to develop a more strategic and systematic approach to
developing and building partnerships for policy coherence, beyond traditiona like-minded
donors, to include NGOs, the research community and partner countries.

e The MFA is encouraged to build on its active engagement in the DAC Fragile States Group
and its whole-of-government approaches as laid out in the 2005 Memorandum on
Post-Conflict Reconstruction and the Stability Fund to formulate an overall policy for its
engagement in fragile states.
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Chapter 5

Organisation and M anagement

Organisation

The Netherlands Ministry of Foreign Affairs (MFA) has a “two-headed” structure with Cabinet
Ministers for both Foreign Affairs and Development Cooperation overseeing an integrated
administrative structure. The approach is based on a 1994 review of the Netherlands foreign policy,
which aimed to improve the ability of the government to “speak with one voice’. This required major
organisationa changes within the MFA. Up until that point, the ministry had been divided into
departments working specifically for the Minister of Foreign Affairs and specifically for the Minister
for Development Co-operation. The review process resulted in the so-caled
“de-compartmentalisation” of the ministry; the departments were restructured along integrated lines,
creating regional and thematic departments working for both ministers. The MFA’s personnel rotation
system, in which all personnel change positions within the ministry (also between headquarters and
embassy level) every three to four years, is meant to reinforce such integration as it implies that staff
will be confronted with both the developmenta and the political side of foreign policy.

An integrated organisational set up

Within the ministry, the Directorate Genera for International Cooperation (DGIS) is the
organisational heart of much of Dutch development co-operation. Primary departments with
responsibility for ODA funds can be located in the organisational chart provided in Annex D,
including:

e Embassies. bilateral delegated funds.

¢ United Nations and International Institutions Department (DVF): UN and IFls funds.

e  European Integration Department (DIE): European Union funds.

e Socia and Institutional Department (DSI): NGO funds.

¢ Human Rights and Peace-building Department (DMV): humanitarian assistance.

e  Sustainable Economic Development (DDE): private sector funds.

In order to improve integration and interna co-ordination, DVF and DMV report to both the
Directorate General for Palitical Affairs (DGPZ) and to the DGIS while the Cultural Cooperation,

Education and Research Department (DCO) reports to the Directorate-General for Regional Policy and
Consular Affairs (DGRC) and to the DGIS.

Five Regional Departments collect and manage knowledge about regions and work with the
missions to develop integrated approaches. Country Teams, consisting of representatives from the
thematic departments involved in programmes in the country concerned and chaired by a member of
the appropriate regional department, also convene periodically in The Hague.
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While the multiple chains of reporting appear on the surface somewhat complex, good working
relationships between development and political actors at ministeria and other levels have facilitated
effective co-ordination. A number of observers commented that working relationships between the
politica and development staff have improved considerably over recent years. Relations between the
two ministers are also collaborative, athough the structure of shared responsibility has potential to
become an issueif relationships within future ministerial teams are less collaborative.

Recent changes to organisational structure

A number of the DGIS thematic departments have undergone internal reorganisations since 2001.
The main substantive change to the overall organisational structure, however, was the creation of the
new Effectiveness and Quality Department (DEK) in 2005. DEK has a broad mandate to oversee
effectiveness and quality within the MFA and collects and records data, makes policy
recommendations, and develops and maintains instruments for implementing policy on cross-theme
and cross-country issues. Its objectives are:

e To strengthen the learning capacity of DGIS by linking data management and information to
policy analysis and implementation.

e Toconduct policy analyses on cross-cutting themes.

o Tosupport and advise the embassies on cross cutting themes.

Some challenges appear to remain in clarifying the relationships and delineations of
responsibilities between DEK and the Financia and Economic Affairs Department (FEZ). FEZ is
primarily responsible for financial management and budgeting but is also involved in coordinating the
planning and control cycle, including co-ordinating the annual plan for decentralised evaluations
which is attached to the annual budget.

Decentralisation and its limits

Reforms introduced in 1996 led to major increases in delegation of management responsibility to
the field. Embassies are now responsible for local policy, implementation and financial management,
within the limits of the “delegated funds’. This includes responsibility for policy dialogue with partner
country governments and other donors, formulation of Dutch country and sector policy, and
assessment, approval and monitoring of implementation activities.

Following internal discussions based on the consultation with the DAC Peer Review team, the
MFA has decided to move further in increasing the resources for which financial authority is
decentralised to embassies. This is consistent with the international context of increased emphasis on
partner country-led approaches. It also responds to the 2001 DAC Peer Review recommendation that a
“... reeexamination of the various budget flows of Dutch ODA to any individual recipient could be
undertaken so as to more strategically place the local Dutch representative in transacting the use of
these funds. One specific intention expressed by the Minister for Development Cooperation in this
respect is the delegation of more authority for macro support funds, al of which are currently
controlled out of headquarters’. Funds for genera budget support, which were authorised centrally
until recently, have now been delegated to embassies in the 15 partner countries where the MFA is
currently using this modality.

Overall leadership at the embassy level is provided by the Ambassador, supported by a Head of

Development Cooperation. In terms of staffing, the Bangladesh embassy, for example, maintains
15 Dutch staff and 31 localy hired staff (five of these are policy advisers). The embassy in Uganda
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has a similar level of staff capacity. The Netherlands makes a relatively extensive use of locally hired
staff who perform various policy and programme management functions. They often represent the
Netherlands in local consultative groups and may act as co-ordinators when the Netherlands holds
such aresponsibility. Although they are not hired with long-term career perspectives and tend to move
after afew years of service, both embassies seem to be making good use of their specific comparative
advantage (e.g. local experience and ability to understand local complex situations).

I mproved communications between embassies and headquarters

The 2001 DAC Peer Review called for specific attention to improving communications between
headquarters and the embassies following the delegation of tasks and responsibilities to the latter. The
MFA has taken a number of steps to address this problem. For example, embassies are now notified at
an earlier stage about proposed new administrative arrangements and policies which enables them to
prepare for and comment on proposed changes. The most important development in this area is the
development of a more enhanced planning and monitoring system (see below), which isimproving the
flow of information between headquarters and embassies. Regular meetings of al ambassadors and of
al heads of Development Cooperation are also organised to improve communications.

Country Teams, composed of representatives from across DGI S thematic departments, have a key
role to play in ensuring smooth communications between headquarters and embassies. Observers
within the MFA note that Country Teams are varied in their quality and performance, with some
providing only very limited additionality and support. In addition, Regional Departments are perceived
to focus primarily on political rather than development work. DGIS could usefully undertake further
work on clarifying the role and value added of Country Teams, while also ensuring incentives for both
Country Teams and Regional Departments to provide demand-driven support services to embassies.

Personnel and human resour ce management
Overview

In 2005, MFA maintained a staff of 3 115 foreign service staff (53% men, 47% women) plus
2 067 loca staff. While DGIS alone has a staff of 319 persons, the Director Genera for International
Co-operation directly oversees 157 staff and shares management responsibility for an additional
162 staff with other directors generals.® However, the MFA estimates that approximately 1 000 of the
foreign service staff work specifically on development co-operation, with about 50% of these based in
The Hague and about 50% overseas. Since the 2001 DAC Peer Review, a number of steps have been
taken to bring staffing levels and personnel policy more in line with the management needs of the
development assistance programme. In 2001, parliament agreed to allow an extra EUR 14 million
from the development co-operation budget to be used for personnel purposes from 2002 onwards.
Eighty additional posts have been created, with the aim of relieving pressure on understaffed divisions
and embassies and bringing new skills, knowledge and specialisation into the organisation. For the
short-term future, and in the context of government-wide headcount pressures, further increases in
staff numbers are considered to be unlikely.

The MFA recruits the majority of its staff through concourses for generalist civil servants. Over
the last few years, 20-30 new staff have joined each year as entry-level generaist policy officers while
only 5-10 staff have been recruited each year as sector or thematic specialists (often identified by

12. DGIS staff is alocated as follows. DG’ s office (17 persons); DDE (32 persons); DMW (35persons);
DSl (45 persons); and DEK (28 persons). Staff working in other directorates generals include: DMV
(57 persons); DCO (53 persons); and DVF (52 persons).
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embassies). Generalist recruits undertake a three-month course on diplomacy, development and
international affairs. While the Netherlands recruitment policy retains much of its traditiona MFA
character it appears to be succeeding in recruiting very high quality staff.

Capacity challenges

Since the 2001 DAC Peer Review there have been significant developments in international
devel opment co-operation policy and practice, including the agreement of the Paris Declaration on Aid
Effectiveness. A key challenge for the Netherlands is how to deploy and use existing resources to
ensure that embassies in particular have the right skills mix and capacity levels to deliver on the policy
agenda.

One effort to address this challenge is the 2004 policy document on careers at the MFA. The
policy identifies five categories of work within the ministry: support; administrative and consular;
policy; specidist; and management. Staff can choose either to pursue their careers within their own
category or to move sideways into another. One intention is to enable specialist staff to progress and
pursue a career within the MFA without necessarily moving into a management role. This would seem
to be an interesting approach to providing incentives to some specialist staff with knowledge and skills
valuable to the MFA to remain within the ministry.

Another step taken to address this capacity challenge was the 2001 reform of how staff are
transferred to new positions. Previousdly there was a“free market” system while now staff transfers are
managed more centrally. The reason for the change was that under the former system some vacancies
remained unfilled while many people could not find a new position. In 2002, therefore, rules were
introduced to make it easier to co-ordinate staff transfers. Staff can now indicate their preferences and
line managers can indicate who they consider to be suited or unsuited to a position. The personnel
department uses this information to decide on atransfer. MFA is also working to keep staff (especially
specialists) in post for longer time periods so as to make full use of the skills and knowledge
developed in thefirst year(s) of the posting.

Nevertheless, the DAC Peer Review field visits indicated ongoing problems in filling posts in
both Bangladesh and Uganda and suggested that MFA has not yet solved the challenge of filling all
posts with the right people. For example, at the Kampala embassy there has been an acting head of
development co-operation for the past year and another staff member has been covering the
responsibilities of both macro-economist and humanitarian affairs advisor. Across the MFA, continued
efforts to increase sector concentration could serve to reduce the number of specialist staff needed at
the embassy level and better enable the Netherlands to meet its capacity demands with its existing staff
resources.

The MFA is also aware that the capacities demanded of its staff will continue to evolve on a
long-term basis. A strong focus is therefore on ensuring high-quality and innovative training for
exigting staff with a particular focus on building capacity for higher-level policy dialogue around
general budget support and political governance. A number of specialised and innovative courses on
aspects of development co-operation such as PRSPs and SWAps have been developed with other
bilateral donors and are now being organised jointly. For example, the “learning and developing”
project allows the development co-operation sections at the embassies to work on the difficulties they
encounter in implementing SWAps. Under the guidance of an externa coach, problems are identified
and discussed, and a staff plan and implementation track prepared to overcome them. Four embassies
have made use of the training since 2001 which is now being rolled out to nine more embassies.
Further examples of innovative training programmes are outlined in Box 9.
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Box 9. Innovative Learning Programmes

Public Finance Management Embassy Support Programme

The Netherlands has recognised that an important way of improving the quality of its interventions and
policy dialogue is by increasing the knowledge of MFA staff of how to assess the quality of budget policy and
management. The Public Finance Management Embassy Support Programme (PFM-POP) consists of 15
theme-based modules linked to specific coaching based on the local context and on the knowledge
requirements of the embassy. PFM-POP has sought co-ordination with other donors and local stakeholders by
giving the embassy the opportunity to invite these groups to participate in the training. Over 25 embassies have
launched PFM-POP programmes since 2003.

The Support Programme for Institutional and Capacity Development (SPICAD)

The Netherlands also recognises that adequate country capacity is one of the critical factors missing in
current efforts to meet the MDGs. In 2006, the Netherlands is rolling out a new support programme - SPICAD -
to enhance the capacities of embassy staff to address partner country institutional and capacity challenges. The
support is demand-driven, flexible and offers a range of embassy-specific support modalities. It includes a
thorough analysis of the institutional and capacity development issues the embassy is addressing, followed by
tailored modular and on-the-job training. Embassies determine the key areas for the training, which may
include: working with drivers of change; capacity challenges in sectors; public sector and civil service reform;
accountability and transparency; decentralisation; inclusion and democratisation; and poverty analyses.

I ntegrating planning and monitoring

The 1994, 1997 and 2001 DAC Peer Reviews successively flagged the need for the Netherlands
to develop a comprehensive monitoring system to provide information on performance and results for
decision makers. In the context of international efforts to make development aid more results-led and a
government-wide drive for strengthened management for devel opment results (MfDR) approaches, the
MFA has made significant progress since 2001 in developing systems for planning, monitoring,
knowledge management and learning. The key steps taken, which are reviewed in more detail below,
include the introduction of a new system of multi-annual strategic planning for embassies, the
restructuring of the Track Record system, the introduction of sector and activity ratings, and the
development of an electronic knowledge management system. While challenges remain in
harmonising these various instruments, the Netherlands should be commended for its substantive
efforts to devel op a comprehensive framework for planning and monitoring.

A new approach for multi annual strategic planning

Since 2001, a mgjor new system of Multi Annual Strategic Plans (MASPS) has been rolled-out
across the 36 development co-operation partner countries. The four year MASPs enable a more
explicit linking between the country context and the Netherlands central policy framework
(i.e.linking of top-down and bottom-up priorities). The intention is that in setting out the four year
strategic vision in close agreement with headquarters, the operational aspects can be better delegated
to the embassy and the annual planning process lightened. The embassy Annual Reports and Annual
Plans have therefore been combined into one Annual Report/Plan; they focus more on reporting results
and lessons learned from the previous year than on planning for the coming year. The MFA is
encouraged to continue to move towards a lighter annual planning process and to ensure that Annual
Report/Plans focus on broad questions around: |s the embassy on track to reach the MA SP objectives?
If not, why? And what does this mean for the MASP?

In introducing the MASPs, the Netherlands should be commended for having taken a very
significant step towards a more strategic, contextualised and long-term approach to embassy planning.
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However, the MFA is invited to consider the following challenges as it continues to develop the
multi-annual planning system and moves towards preparing the ‘ second generation’ MASPs:

The MFA states that, “Multi-annual planning constitutes an interna process.” In the context
of the Paris Declaration on Aid Effectiveness and the move to country-led approaches it is
critical that partner countries should be enabled to participate to a certain extent in
developing these key strategic planning documents so that MASPs are responsive to the
needs of the partner country. The Netherlands is encouraged to move away from positioning
the MASP as an “internal planning document” to a more collaborative approach
systematically involving the partner country in influencing the embassy development
Co-operation strategy.

Building on the above chalenge, MASPs could be made public once agreed so that all
stakeholders are informed and aware of the Netherlands' strategic development objectives
(some diplomatic considerations may need to remain internal). This is important in enabling
harmonisation with other donors and co-ordination and complementarity with NGOs. A
second best option, which the embassy in Ghana has already taken forward with its first
generation MASP, is to produce an outline summary of the MASP for public consumption.

According to official guidance, first generation MASPs should be adjusted in view of “mgjor
changes’ in the country context. However, little evidence has come to light of these
important adaptations to the national context being enacted in practice. Second generation
and future MASPs could usefully be produced and amended on more of arolling basis.

The overall purpose and scope of the MASPs may need to be reconsidered in view of the
increasing number of Joint Assistance Strategies (JAS) being agreed at the country-level.
The MASP is likely to continue to play a valuable role in establishing the Netherlands
strategic vision, but may need to reposition itself with more of an explicit focus on serving as
alink between the JAS and the Netherlands central policy framework.

While MFA guidance states that MASPs should cover “... all areas of integrated foreign
policy,” the first generation MASPs are strongly focused on the development co-operation
aspects of the embassy’ s programme. In the two countries visited by the DAC Peer Review
team, Bangladesh and Uganda, the MASP covers only core bilateral development
co-operation and the two embassies therefore do not have an overview of the full range of
Dutch activities taking place (including Dutch NGOs and private sector activities receiving
funding centrally managed in The Hague)."® In developing second generation MASPs, the
Netherlands could consider more focus on the non-delegated ODA programmes in the
country and with more scope for analysis of coherence with the broader political work of the
embassy, in line with the overall integrated approach to foreign policy.

Planning which aid modality to use: The Track Record

The Track Record (Box 10) is the most important tool for the Netherlands in selecting which aid
modality (project, programme or budget support) is most appropriate to use in a partner country.
Previoudly, the Track Record only assessed whether a partner country qualified for general budget
support but in 2004 the Track Record was restructured to assist in the overal choice of aid modalities.

13.

56

In Bangladesh, it is estimated that Dutch NGOs spend about EUR 13-14 million every year (80% of
which is funded by the MFA).
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It is an annual assessment framework that assesses whether a partner country is making sufficient
progress in reducing poverty, has adequately functioning economic structures and a government that is
able and willing to abide by its own rules and is capable of pursuing a meaningful dialogue in pursuit
of a development policy. Based on these anayses, the Track Record determines what level of
aignment is feasible in the partner country and what range of aid modalities (budget support,
programme, project) would be appropriate for the country context.

The Track Record does not prescribe which aid modality to choose, but indicates the available
scope and the preferred aid modalities within that scope. Its recommendations may be over ruled by
political factors (Box 10). Steps could usefully be taken to embed analysis of politica governance
more strongly within the Track Record (e.g. analysis of democracy and human rights could be more
central to the current governance assessment which is focused primarily on the public financia
management (PFM) assessment framework and cross-referencing with the external Kaufmann
indicators). This could reduce the frequency with which the Track Record analysis and
recommendation is over ruled by concerns around political governance.

Box 10. The Track Record analysis

The Track Record is an annual assessment framework that details and analyses partner country progress
in four cluster areas. A stand-alone review framework and reporting format has been developed for each of them:

e  The PRSP and the commitment to poverty reduction, assessed with a PRSP Review Framework.
e  The macroeconomic policy and business climate, assessed with a Business Climate Scan.
®  Good governance, including Public Finance Management, assessed with a PFM Review Framework.

e Dialogue and harmonisation, analysed using the explanatory notes on quality of policy dialogue.

Each of these four analyses includes a rating (good, satisfactory, unsatisfactory, bad). The Track Record
also includes a section on risk analysis and culminates in an overall rating for the partner country. Two external
benchmarks — the World Bank’s country policy and institutional assessment (CPIA) and the Kaufmann
governance indicators — are used to ensure ratings are roughly in line with those of other donors. Divergences
from these benchmarks must be explained. The overall rating indicates the level of alignment, and the
consequent aid modality, that is considered possible:

e |If the Track Record is generally satisfactory, then full alignment is considered possible and budget
support will be the preferred option.

e If the partner country fails to satisfy a number of basic conditions then partial alignment will be
preferred and SWAps and other sectoral support may be considered appropriate.

e If however the Track Record is broadly unsatisfactory, especially if this is due to lack of commitment to
poverty reduction, an inadequate macroeconomic policy or poor budget management, alignment is not
considered possible and only project approaches may be developed.

It should be noted that the Track Record does not proscribe which aid modality to choose, it indicates the
available scope and the preferred aid modalities within that scope. For example, even if fully aligned aid is
recommended, there is still scope for implementing a mix of budget support with other less fully aligned
modalities. In addition, if there are good reasons for deviating from the preferred choice indicated by the Track
Record, this can be done provided the reasons are explained. For example, wherever political factors have
played a decisive role in the choice of aid modality, the Minister for Development Cooperation will justify the
decision that has been reached in the ministry’s annual report.

Once the aid modality has been selected, an Activity Appraisal Document is prepared which
describes the assessment process, justifies the decisions and details the results to be achieved.
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The Track Record is primarily a planning and analysis instrument, but successive track records
will also alow long-term development in a country to be monitored.

Sector and activity monitoring

A new framework of activity and sector ratings has been developed to improve country-level
monitoring. The purpose isto assess the inputs, outputs, results, goals and sustainability of activitiesin
progress (activity ratings) and of overall sectors in which the embassy is active (sector ratings). In
2005, the MFA published its first Results in Development report (Chapter 1), which details
country-level results and links these to the Netherlands' inputs. The report does not attempt to attribute
results to MFA inputs or to identify causal links, but rather to show the relevance of Dutch inputs to
country-level progress that is being made. Results reports will be submitted to parliament on a
biannual basis and the Netherlands is encouraged to strengthen the links with the new monitoring
systems to ensure that information from the activity and sector rating feeds into the future reports.

Knowledge management

A new knowledge management system has also been rolled-out across the MFA since 2002. This
large-scale Enterprise Resource Planning (ERP) package — Piramide — includes al information from
the activity and sector ratings categorised with a new Policy Information Marker System (POLIS). The
package appears to provide an effective knowledge management system athough it is clear that
helping senior managers to see how they can make systematic use of the system in their work is a
frontier.

A challenge remains, however, to ensure that all relevant information, including output as well as
input information, is captured by the system. For example, track records and appraisal memoranda
might also usefully be included in Piramide. In addition, it is curious that even with the strong Dutch
focus on GBS, it is not a distinct category within Piramide but included in a broader ‘macro’ budget
line. A second challenge is to ensure that embassies make full use of the new system for knowledge
management and learning to inform policy dialogue and decision-making. This will require awareness
raising, training and incentives to improve data quality.

Possibilities for smplifying the planning and monitoring system

The Netherlands should be commended for its proactive efforts to develop an integrated planning,
monitoring and knowledge management system (Figure 1). However, the number of mechanisms now
being used (MASPs, Annual Plans/Reports, the Track Record and the Activity and Sector Ratings) add
together to congtitute a somewhat complex system. This risks being perceived by embassies as a
management burden rather than as a learning tool, especially as the guidance on how to use each
component of the system is extensive (e.g. the various detailed assessment frameworks that feed into
the track record analysis). The MFA has already initiated a review of the overall system and should act
on the findings of the review to identify where and how it can be simplified. For example, there might
potentially be scope for integrating the sector ratings and the track record. Links also need to be
systemised between evaluation and the integrated planning, monitoring and knowledge management
system.

In implementing the Paris Declaration on Aid Effectiveness, donors are moving away from
individual analyses and monitoring processes and towards jointly agreed performance assessment
frameworks, PRS monitoring systems, joint PFM assessments and other country-level joint review
processes. While these joint processes are feeding into and informing its monitoring systems, the MFA
recognises the need to make a greater and more systematic use of information generated through joint
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donor and partner country monitoring and reporting systems, to avoid duplication of analysis and
reporting and to help strengthen those joint systems. The locus of accountability needs to be in
providing results information to both the Netherlands and their partner country’s public and
parliament.

Figure 1. Integrated planning, monitoring and knowledge management
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Partner Country Context

Evaluation —ensuring relevance and quality

Evaluations focusing on broad policy and cross-cutting themes are generally undertaken by the
central Policy and Operations Evaluation Department (IOB). 10B was created in 1977 as an
independent “Inspection Unit” and in 1996 expanded to take on responsibility for evaluating foreign
affairs as well as development co-operation. 10B reports are high quality and have had major impacts
on the form and content of Dutch development co-operation over the years. For example, at the time
of the DAC Peer Review mission to The Hague, mgjor and timely evaluations on both the Sector Wide
Approach (Chapter 3) and on Humanitarian Aid (Chapter 7) were being completed and the findings
and implications were being widely discussed throughout the ministry. The Minister for Development
Cooperation prepares an official policy response in the form of aletter to parliament.

In 2006, the MFA decided to overhaul the evaluation planning process. Until now, 10OB has had
control over determining which programmes or themes to evaluate, writing the evaluation Terms of
Reference, conducting the evaluation with the assistance of commissioned external consultants and
writing the fina report. While this independence has been a long-term strength of 10B, the MFA has
identified a problem with the extent and timeliness with which findings and recommendations are
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feeding back to policy makers. The MFA has therefore decided to move responsibility for selecting
which programmes or themes to evaluate from OB to the policy makers and the Directors-General.
There is concern among 10B staff that this could undermine IOB’s capacity to determine in which
areas it should play a challenge function to the policy community and the independence of evaluation.
At the same time, it is acknowledged that enabling the policy and operational departments of the MFA
to actively engage in evaluation programming and provide suggestions to determine which evaluations
are needed will create a demand-driven approach and may well serve to increase the extent to which
evaluations are timely, relevant and able to inform and influence the policy community. In the new
situation, the MFA should ensure that, to safeguard evaluation quality, 10B retains its independence
for managing the eval uation once the subject has been determined and for reporting and making public
the findings. Mechanisms could also be developed to create more of a joint planning process,
potentially enabling 10B to continue to play a challenge function in more difficult policy areas while
also adapting to the more systematic demand-driven relationship with the policy community.

IOB evauations are complemented by decentralised evaluations, undertaken by policy
departments and embassies and focused more on routine and operational feedback. Successive DAC
Peer Reviews have identified problems with these evaluations, highlighting in 2001 that the overall
feedback system was “... uneven in quality, not yet systematic in its approach, and with a tendency to
be informal and anecdota”. The MFA itself also identified pervasive weaknesses in the decentralised
evaluations including very limited insights into programme efficiency, limited insights into
effectiveness and limited feedback to the policy cycle. The Netherlands should be commended for
taking steps to address these weaknesses, including setting up an 10B help desk to regularly review
the quality of decentralised evaluations and to advise operational staff undertaking such evaluations
and revising the ministry’ s evaluation guidelines.

A question for the future is how to move towards an evaluation programme that is driven by the
joint needs of multiple donors and of partner countries. In 2006, the DAC agreed new “Guidance for
Managing Joint Evaluations’, which highlights the benefits of joint working for addressing
multi-agency impacts beyond the results of one individual agency. This is seen as increasingly
important in a context in which significant quantities of aid are provided through joined-up modalities
such as basket-funds, sector-wide approaches and budget support and within the frameworks of
co-ordinated and joint assistance strategies. Most importantly, the guidance sets out the aim of the
evaluation community to move towards an agenda set jointly with the partner countries and meeting
their learning and accountability needs. IOB has played a valuable role in a number of past joint
evaluations, notably in leading the Joint Evaluation of External Support to Basic Education in
Developing Countries. The chalenge now, with responsibility for determining evaluation
programming moving to the policy side of the department, will be to ensure continued joint planning
with other donors and to move towards both centralised and decentralised evaluation agendas set
jointly with the partner countries.

Future consider ations

e The Netherlands should be commended for its proactive efforts to develop an integrated
planning, monitoring and knowledge management system. However, the MFA is encouraged
to consider the best way to simplify the planning and monitoring system, potentialy by
combining certain of its components.

e The Netherlands could move away from positioning the MASP as an “internal planning
document” towards a more collaborative approach involving key stakeholders, especially the
partner country, in shaping embassy strategy. It would also be useful to make the MASP
public once it is agreed (or as much of it as is possible). In addition, MASPs could be
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produced and amended on more of arolling basis, to better enable amendments in view of
changes in the country context.

e Challenges remain with the new knowledge management system, including ensuring that
awareness raising, training and incentives are introduced to improve data quality and to
ensure that embassies and senior management make full use of the new system.

e |n the context of responsibility for evaluation planning moving from IOB to the policy
community, the MFA is encouraged to ensure that, to safeguard evaluation quality, |OB
retains its independence for managing the evaluation once the subject has been determined
and for reporting and making public the findings. Mechanisms could also be developed to
create more of a joint planning process, enabling 10B to continue to play a challenge
function in more difficult policy areas while also adapting to the more systematic
demand-driven relationship with the policy community.

e DGIS could usefully undertake further work on clarifying the role and value added of
Country Teams (composed of representatives from across the DGIS thematic departments)
while also ensuring incentives for both Country Teams and Regional Departments to provide
demand-driven support services to embassies.

e The MFA should strengthen its efforts to maximise the potential of existing human resources
by continuing to work to ensure that embassies have the right skills mix and capacity levels.
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Chapter 6

Country Operations

Overall Dutch approach to aid effectiveness

With its long-standing commitment to partner country-led approaches to poverty reduction,
concern about aid effectiveness is not a new item on the Dutch policy agenda. The Netherlands
commitment to harmonisation and alignment is embedded in its 2003 policy memorandum (MFA,
20034): “The Netherlands wants to take donor co-ordination a step further towards harmonisation.
Donors and partner countries must therefore do more to convert the arrangements they have made into
long-term/multi-year agreements and harmonised funding of budget items (sector programmes) or,
where possible, the general budget.”

Response to the Paris Declaration on Aid Effectiveness

The Netherlands is committed to implement the principles from the 2005 Paris Declaration on
Aid Effectiveness. The MFA intends to develop an aid effectiveness action plan which will be based
on the outcome of the survey launched by the DAC in 2006 to establish the baseline for the monitoring
of the Paris Declaration. The Netherlands views the Paris Declaration in continuity with previous
efforts, including commitments at the EU level and the “Joint Action Plan for Effective Aid Delivery
through Harmonisation and Alignment of Donor Practices’ adopted by the Nordic+ countries in the
wake of the 2003 Rome Declaration on Harmonisation. In 2004 the Netherlands developed a
multi-year Harmonisation Plan in order to trandate its overall policy commitment into results to be
achieved by 2008. The MFA identified 18 “front-runner” countries™ among its 36 partner countries
where significant progress could be achieved on the basis of the following objectives: i) reach
operational harmonisation (namely pooled funding) in 80% of the priority sectors (against a basdline
of 53%) and operational alignment (namely budget support) in 50% of the priority sectors (against a
baseline of 24%); ii) reach at least policy alignment (PRSPs and SWAps) in all priority sectors
(against a baseline of 84%); and iii) increase co-operation with EU Member States in accordance with
EU agreements (including the EU road maps at the country level).

Although the Netherlands does not yet have a specific aid effectiveness action plan, Dutch
commitment is now embedded in the annua budget process. Since 2006, the explanatory note to the
MFA’s annua budget, which constitutes an important policy reference for the ministry, makes a direct
reference to the Paris Declaration. One of the eight policy clusters of this budget (Chapter 2) is entitled
“more prosperity and less poverty” and is articulated as five operational targets, one of which deals
with “enhanced aid quality and effectiveness’. The indicators identified to measure progress mirror
those from the Paris Declaration and propose steps on an annual basis towards the achievement of the
Paris targets for 2010. Dutch embassies are responsible for the implementation of the Paris

14, Denmark, Finland, Ireland, the Netherlands, Norway, Sweden and the United Kingdom.

15. Are included: Bangladesh, Benin, Bolivia, Burkina Faso, Cape Verde, Egypt, Ethiopia, Ghana, Mali,
Mozambique, Nicaragua, Rwanda, Senegal, Tanzania, Uganda, Vietnam, Y emen and Zambia.
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Declaration, with multi-annual strategic plans and annual plans as operational instruments used for
defining strategies and results and reporting on progress.

While there is concrete action on the ground to implement the Paris Declaration, there is a
communication gap that the Netherlands is planning to address. The Paris Declaration and its five
pillars (ownership, alignment, harmonisation, management for results, and mutual accountability) call
for a degree of commitment going beyond previous initiatives focusing on harmonisation. A more
explicit and detailed policy statement (or action plan) will help the Netherlands to: better guide actions
and ensure consistency in support of implementation, and to monitor progress at the country level. For
example, the 2006 annual plan for Uganda does not go further than stating that the embassy will
“... pro-actively promote harmonisation and alignment as laid down in the Paris Declaration”,
including “... by actively participating in joint analysis such as the Uganda Joint Assistance Strategy
(JAS) and priority setting via the Poverty Eradication Action Plan (PEAP)”. Y et there is scope in both
Uganda and Bangladesh for more effective alignment and harmonisation, including when assistance is
provided through sector-wide approaches. The scope of action with respect to the 18 partner countries
which were not among the front runners in 2004 deserves more attention, especially in light of the
need to work more effectively in fragile states and to consider the aid effectiveness agenda in other
more difficult environments such as when there is deteriorating governance performance undermining
the level of aignment.

Effortstoincrease aid effectivenessin practice

A number of initiatives testify to the institutional integration of harmonisation and alignment. The
Effectiveness and Quality Department (DEK) was established in 2005 (Chapter 5). Earlier, in 2002,
the Harmonisation Desk at the Financial and Economic Affairs Department (FEZ) and a ministry-wide
harmonisation network were set up. The elaboration of the Track Record (Chapter 5) as a tool for
selecting aid modalities is an important element of the Dutch approach. In this context, the degree of
decentralisation of the MFA and the role of embassies at the country level, combined with the quality
and dedication of staff, can constitute additional assets.

A key step was the decision in 2003 to increase the concentration of bilateral aid. As compared to
many other DAC members, the Netherlands has already come along way in this respect. In each of its
36 partner countries, the Netherlands has decided to focus on a maximum of two to three sectors (out
of five possible priority sectors).)” In practice, governance and private sector development as
cross-cutting themes constitute two additional areas of focus and some associated dispersion. In terms
of anaytica and management needs for the full range of issues on the agenda, the situation in
Bangladesh and Uganda (Boxes 11, 12) suggest that the embassies could benefit from further focus.

The Bangladesh MASP (2005-08)"® identifies three priority sectors: water, education, and health.
It was decided to phase out of rura electrification because of the limited value-added of the Dutch
contribution to this sector as compared to other donors. As cross cutting issues, it was decided to
maintain a strong focus on gender and to develop a governance strategy involving mainstreaming in
al sectors but also a separate programme (ingtitutional and financial aspects including planning and
budgeting, capacity development and corruption; human rights; and democracy). In addition, the

16. Afghanistan, Albania, Armenia, Bosnia, Colombia, FEritrea, Georgia, Guatemala, Indonesia,
Macedonia, Moldavia, Mongolia, Pakistan, Palestinian Territories, Surinam, South Africa

17. Priority sectors include: education, environment, water, HIV/AIDS, sexua and reproductive health
and rights.

18. Dutch annual bilateral commitments amount to EUR 41 million.
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embassy intends to further explore opportunities for supporting private sector development (both in
improving the enabling environment and in stimulating Dutch private investment).

Box 11. DAC Peer Review visit to Bangladesh (5-9 March 2006)

Since the 1990s Bangladesh has recorded impressive economic performance (4-5% economic growth
annually) and social gains (improvements on a number of social indicators). The state has encouraged the
emergence of a vigorous private sector through sound macroeconomic management and trade liberalisation and
has emphasised pro-poor expenditures in public resource allocation. A vibrant civil society deeply rooted at the
community level has been instrumental in mobilising people in various social and economic activities that have
proved critical for progress in rural areas. Bangladesh remains the country with the third largest number of poor
people in the world (nearly half of its 130 million people live in poverty) and ranks 139 out of 177 on the 2005
Human Development Index. Pockets of extreme poverty persist and inequality is increasing. Political risks
(worsening political climate and deterioration in law and order with increased violence) and major governance
weaknesses (decreasing political support for reforms and weak implementation capacity) constitute serious
obstacles to the acceleration of economic growth and successful implementation of the poverty reduction
agenda.

The updated PRSP “Unlocking the Potential” was released in 2005 and stresses the links between
investment, growth, job creation and poverty reduction. The PRSP focuses on the following pillars:
i) macroeconomic environment for pro-poor economic growth; ii) critical sectors for pro-poor economic growth;
iii) effective social safety nets and targeted programmes; and iv) human development. The government also
launched in 2005 the PRS Implementation Forum, an annual high-level process to monitor the PRSP
implementation. This is an important step in shifting to a government-led aid co-ordination process. The four
largest donors (Asian Development Bank, World Bank, Japan and United Kingdom) have developed a joint
assistance strategy in an effort to harmonise their support for the PRSP and invited other donors to join the
process in 2006. Progress in alignment and harmonisation also features in the health and education sectors
where donors support SWAps through pooled-funding arrangements. Although ODA accounts for 2% of
Bangladesh’s GDP it represents as much as 50% of public expenditure in the health and education sectors.

In a country where 80% of ODA is provided by the above four donors, the Netherlands faces the challenge
of identifying its comparative advantage. However, the Netherlands is recognised for its long-standing expertise
and consistent support to the water sector since the 1970s and its valued-added in building physical and social
infrastructure (notably by promoting participatory approaches). The Netherlands was also a key player in
promoting SWAps in health and education and its substantive contribution - notably on gender issues - to
sector-level policy dialogue is valued even though it is not a lead donor in those areas. The Netherlands is
recognised for its flexible and responsive approach which is facilitated by its decentralised system. Dutch
development co-operation in Bangladesh could benefit from addressing the following issues:

®  Because of the high level of harmonisation among donors and a degree of dispersion in the Dutch
programme, there appears to be a policy dialogue gap. Other donors indicated to the DAC Peer
Review team that they were not sufficiently familiar with the Dutch development policy priorities and
had the impression that the Dutch embassy kept a low profile. The Netherlands could identify ways of
playing a more prominent role in macro-level policy dialogue and explore ways of addressing
governance reforms in a more systematic way.

e  Joining the JAS process could be a useful opportunity for the Netherlands to strengthen its programme
focus on the basis of division of labour with other donors and to update the MASP. It could also
provide a basis for strengthening overall policy dialogue with the government of Bangladesh in
collaboration with other donors.

e  Building on its experience in developing the health and education SWAps and its long-standing
involvement in the water sector, the Netherlands could be instrumental in promoting a more
programmatic approach in this sector.

e |t could be important for the Netherlands to review its approach to capacity development and the
relative levels of support it is providing to NGOs versus the assistance given to government for service
delivery. Favouring the relatively well performing non-governmental sector for service delivery could
undermine efforts to build up the necessary government capacity. A long-term and comprehensive
strategy for building government capacity would be useful.

e  Arecent decision to provide no more funding to the government and to redirect Dutch bilateral funding
for the water sector through multilateral partners because of growing concerns about the risk of
misuse of Dutch ODA raises questions about how to best tackle corruption and manage its associated
risks.
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The Uganda MASP (2005-08)" identifies three priority areas: i) education; ii) justice, law and
order; and iii) decentralisation. In addition, the embassy focuses on cross cutting themes such as
gender, human rights and corruption. Increased focus on improving the enabling environment for the
private sector and the creation of PPPs has been identified as a potential areafor future devel opment.

Box 12. DAC Peer Review visit to Uganda (1-5 May 2006)

Uganda has long been considered an African success story. The National Resistance Movement, which
took power in 1986, restored peace and stability after decades of conflict and misrule. Strong economic
management and structural reforms have resulted in macroeconomic stability and sustained high rates of
economic growth (6% annual average since the early 1990s). Partly because of pro-poor spending, the incidence
of poverty declined from 56% in 1992 to 34% in 2000 (but was up to 38% in 2003). Uganda remains one of the
world’s poorest countries (per capita GDP of USD 285 in 2005), ranking 144 out of 177 on the 2005 Human
Development Index. Progress in raising per capita income has been undermined by high population growth
(3.4% annual average during the 1990s). The HIV/AIDS pandemic had a devastating impact on the population
throughout the1990s, but there was a drastic reduction in HIV prevalence from 20% to below 10% with levels
stabilised now around 7%. Development remains uneven in the country and the conflict-affected North remains
the poorest region (63% poverty incidence).

In the early 1990s, while targeted interventions were carried out to alleviate the adverse social costs of
structural adjustment, concerns emerged about the need to address poverty more comprehensively. Uganda’s
first PEAP was approved in 1997 and served as a model for the now internationally standard PRSPs. The PEAP
2004 is built on five pillars: i) economic management; ii) competitiveness, production and incomes; iii) security,
conflict resolution and disaster management; iv) governance; and v) human resource development. Uganda was
also the first country to qualify for Heavily Indebted Poor Country (HIPC) and the first recipient of the World Bank
Poverty Reduction Support Credit (PRSC). The PEAP provides a sound framework for alignment and
harmonisation. The PEAP 2001 introduced partnership principles for guiding donor behaviour and in steering
donor-government co-operation. These principles established the importance of general budget support for
increasing aid effectiveness. The adoption of the PEAP 2004 provided the opportunity for donors to develop a
JAS! aligned behind the government's own programme. Uganda is highly aid-dependent, with aid flows
accounting for 11% of GDP and 50% of public expenditure. The government is concerned about the adverse
macroeconomic effects that could result from high levels of aid and imposes strict sector expenditure ceilings.

The Netherlands is a credible partner respected by the government, civil society and other donors. The
strength of Dutch development co-operation is derived from its constructive contribution to policy dialogue. The
ability of the embassy to be flexible and responsive is a clear indication of the value of having a decentralised
system. The Netherlands is among the lead donors in several areas (budget support, governance and gender). In
2003, the Netherlands was also instrumental in raising awareness among the international community for the
need to resolve the conflict in Northern Uganda. The Netherlands has maintained the political momentum of its
support through an active participation in political dialogue for conflict resolution while providing timely and
un-earmarked funding in support of humanitarian relief (Chapter 7). The following issues need further attention:

® A key challenge facing the Netherlands and other donors is how to maintain focus on ownership and
not undermine alignment and harmonisation achievements if governance further deteriorates in the
wake of the 2005 constitutional amendments and subsequent concerns around human rights. There is
a need for a more harmonised budget support process, particularly greater clarity and consistency in
using conditionality.

e The need to increase focus on local governance will become even more critical in the context of
transition from humanitarian relief to recovery in northen Uganda.

e  Given the high levels of budget support and humanitarian assistance in Uganda, control of the majority
of funds was not delegated to the embassy at the time of the DAC Peer Review team’s visit. In the
meantime, the MFA has reviewed the situation and has decided to include budget support in the
embassy’s delegated funds (Chapter 5).

e In light of the long history of donor co-ordination in Uganda and the recent JAS, the Netherlands is
encouraged to review the role of the MASP in such a context.

19. Dutch annual bilateral commitments amount to EUR 40 million (excluding humanitarian aid).
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e In light of the ambitious Dutch agenda, the embassy’s capacity is overstreched. Despite the main
focus on two areas, cross cutting issues create additional demands in terms of analytical and
management capacity.

1.  Initial JAS partners included: AfDB, Austria, Germany, Netherlands, Norway, Sweden, United Kingdom and the World
Bank. Others have joined in the meantime.

Owner ship: Promoting country led appr oaches

Implementing Dutch development co-operation through partner country-led strategies became
official policy in the mid-1990s. At the very preliminary stages following the introduction of PRSPsin
developing countries, the Netherlands committed to use such frameworks for the programming and
implementation of bilateral co-operation. In the view of the MFA, partner country ownership is,
however, not restricted to governments. Civil society is also expected to play a role in shaping the
development agendain partner countries. The Netherlands is committed to encourage the participation
of civil society in the preparation and monitoring of PRSPs. Its support to gender mainstreaming has
been key in strengthening a stronger voice of civil society partners (Chapter 3).

The need for the MFA to achieve input targets (Chapter 1) may complicate the embassies
programming process and could potentially undermine partner country ownership and Dutch efforts to
align with partner country-led priorities and to promote complementarity among donors. In Uganda,
the embassy has ample room to resist the pressure from headquarters to increase spending on
HIV/AIDS and water and is able to respect the Ugandan government’s strict discipline on sector
allocation ceilings.

Alignment and harmonisation: A strong focus on programme-based approaches

As early as 1999, the MFA introduced SWAps as the organising principle for Dutch bilateral
development co-operation. This principle has been reaffirmed in the 2003 policy memorandum
“Mutual interests, mutual responsibilities’. A central feature of the sector approach in Dutch
development co-operation transates operationally into “... on-budget where possible, off-budget
where necessary”. In terms of aid modalities, “... programme aid, and where possible budget support,”
is the preferred form of aid. The Netherlands considers budget support as the most effective form of
aid since it ensures that recipient countries assume responsibility for implementing their own
development agenda and contributes to a better alignment of aid with partner countries’ policies and
systems. This means that while project funding is not excluded, individua projects will be financed
only if they directly support the sector policy or facilitate the piloting of innovative concepts, and
provided that the proportion of projectsis gradually reduced.

In recent years, the MFA has introduced and refined various instruments to improve the process
of selecting aid modalities and assessing the effectiveness of aid interventions. These include MASPs,
the Track Record, and activity and sector ratings, which are all discussed in Chapter 5. The
Netherlands is aware that the choice of aid modalities is not simply a technocratic process but must
combine an instruments-based approach with political analysis. However there is scope for embedding
the analysis of political governance more strongly within the Track Record.

According to the MFA (MFA, 20064), in 2004 close to 50% of “Dutch bilateral aid” (namely
resources available for bilateral country programmes, which means about 10% of total ODA) was
spent through programme-based approaches in partner countries which have signed the Paris
Declaration and 37% in all countries, againgt a target of 66% by 2010. The share of budget support
alone was 20% of “Dutch bilateral aid”. There are mgjor variations across sectors (61% in education,
48% in health and 10% in environment) and countries (85% in Uganda and 21% in Bangladesh).
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SWAps

The Netherlands does not view SWAps simply as a technical or funding mechanism. The
sector-wide approach is based on the principle that donors should jointly support the long-term
development and implementation of policy for a sector or sub-sector, with the partner country taking
the lead. This is, in principle, a systematic approach aimed at strengthening capacity in the partner
country at al levels — macro, meso and micro — and hence at creating the basic conditions for more
effective poverty reduction. Political issues such as access to public services, the ability to participate
in decision-making processes and transparent budgets and expenditure are at the heart of the approach.
The Netherlands has demonstrated its leadership in successfully promoting SWAps even in areas that
do not lend themselves easily to such approaches (Boxes 13 and 14).

The 2001 DAC Peer Review noted a number of over-ambitious expectations concerning the
Dutch policy on sector approaches with respect to the pace with which such approaches should be
introduced. In practice, and in the light of field realities, embassies have adopted a pragmatic approach
and shifted to sector approaches progressively. The introduction of SWA ps has entailed many changes
that embassies have addressed on a learning-by-doing basis with support initially provided by a
cross-organisational SWAp support group based in headquarters. With the creation of DEK
(Chapter 5) there is now a SWAp “help desk”. The MFA has been keen to learn from its experience
and consequently regularly updates the main SWAp reference document (MFA, 2004b) which looks at
both the operational and organisational implications for Dutch development co-operation. Findings
from a recent evaluation (Chapter 3) raise the challenge of monitoring grass roots developments and
trends while engaging fully in macro policy dialogue. The Netherlands is aware of the need to
strengthen monitoring systems in partner countriesin this context.

Box 13. Education SWAp in Bangladesh

In 2001 the Netherlands, together with DFID, took the initiative to promote the preparation of a SWAp in
support of Bangladesh’s second Primary Education Development Programme (PEDP). The embassy funded a
review to draw lessons from the first PEDP and also provided expertise and backstopping on gender issues. As a
result, the second PEDP focused on improving both access to primary education for poorer segments of the
population by introducing targeting (geographical and social strata) and quality of education.

The PEDP represents a major harmonisation achievement including four multilateral and seven bilateral
partners. Eight donors support PEDP through pooled funding under the leadership of AsDB while three other
donors make funds available through direct payments to service providers under bilateral agreements. At the
initiative of the Netherlands embassy, which chaired the PEDP donor consortium between 2002 and 2004,
donors agreed to a Code of Conduct, which set guiding principles for open and transparent co-operation.
Principles include: channelling donor funding through government systems using common procedures and
requirements; refraining from parallel funding of technical assistance; planning activities to be done jointly,
particularly for those which put demands on the time of government officials; communicating with government
and other stakeholders in one voice; participating in a joint review process on the basis of a common reporting
system. A common implementation structure with an AsDB-managed programme liaison unit serves as a
platform between donors and the government executing agency for dialogue and external monitoring and
evaluation. A similar code of conduct has been adopted for the multi-donor funding programme for non-formal
education with the Bangladesh Rural Advancement Committee (BRAC).
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Box 14. Justice, law and order SWAp in Uganda

In Uganda, justice, law and order (JLOS) is an institutionally complex grouping of more than ten different
institutions. Having realised that organising these institutions into a visible sector was the best way to get political
support for reforms, the main stakeholders within government decided to collaborate and align with the PEAP
priority of improving access to justice and its quality. This was the first attempt in Africa to have a JLOS
co-ordinated sector-wide reform policy around a medium-term sector investment plan (2001-06) and a unified
annual budget. A sector secretariat in the Ministry of Justice has day-to-day responsibility for managing the
SWAp and facilitating dialogue between the institutions involved in the process and other partners, including
donors and civil society partners. Oversight is ensured by the Steering Committee, comprising officials at the
highest level of each JLOS institution and the Ministry of Finance. A Technical Committee with several groups is
responsible for co-ordination at the operational level.

The ten donors involved in the process meet as a group on a monthly basis with a representative from the
Secretariat to discuss development in the sector as a whole and in specific institutions. Donors, together with the
Steering Committee, prepare the six-monthly joint government-donor review. Dutch support has been provided
since 2003 through general budget support with a notional sector earmarking. It is estimated that around 75% of
donor support to JLOS is currently provided as budget support for the period 2003-06. The Netherlands, which
chaired the donor group for the first three years, was a key partner in helping the government shape the SWAp
and forge consensus among various partners. The contribution of the Netherlands is appreciated because of its
thorough knowledge and credible experience, combined with a pragmatic and flexible way of operating. The
Netherlands was also instrumental in advocating the importance of strengthening the legal sector for reducing

poverty, which resulted in the JLOS integration in the PEAP revision in 2004.

JLOS provides promising achievements. In addition to greater government ownership for reforms in the
sector, a better understanding of a pro-poor approach to justice and a streamlined dialogue with donors, concrete
results have already been achieved, such as a reduction of case backlogs. A key challenge is to secure budget
allocations to this sector which is subject to overall sector expenditure ceilings imposed by the Ministry of
Finance. JLOS remains a non-priority sector and regularly receives less than its requested resource allocation.
The ultimate challenge will be to move beyond a good process at the operational level and produce results, in
terms of a well performing judiciary and police and establishing further rule of law in Uganda.

Budget support

The Netherlands is among the driving forces within the DAC promoting budget support. The
MFA uses this modality in 15 of its 36 partner countries and estimates that about 17% of its bilateral
country programmes was channelled through budget support in 2005 (from a level of 9% in 2001).
This represents 4% of total Dutch bilatera ODA as compared to a DAC average of 2.5%. The
Netherlands uses amix of GBS, sometimes with notional earmarking, and sectoral budget support.

Like other DAC members engaged in budget support, the Netherlands considers that this
modality is the ultimate recognition of partner country ownership and the simplest way for donors to
align with government priorities. The Netherlands also views general budget support as a key entry
point for policy diaogue. According to Dutch policy (MFA, 2003a), the following principles are
important when considering budget support: i) direct link with the PRSP process, which must tranglate
the MDGs into national policies and allow for partnerships, including with civil society; ii) effective
policy dialogue with the government on improving governance, including in its political dimension,
and reducing poverty; and iii) a results-based approach with clearly defined progress indicators for
ingtitutional and policy reforms.

With budget support, the management responsibility is transferred from the donor to the partner
country and the MFA considers that its responsibility ends once the funds are transferred to the
recipient government. The ministry is responsible for conducting an exante assessment of
management risks, monitoring, and applying sanctionsin case of misappropriation. The risks related to
the lack of good governance, corruption and weak institutional capacity are appraised annually as part
of the Track Record (Chapter 5). The Netherlands views corruption, which is endemic to many
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developing countries, as a serious management risk. It does not consider, however, that retaining
control of all aspects of project or programme management is a good way of tackling the problem of
corruption itself. The Netherlands prefers to exercise pressure on partner countries to stem corruption
and to encourage them, through aid alignment, to adopt more a transparent budget process and
increase accountability in aid spending.

The transition from managing “by” results to managing “for” results has led the MFA to change
its approach to conditionality. This has resulted in a shift from ex ante conditionality, in which a
certain number of requirements must be satisfied by the recipient country before aid can be given, to
ex post conditionality, which is performance driven. The Netherlands will consider sanctions only if
the underlying principles (chiefly good governance and commitment to poverty reduction) are no
longer adequately being met and the partner country shows no evidence of improvement. The
Netherlands is aware that any recourse to sanctions (a temporary or permanent suspension of future
programme aid) should in principle be harmonised and based on joint consultations to agree a
combined and coherent approach among donors. Such a decision should be made in response to the
lack of a positive outcome following the joint government-donor review. The preferred option remains
a graduated response based on dialogue with the government over two to three consecutive years. In
the context of budget support, monitoring is carried out on a multi-donor basis which can prove
challenging in difficult contexts such as Uganda (Box 15). The Netherlands is playing a constructive
role in this context. In line with the Nordic+ approach it is committed to harmonisation (including the
reduction in the number of indicators and conditionalities) and predictability (transparency and
consistency regarding the basis on which aid can be suspended, reduced or withdrawn).

Box 15. The Netherlands’ experience with budget support in Uganda

Uganda is a pioneer in budget support which currently accounts for more than half of its aid receipts. In the
early 2000s, the government of Uganda indicated a clear preference for budget support. The modality was
introduced in 1998, with the establishment of the Poverty Action Fund, with the aim of mobilising additional
resources for priority poverty reduction programmes in social sectors. This fund was resourced through savings
on debt service in the context of HIPC debt relief and notionally earmarked budget support from various donors.
The introduction of the PRSC by the World Bank in 2001 constituted the first unearmarked budget support
designed to support Uganda in the PEAP implementation. Meanwhile, there has been a large increase in budget
support, alongside growing donor confidence in the government’s reforms and performance. However, growing
concerns about political transition and the quality of the dialogue with the government, combined with on-going
concerns about corruption, led several donors, including the Netherlands, to cut budget support in 2005.

Donors in Uganda find themselves at a critical stage of alignment and harmonisation where consensus is
not easy to reach in a context of deteriorating governance and development performance. Although general
budget support in itself leads to alignment with government priorities and government systems, there is still scope
for greater harmonisation among donors. The JAS should provide a useful basis for further harmonisation in
approaches to budget support, including for alignment with the government budget cycle and the development of
a common performance assessment framework, two key issues as indicated below:

e  Budget support is provided by 13 donors through 34 different budget support programmes involving
different characteristics in terms of financial flows and disbursements conditions. Budget support
commitments and disbursements by different donors have yet to be fully aligned with the Ugandan
budget cycle to avoid short-term predictability problems. The diversity of budget support instruments
can also undermine the incentives provided by the policy dialogue and conditionality to maintain the
momentum of the reform programme.

e  Overlapping and competing performance matrixes and conditionalities undermine donors’ efforts for
more transparency and predictability. The PRSC matrix is used as the joint framework for policy
dialogue between the government and all donors involved in budget support and supports the
progress review of PEAP implementation. Bilateral donors, however, have also agreed to a separate
governance matrix' in the context of the Partners for Democracy and Governance Group (PDG) in
order to enhance the political governance dimension in the PEAP.
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About 60% of Dutch ODA to Uganda takes the form of budget support with notional earmarking for the
education and justice sectors. The Netherlands has been active in the PRSC donor co-ordination process and
has been instrumental in coordinating inputs from bilateral donors into this process. The Netherlands is keen to
promote convergence between the PDG governance matrix and the PEAP and ultimately the PRSC and had
previously advocated for the inclusion of stronger governance indicators in the PEAP matrix.

In the beginning of 2005, the Netherlands was among the first donors to question the relevance of
continuing budget support on the basis of the Track Record assessment resulting in the minimum score justifying
budget support. It therefore engaged very early on in a discussion with other donors through an extra review in
May 2005, which was negative and resulted in a decision by other donors to cut GBS. However, the Netherlands
was the last country to announce a cut in budget support, at the end of the year, following long debate in
headquarters. The Netherlands cut its budgetary assistance from a planned EUR 21.9 to 15.9 million for the
financial year 2005/06. The EUR 6 million cut was used for humanitarian assistance in Northern Uganda.

In the 2006 Track Record, Uganda does not meet the minimum requirements for full alignment and GBS.
However, a decision has been taken to continue with GBS as it is judged that the Track Record does not cater
adequately for a situation of gradually declining country performance - it only allows for a ‘sufficient’ or
‘insufficient’ score and the embassy does not consider it practical to cut GBS direct from 100% to 0%.
Nevertheless, the Track Record is a solid tool which needs to be better used as a decision-making and feedback
mechanism and could more strongly integrate political governance dimensions (Chapter 5). The decision has
therefore been taken to continue with GBS but to again reallocate EUR 6 million of the EUR 22 million total to UN
agencies and NGOs providing humanitarian aid in the north of the country.

On the basis of the experience in Uganda, it is important that the Netherlands continues to pursue efforts in
promoting a harmonised approach to conditionality. In a situation of gradually declining performance, the
embassy should have the authority to flexibly adapt its approach in close co-ordination with other donors. The
social and institutional consequences of sanctions should be fully taken into account and proper safeguards
should be developed against a rapid withdrawal of GBS. Because the situation may not evolve favourably, and
similar situations may arise in other countries, the Netherlands should discuss with other donors how to move
towards a graduated response mechanism which provides credible incentives for performance and long-term
predictability, protected from short-term political cuts.

The Uganda country study of the recent evaluation of budget support (IDD and Associates, 2006) provides
an overall positive assessment of budget support in Uganda. It confirms that budget support has had a major
effect in increasing total and pro-poor expenditures. Budget support has contributed to expansion in service
delivery although the quality of health and education services delivered by local governments remains low. The
influence of GBS on accountability shows mixed results. The overall leadership of the Ministry of Finance
remains strong. While there are signs of increased accountability through sector review processes, donors tend
to dominate the dialogue at the expense of domestic stakeholders, at the risk of decreasing political ownership.
The report therefore concludes that the rationale for GBS in Uganda remains valid despite the political and
institutional difficulties (although the report pre-dates the apex of the recent governance problems and the 2006
elections). It warns against the danger of reverting to project modalities. A number of recommendations
encourage the government and donors to review their strategies more systematically, with sector-by-sector
attention for the best fit between different instruments. Donors should also adapt GBS instruments so that they
can achieve a balance between support for long-term development strategies and the need to be responsive to
performance.

1. Key dimensions are: democracy, human rights, corruption, and the conflict in northern Uganda.

Capacity devel opment

The Netherlands considers that adequate country capacity is crucia for effective poverty
reduction and in achieving the MDGs. In principle, the Netherlands relies on SWAps which integrate
capacity building. In practice, it recognises that there is still need for specific support for planning,
sector management and public finance management.

Although the SWAp evaluation report (MFA, 2006b) indicates a significant decrease in the
Netherlands use of technical assistance, several recent IOB evaluation reports (MFA,
2003c - Bangladesh and Uganda country studies; MFA, 2006b) highlight room for continued
improvement. Dutch funded technical assistance, which used to be linked to specific Dutch funded
projects, could have been more effective if based on a more comprehensive strategy. Support to
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capacity building has tended to focus on human resources development and not enough on
organisational strengthening due to a lack of thorough institutional anaysis. Building on the
recommendations from the recent SWAp evaluation, the Netherlands embassy in Kampala needs to
review its support to capacity building at decentralised levels so as to improve service delivery. The
official answer isto work with SNV (Chapter 5) but this could prove difficult as the embassy reported
that this organisation, which used to have considerable experience in capacity development in
decentralisation, has yet to translate operationally its new mandate of providing advisory services.

The Dutch approach to capacity development is evolving in line with good practice identified by
the DAC’s Network on Governance. Because of the lack of institutional capacity and high fiduciary
risk, projects remain the preferred modality for Dutch support to water resource management in
Bangladesh and have an important technical assistance component. As most projects are jointly
implemented with the Asian Development Bank, technical assistance is frequently pooled and
increasingly using local expertise. In Bangladesh the Netherlands also supports the public financial
management reform process through a silent partnership with DFID for ajoint financing of the World
Bank led programme. In Uganda, the Netherlands is the only donor providing an unearmarked
financial contribution to the Public Procurement and Disposal of Public Assets Authority while other
donors fund capacity building activities separately.

As for many other donors, the challenge remains for the Netherlands to fully align and harmonise
support for capacity development. Because this new approach to capacity development involves a
different role for donors, in 2006 the MFA launched a support programme for institutional and
capacity development (Chapter 5) in order to enhance the capacities of embassy staff to better address
capacity development challenges.

Silent partnerships

Since 2003, the Netherlands has considered silent partnerships, in priority countries only, as part
of JAS processes which require a better distribution of labour among donors or when embassies lack
capacity to make a significant contribution in important priority areas of Dutch development policy. In
such cases, silent partnerships may provide a way to meet the Netherlands input targets® The
preparation of silent partnership agreements is often a cumbersome process and has been more
difficult than initially foreseen. Along with the Nordic+ countries, the Netherlands has developed a
template for joint financing arrangements in order to simplify the legal requirements before entering
such arrangements and to harmonise the conditions and procedures related to the implementation of
joint financing.

The DAC Peer Review team noted different approaches to silent partnerships in Bangladesh and
Uganda. In principle, the Dutch policy restricts silent partnerships to bilateral partners. In some cases,
the Netherlands tends to consider multilateral cofinancing as being similar to silent partnerships and
uses multilaterals to a significant extent as executing agencies- as is the case in Bangladesh. In
Uganda, the Netherlands is engaged in silent partnerships that do not involve any funding — for

20. Paradoxically, for a country which declares that it no longer run technical assistance programmes,
“technical co-operation” is as important as “project and programme aid” (Table B.2). However,
analytical work by the DAC Secretariat suggests that three-quarters of the aid reported astechnical co-
operation by the Netherlands to the DAC is extended in the form of projects and programmes carried
out in developing countries. Some work is under way within the DAC Working Party on Statistics to
improve the categorisation of such activities.

21. Because of the education 15% input target, the Netherlands is planning to develop silent partnership in
11 priority countries where education is not a priority sector.
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example in education the Netherlands represents DFID and on HIV/AIDS DFID represents the
Netherlands. This raises a number of questions about the exact meaning of silent partnerships,
including whether funds need to be involved and how silent the silent partner should be. While the
Netherlands is in principle interested in developing silent partnerships with other donors, some
representatives of the MFA acknowledge that it is a sub-optimal option compared to a more effective
division of sectors among the donors.

Aid untying

The Netherlands recognises the developmental advantages of untying aid and has promoted
various initiatives within the OECD and the EU in order to enhance the effectiveness of aid through
untying. A recent example includes Dutch efforts to persuade the EU to adopt a common position on
the changes needed to the Food Aid Convention, including a clause providing for further untying of
food aid.

In response to the 2001 “DAC Recommendation on Untying ODA to Least Developed
Countries’, the Netherlands established the LDC Infrastructure Fund (annual budget of
EUR 45 million) by reallocating the funds previously used for tied aid projects in LDCs. In a number
of countries, the Netherlands is playing a key role in strengthening the procurement systems.? In
2005, the Development-Related Export Transactions Programme (ORET) was modified. The
minimum level of Dutch component in the transaction was lowered from 60% to 50%. More
important, an untied component for LDCs was introduced. With the untying component, FMO (which
manages the programme on behalf of the Dutch Government) expects greater interest for ORET in
LDCs® The Netherlands is committed to provide exante notifications when possible. As the
responsibility for procurement rests with the recipient government, applications for ORET support can
sometimes be received after the procurement process has been completed. This explains the low level
of ex ante notification for untied ORET transactions.

In principle, the Netherlands is willing to support initiatives aimed at broadening the coverage of
the DAC Recommendation only if they are implemented on a reciprocal basis. In practice, there has
been a shift towards greater untying. Even before the DAC decided in December 2005 to remove the
threshold of SDR 700 000 (EUR 750 000) above which aid to LDCs had to be untied, the Netherlands
was aready applying a lower threshold of EUR 225 000. In Bangladesh and Uganda, the DAC Peer
Review team observed that technical assistance was not restricted to Dutch consultants. An additional
step would be to follow the example of other DAC member countries which have decided to fully
untie their entire aid. In 2001, a proposal from the Minister for Development Cooperation to abolish
the ORET programme was rejected by parliament. A forthcoming evaluation of the ORET programme
should prove highly relevant in this context, notably to determine the poverty reduction relevance of
activities financed under this programme.

22, In Uganda, where public procurement represents three quarters of total procurement, the Netherlands
supports the Public Procurement and Disposal of Public Assets Authority. This regulatory body,
established in 2003, is responsible for ensuring the application of fair, competitive, transparent, non-
discriminatory and value for money public procurement and disposal standards and practices.

23. Out of atotal ORET budget (EUR 95 million in 2005), a maximum of 30% is reserved for the untied
LDC programme. In 2005, there were 35 requests from LDCs (half the total).
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Management for results and mutual accountability

As detailed in Chapter 5, the MFA has made progress in establishing a comprehensive approach
to managing for results. In this context, the MFA recognises the need to make greater use of
information generated through partner countries monitoring and reporting systems (e.g. sector
reviews and performance assessments frameworks) in its own system.

The Netherlands, like other donors, will increasingly be expected to provide timely, transparent
and comprehensive information on aid flows and to disburse them as scheduled. This includes the
need for multiyear commitments. Instructions from headquarters for the preparation of multi-annual
strategic plans include an indication of annua country allocations for a four-year period. While
embassies are now allowed to commit up to 90% of their delegated funds on a multiyear basis without
time limit, budget support cannot be committed for more than four years in advance. Multi-year
commitments are included in bilateral agreements with partner governments and memorandums of
understanding when multi-donor financing isinvolved.

Future consider ations

o The Netherlands is encouraged to move forward with its plan to develop an overal ad
effectiveness strategy in order to better communicate how the Paris Declaration agendaisto
be implemented at headquarters and embassy levels in different partner country
circumstances. This action plan could include a strategy for what can be achieved in partner
countries where there is a less conducive environment for making progress on the aid
effectiveness agenda, including fragile states.

e |In conjunction with other donors, the Netherlands needs to clarify the approach to
conditionality in order to ensure that general budget support contributes effectively to both
ownership and predictability as well as poverty reduction objectives. This may require
strengthening the analysis of political governance in the Track Record. In this context, the
Netherlands is encouraged to continue its efforts, on the basis of transparent dialogue with
partner countries and in co-ordination with other donors, to promote convergence of different
performance assessment frameworks for general budget support.

e The Netherlands is encouraged to take further steps on aid untying and to assess the costs

and benefits of maintaining a partialy tied aid programme, including in terms of partner
country ownership and ongoing harmonisation efforts.
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Chapter 7

Humanitarian Aid

Humanitarian policies and principles

The Netherlands has been a consistent and strong participant in global efforts to respond to
humanitarian crises, whether natural disasters or conflict-related. It was among the countries which
initiated “The Principles and Good Practice of Humanitarian Donorship” (GHD) and has paid
attention to the need to trandlate the spirit and letter of the commitments embodied in that document
into policy and programming actions, as captured in a GHD implementation plan prepared in 2005.
The Netherlands has placed considerable emphasis on the need for donors to improve their behaviour
in terms of adopting a needs-based approach, harmonising their interventions and relationships with
operational agencies (with particular attention to predictability of support) and improving
co-ordination throughout the globa humanitarian system. The Netherlands has been among those
donors leading the discussion in 2005 on how to improve system response to sudden onset crises,
notably through the enlargement of the Central Emergency Response Fund (CERF).%

As part of its efforts to address systemic issues as well as achieve progress on major policy
issues, the Netherlands has invested in a good dialogue with United Nations (UN) agencies and the
International Committee for the Red Cross (ICRC). This dialogue has been the vehicle by which the
Netherlands has communicated its clear - and high — expectations on the building of a body of good
practice, especially with regard to the UN Office for the Coordination of Humanitarian Affairs
(UN-OCHA). As well as looking at improving institutional performance, the dialogue has also
incorporated significant elements of Dutch advocacy on such humanitarian policy issues as the right to
protection, curbing illegal trade in small arms, and needs-based programming. It is interesting to note,
however, that notwithstanding the priority attached to these efforts, the Netherlands has as yet no
overal humanitarian aid policy framework, which could serve as a vehicle for stimulating discussion
around priority issues and inform operational partners of Dutch policy principles and the expectations
of the government with respect to harmonisation and coherence.

The Netherlands humanitarian aid programme is global in character. In practice there is a degree
of focus in the following nine regions retaining a useful and essential degree of flexibility:
Afghanistan, Angola, Great Lakes (Burundi and Democratic Republic of Congo), North Caucasus,
Somalia, Sudan, Uganda and West Africa (Céte d’ Ivoire, Liberiaand Sierra Leone).

There has been a conscious effort in recent years to move from a predominantly
operationg/delivery focus in terms of headquarters attention to a policy focus, though without
overlooking the need to monitor delivery quality. In this respect it is worth noting the Netherlands
willingness to consider different funding arrangements, such as the pooled funding approaches being
tested in Sudan and in the Democratic Republic of Congo. Attention has also been given to the

24, The CERF is administered by the United Nations Emergency Relief Coordinator and aims to ensure a
more predictable and timely response to humanitarian crises. The target is to mobilise
USD 500 million and the Netherlands is the fourth largest contributor having pledged USD 24 million.
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challenges involved in moving in a post-crisis context from emergency responses to reconstruction,
rehabilitation, reconciliation and restoration of affected populations’ livelihoods. Instruments such as
the Stability Fund have been created to facilitate this transition (see section below on policy coherence
for discussion).

An evauation of Dutch humanitarian aid was done in 2005 by the Policy and Operations
Evaluation Department (I0B), covering activities undertaken from 2000 to 2004/05. At the time this
analysis was prepared by the DAC Peer Review team, the report was not available publicly. It is
understood, however, that the report concludes that the Netherlands has respected humanitarian
principles, has advocated for co-ordination and for policy changes consistent with Dutch foreign
policy and humanitarian principles, has provided relevant and effective financial and other support and
has taken an integrated approach on policy. It would be useful for other bilateral humanitarian aid
donorsto be able to draw from the Netherlands experience in assessing how successful its efforts have
been with respect to improving the effectiveness and coherence of its humanitarian aid and that of its
operational partners. In that respect sharing in synthesis form the findings of the IOB evaluation could
be a valuable service to humanitarian practitioners and facilitate joint progress to achieving the GHD
objectives.

Organisation and management

The Humanitarian Aid Division (DMV/HH) is situated within the Human Rights and
Peacebuilding Department (DMV) which reports both to the political director-general (DGPZ) and to
the international development director general (DGIS) of the Ministry of Foreign Affairs (MFA
organisational chart available in Annex D). This headquarters unit has ten policy staff and four support
personnd. There are hardly any dedicated humanitarian aid staff in partner countries, though policy
monitoring expectations of certain embassies in conflict-prone or affected countries are high as
observed by the DAC Peer Review team during its mission to Uganda in May 2006 (Box 16). Where
local co-ordination needs or headquarters expectations require a more active role by the embassy, the
MFA should consider augmenting embassy resources so as to benefit from speciaist expertise and
avoid pulling staff away from other priority tasks. The main concerns of the division are with respect
to the needs-based responsiveness of the organisations supported and the effectiveness of the
assistance provided. Financing agreements are in place with ICRC, OCHA, the UN High
Commissioner for Refugees (UNHCR), the World Food Programme (WFP) and the UN Children’s
Fund (UNICEF) which facilitate the channelling of the annual support from the Netherlands. Steps
have been taken to streamline the arrangements for co-operation with NGOs on humanitarian
operations.

The criteria for NGOs to qualify for support are clearly set out in the annual grant policy
framework for humanitarian aid available on the MFA’s website. This framework also emphasises the
importance of operational partners having adegquate knowledge, experience and capacity to carry out
the activity proposed. From 2006, operationa partners will be required to have a co-financing
capacity, either from own resources or from another donor, equivalent to 20% of the tota
project/programme budget.
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Box 16. Northern Uganda situation

Since 1986 northern Uganda has been ravaged by conflict, triggered first by Alice Lakwena and the Holy
Spirit Mobile Force and then by Joseph Kony and the Lord’s Resistance Army (LRA), a particularly brutal group
noted for abductions of children forced to serve as fighters and as sex slaves for LRA leaders. The result of the
LRA raids on villages and towns, the murders and mutilations and threats to the civilian population, has been the
displacement of up to 1.6 million people, most of whom now live in camps (sometimes called “protected
villages”). The Ugandan army has a significant presence in the north but has not consistently mounted
campaigns against the LRA, the leaders of which have in the past found haven in southern Sudan. Of late the
LRA has been roaming between Uganda, southern Sudan and eastern Democratic Republic of Congo, putting
peace processes in the latter two countries at risk. The origins of the conflict are linked to the historic division
between the north and south of Uganda and the role the northern Acholi people played in the period of the
country’s history between independence in 1962 and President Museveni's taking power in 1986. It is important
to note that northern Uganda has some of the highest rates of poverty in the country.

Many humanitarian agencies operate in northern Uganda, ranging from UN agencies such as the WFP,
UNICEF, and UN-OCHA to NGOs like Médecins sans Frontieres, AVSI and CESVI (Italian NGOs), OXFAM,
World Vision, and the Red Cross movement. Despite the presence of these entities, the conflict and consequent
humanitarian impact on the local population is often referred to as a forgotten crisis. The displaced persons
camps provide a form of protection for inhabitants but they also mean residents are vulnerable to abuse by
soldiers who are meant to protect them. Provision of health and education services is also limited, and the
populations are highly dependent on government and relief agencies for the basic means of survival. Political
efforts have been made from time to time to negotiate cease-fires and peace arrangements but with very little
success, partly because the efforts have received little support from the government and from donors. In late
2005 the International Criminal Court unsealed arrest warrants for the five top LRA commanders, though
execution of these warrants will depend largely on the Ugandan authorities’ actions.

The Netherlands has been providing significant levels of support to humanitarian agencies since 2003.
Consistent with its approach globally, support to the UN and the ICRC is provided early in the financial year, with
light if any earmarking and in response to Dutch concerns about the affected population’s access to health
services, water and sanitation and the need for protection. NGOs are funded, as elsewhere, on a project basis. In
2005 the planned amount of EUR 6 million was augmented by EUR 6 million transferred from general budget
support and a special contribution to the ICRC of EUR 1.5 million. Given the number of agencies and
organisations working in the region, the Netherlands is also supporting OCHA in its role as coordinator.
Identification of the partner agencies was done by the embassy in Kampala at the request of headquarters.
Though the embassy does not have a specific dedicated humanitarian officer, it has been able to maintain good
relations with the agencies benefiting from Dutch support which helps to inform the policy on assisting measures
to find long-term, sustainable solutions to the conflict. Liaison missions to the north are undertaken by the
Kampala embassy, in conjunction with a group of concerned countries (the Netherlands, the United States of
America, the United Kingdom and Norway) which is attempting to facilitate peace discussions and stimulate a
comprehensive, coordinated approach involving the three countries affected (Uganda, Sudan and the Democratic
Republic of Congo) with military and non-military aspects. This group of countries has had meetings with
President Museveni on protection questions, the future of the displaced persons camps, and peace discussions
with the LRA and other armed groups in the north and west.

On the basis of discussions with humanitarian agencies, co-ordinating institutions, local and central
government authorities and the Kampala embassy, the impression is that the Netherlands has been effective in
“punching above its weight” in terms of the quality and timeliness of its financial support and the importance of its
voice in drawing attention to the issues of protection, and the need for comprehensive programmes covering
multiple facets of the problem, including the links to development. The Netherlands political engagement,
including the role of the Minister for Development Cooperation in keeping attention on the crisis, is also valued by
partners. Consistent with its global policy emphasis on gender, the Netherlands has also maintained a high
profile in Uganda on the need to take action on violence against women, and on children’s rights which are
especially acute challenges in the north as traditional social structures have collapsed due to displacement and
the depredations of the LRA and local militias.
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Volume and distribution

According to DAC data (Table B.2), the Netherlands expenditures on humanitarian aid,
amounted to USD 495 million in 2005, accounting for 10% of the Netherlands total ODA. This
amount includes expenditures for assistance to refugees in their first twelve months of stay in the
Netherlands (USD 93 million in 2005), which are reported by the MFA in accordance with the DAC
reporting directives. Over the past decade, the Netherlands has reported amounts of USD 350 million
on average for emergency and distress relief with peaks of USD 500 million in 1999 and 2000. In
2005, the Netherlands pledged an additional® EUR 240 million for the Indian Ocean Tsunami,
EUR 40 million for emergency relief (of which 31 million were spent and 9 million reallocated to
so-called “forgotten crises” in Africa) and EUR 200 million for reconstruction.

Initial budget levels (Table 2), set at the start of the year, are topped up via reallocations and
overall increases in line with demand and at the direction of the two ministers involved, for Foreign
Affairs and for Development Cooperation. In 2004 and 2005 the disbursements were EUR 176 million
and EUR 216 million respectively (against initial allocations of EUR 100 million and
EUR 130 million). In general, the resulting allocation is 95% for complex emergencies and 5% for
natural disasters although these respective percentages can be very different depending on actual
events as was the case in 2005 for example. Within those broad alocations funding tends to be
distributed 75% to UN agencies and the Red Cross movement and 25% to civil society organisations.

Mine action is an important element of Dutch humanitarian aid, for which a distinct budget line
has been created. In 2005 this activity received an alocation of EUR 15 million. The areas of
particular attention for the Netherlands are: mapping and awareness; victim assistance; support for a
total ban on landmines; and local capacity-building for mine action. By and large the main partners
have been the UN mine action centresin seriously affected countries, the United Nations Devel opment
Programme (UNDP) and four international NGOs (Halo Trust, Handicap International, Mines
Advisory Group, and Norwegian Peoples Aid.)

In addition, the MFA estimates that the Netherlands' core contributions to UN humanitarian
organisations (WFP, UNHCR and the UN Relief and Works Agency for Palestine Refugees in the
Near East) amount annually to some EUR 80 million.

Table 2. The Netherlands humanitarian aid budget structure

2005 amounts in EUR million
Humanitarian aid annual budget allocation 130
Additional (including tsunami emergency relief) 99
Core contributions to UN humanitarian agencies 80
Humanitarian mine clearance 15
TOTAL 324

Projections of humanitarian aid expenditures are contained in the annual ODA budget message to
parliament. The MFA aims to provide un-earmarked, needs-based funding to its operational partners
and tries to have its funding arrangements in place by February of each year. This early commitment
of financial support iswelcomed by the partners, but its annual nature, given the protracted nature of a
number of humanitarian emergencies to which the Netherlands has attached a particular priority, could
be re-examined. Dutch support for the United Nations Consolidated Appeals process (UN-CAP) is
consistent, early and un-earmarked. While NGOs receive support from the Netherlands on a project

25. The Netherlands' Tsunami response was additional to the initial annua budget allocation for
humanitarian aid but not additional to the annual ODA budget.
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basis (with grants for up to two years), they must align their activities with the UN-CAP for the
country in question and accept co-ordination by OCHA.

There is scope for a consolidation of the budget structure. The current somewhat fragmented
budget presentation could be usefully reviewed to reinforce efforts to protect a minimum level of
humanitarian financing in future annual ODA budgets. With a view to improve the predictability of
Dutch humanitarian assistance and help reduce transaction costs for operationa partners, the
Netherlands could usefully review its funding arrangements for protracted complex emergencies,
including consideration for broader use of multi-year arrangements.

Poalicy coherence

The Netherlands' integrated approach to ODA policy-making and delivery facilitates achieving
coherence between humanitarian, development, diplomatic, defence and security policies. The
humanitarian aid division has made a deliberate effort to reach out within the MFA and work more
closely with other responsibility centres with the objective of achieving greater coherence of Dutch
positions. An interesting example of this has been the work done on civil-military co-operation
(CMC). The MFA invested significantly in discussions with the Ministry of Defence and was able to
issue ajoint policy paper in 2003 setting out the Dutch view on what CMC is and is not. As well, the
Ministry of Defence has assigned an officer to work with concerned divisions of the MFA to facilitate
smoother collaboration between the two organisations. A further example of approaches to coherence
is the inter-ministry work leading to the 2005 Memorandum on post-conflict reconstruction, published
jointly by the ministries of Foreign Affairs, Defence and Economic Affairs (Chapter 4). This
Memorandum is intended to guide integrated approaches, involving security, stability, governance and
socio-economic development in post-conflict situations, recognising that there is no tidy, clear
demarcation line between the humanitarian phase and reconstruction and rehabilitation.

The Netherlands Stability Fund was set up in 2004, to provide rapid and flexible support for
activities promoting peace, security and development in countries and regions where violent conflict
has erupted or threatens to erupt. Main areas of activity are: conflict prevention; conflict mediation;
peacekeeping and peacebuilding — including security sector reform; demobilisation and reintegration;
and mine action. The consequences of successful utilisation of fund resources would in a number of
cases be to reduce the need for humanitarian aid and facilitate the transition to reconstruction. It is
interesting to note that stand-alone activities are discouraged, that is to say that efforts will be made to
integrate Stability Fund use with other Dutch humanitarian and development and foreign policy
initiatives, in the priority areas of the Horn of Africa, the Western Balkans, and the Great Lakes region
of central Africa. It isaso valuable to note the explicit aim to take into consideration factors regarding
women, peace and security, as per UN Security Council Resolution 1325. The budget allocation for
the Stability Fund was EUR 82 million in 2005.

Cross-cutting and emer ging issues

The Netherlands support to operational partners requires the latter to take HIV/AIDS factors into
consideration, using the UN Inter-Agency Standing Committee’s “Guidelines for HIV/AIDS
Interventions in Emergency Settings’, though this could be made more explicit and situated in an
overall Dutch humanitarian aid policy statement. Similarly, the Netherlands could consider the value
of explicit gender-sensitive requirements guidance to operational partner agencies, given the high
proportion of women in crisis-affected populations, over and above the cross-cutting priority assigned
to sexual and reproductive health and rights within Dutch ODA.
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Future consider ations

e The development and publication of a comprehensive humanitarian aid policy framework
could be useful in drawing together the various elements of the Netherlands' involvement in
this area. This process could aso help in identifying those issues where further work needs
to be done.

e The funding arrangements for protracted complex emergencies, including consideration of
multi-year arrangements, could be reviewed in the light of experience with existing
instruments, including CERF, in order to improve the predictability of Dutch humanitarian
assistance and hel p reduce transaction costs for operational partners.

e Increased staff capacity should be considered, especially for those embassies in countries

where there are protracted crises or where there is a high probability of natural disaster or
conflict, i.e. the Horn of Africaand the Great Lakes region, or Indonesia.
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Annex A

The 2001 DAC Peer Review and Netherlands achievements

Key Issue Recommendation made in 2001 Achievements since 2001
ODA Continue to maintain the current strong The Netherlands has continued to achieve
commitment to high ODA levels, combined | 0.8% ODA/GNI. This target was reaffirmed in
with high quality and creative approaches the 2003 policy memorandum.
to development programmes.
Resource Continue to use developmentally In order to use resources more efficiently, the
allocation appropriate allocation solutions to a MFA decided in 2003 to focus bilateral

regularly growing ODA budget and give
special attention to adequate staffing.

assistance on 36 partner countries and, in
each of them, on 2-3 sectors.

Policy coherence
for development

Strengthen MFA analytical capacity to
pursue greater policy coherence among
Dutch actors and on the international
scene.

The MFA established a dedicated Policy
Coherence Unit in 2001 and identified
coherence as one of the main focal points of
development co-operation in the 2003 policy
framework “Mutual interests, mutual
responsibilities”.

Communications
between
headquarters and
the field

Initiate the actions necessary to effective
communications between headquarters
and the field, so as to redress any
perceptions of separation and to ensure
that perspectives from both ends are fully
understood and utilised.

Ensure that policy-making is fully informed
by the field perspective. Special note is
made in this sense of the need for policy
clarity relating sector assistance to budget
support and on the appropriate uses of
technical assistance in the field.

Embassies now notified at an earlier stage
about proposed new administrative
arrangements and policies. The development
of an enhanced planning and monitoring
system is improving the flow of information
between headquarters and embassies. The
establishment of DEK also contributes to
improve communication.

Civil society / NGO
targeting

Continue to actively collaborate with Dutch
civil society so as to address policy
coherence issues and other issues of
mutual interest concerning Dutch
development co-operation in headquarters
and abroad.

New NGO Co-financing System introduced
with more systematic MfDR approach to NGO
assessment and to promote complementarity
between the MFA policy and NGOs.

Aid untying

Pursue current intentions to bring Dutch
policy on tying in line with the April 2001
DAC agreement on Untying ODA to the
LDCs.

The Netherlands has untied aid in compliance
with the DAC recommendation. In principle the
Netherlands is in favour of broadening the
coverage of the recommendation if initiatives
are implemented on a reciprocal basis.
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Multilateral
co-operation

Maintain its active involvement in
co-ordinated actions with selected
multilateral agencies as well as in
European policy dialogue and
co-ordination.

The Netherlands is committed to increase
multilateral effectiveness and is preparing a
more systematic approach to performance
assessment focusing on 12 agencies.

Personnel policy

Develop a personnel policy for the
development co-operation operations of
the MFA that provides a useful framework
for the recruitment and assignment of
appropriate staff and generates accurate
information on developmental staff.

New policy document on careers in MFA
introduced and system of transferring staff to
new posts reformed.

Monitoring and

Undertake the actions necessary to

Very significant steps taken to develop a

evaluation creating an overall monitoring and comprehensive framework for planning and
evaluation system which allows for well monitoring, including introduction of Multi
informed management decisions and which | Annual Strategic Plans and systems of activity
is structured conceptually around learning. | and sector ratings.

Sector wide Further develop sector approaches and The Netherlands is playing a lead role in

approaches continue to engage key international promoting SWAps and budget support. The

partners in collaborative efforts to ensure
that country-owned approaches such as
the PRSP are rendered operational as
soon as possible.

proportion of Dutch ODA delivered through
programme-based approaches is increasing.
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Annex B

OECD/DAC Standard Suite of Tables

Table B.1. Total financial flows

USD million at current prices and exchange rates

Net disbursements

Netherlands 1989-90  1994-95 2001 2002 2003 2004 2005
Total official flows 2437 3152 3413 3778 5387 4577 -
Official development assistance 2316 2871 3172 3338 3972 4204 5115
Bilatera 1672 1973 2224 2449 2829 2670 3683
Multilateral 644 899 948 889 1143 1534 1432
Official aid 91 211 214 211 306 222 -
Bilatera 79 75 96 132 153 53 -
Multilateral 12 137 117 79 154 169 -
Other official flows 30 69 27 229 1109 151 -
Bilatera 30 69 27 229 1109 151 -
Multilateral - - - - - - -
Grantsby NGOs 219 310 240 257 379 412 422
Privateflowsat market terms 656 2465 -3454 6371 21405 27084 -
Bilateral: of which 868 2714 -2 313 -7255 20731 26562 -
Direct investment 840 1848 7183 3056 10309 10500 -
Export credits -59 -11 132 1088 2771 5541 -
Multilateral -213 - 248 -1142 884 674 522 -
Total flows 3312 5928 198 -2336 27171 32072 -
for reference:
ODA (at constant 2004 USD million) 3617 3476 4725 4550 4405 4204 5036
ODA (asa % of GNI) 0.93 0.79 0.82 0.81 0.80 0.73 0.82
Total flows (as a % of GNI) (a) 1.29 157 089  -0.36 3.04 2.46 -

a. Tocountrieseligiblefor ODA.

ODA net disbursements
At constant 2004 prices and exchangerates and as a share of GNI

1.20 4 r 5500
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0.94 left scale)
1.00 ( ) t 4500
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0.80 3 w500 E
r =]
———— =
= 070 B / ~—_ =
g Total ODA / _— \ L 3000 €
5 060 (right scale) L—T |
" L—T
© —_— / I 2500 D
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— L a
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0.30 - R \\~__,//“~ [ 1500
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Table B.2. ODA by main categories

Disbursements

Netherlands Constant 2004 USD million Per cent share of gross disbur sements
Total DAC
2001 2002 2003 2004 2005 2001 2002 2003 2004 2005 2004%
Gross Bilateral ODA 3563 3593 3415 3364 3711 72 75 73 69 72 72
Grants 3562 3585 3407 3363 3690 72 75 73 69 72 62
Project and programme aid 979 1031 739 744 973 20 21 16 15 19 16
Technical co-operation 945 698 759 663 600 19 15 16 14 12 20
Developmental food aid 19 9 20 2 - 0 0 0 0 - 1
Emergency and distress relief 425 289 341 339 495 9 6 7 7 10 8
Action relating to debt 248 468 283 231 325 5 10 6 5 6 8
Administrative costs 273 266 251 247 241 5 6 5 5 5 4
Other grants 673 823 1015 1138 1056 14 17 22 23 21 5
Non-grant bilateral ODA 1 8 8 0 20 0 0 0 0 0 10
New development lending - - - - - - - - - - 8
Debt rescheduling 1 8 8 0 20) 0 0 0 0 0 1
Acquisition of equity and other - - - - - - - - - - 1
Gross Multilateral ODA 1412 1212 1267 1534 1410 28 25 27 31 28 28
UN agencies 675 546 414 446 402 14 11 9 9 8 5
EC 289 286 401 383 425 6 6 9 8 8 10
World Bank group 171 103 300 545 309 3 2 6 11 6 7
Regiona development banks (a) 84 98 66 73 160 2 2 1 1 3 2
Other multilateral 193 179 88 87 114 4 4 2 2 2 3
Total gross ODA 4975 4805 4683 4898 5120( 100 100 100 100 100 100
Repaymentsand debt cancellation -250 -255 -278 -694 - 85
Total net ODA 4725 4550 4405 4204 5036 Contributionsto UN Agencies
For reference: (2004-05 Average)
Associated financing (b) 105 85 99 108 119 Other UN UNDP
ODA to and channelled through NGOs 2% 21%
- InUSD million 498 602 706 665 668
- In percentage of total net ODA 11 13 16 16 13 UNRWA
- Median DAC per centage of total net ODA 8 8 8 8 - 3%
a Excluding EBRD. WFP
b. ODA grantsand loansin associated financing packages. 4%
ODA flows to multilateral agencies, 2004 UTZ(D:/OEF UEEZA
R UNHCR
O Nether lands I DAC 12%
é Contributions to Regional Development
? Banks (2004-05 Aver age)
T  EEE| | EEEErTrPTr TP Other
) IDB Group  Banks
] 0% 1%
K AsDB
IS Group
% 51--{ (N --1 - [, - 38%
o Group
61%
0 L
UN EC World Regional Other
agencies Bank group  dev. banks  multilateral
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Table B.3. Bilateral ODA allocable by region and income group

Gross disbursements

Netherlands Constant 2004 USD million Per cent share Total DAC
2001 2002 2003 2004 2005 2001 2002 2003 2004 2005 2004%

Africa 1340 1368 1155 1244 1414 44 49 51 51 51 41
Sub-Saharan Africa 1279 1299 1090 1167 1317 42 46 48 47 48 34
North Africa 38 26 19 22 28 1 1 1 1 1 5

Asia 827 765 578 555 718 27 27 25 23 26 29
South and Central Asia 474 438 356 324 367 16 16 16 13 13 13
Far East 349 311 211 225 315 12 11 9 9 11 16

America 471 339 257 326 281 16 12 11 13 10 13
North and Central America 207 121 90 134 99 7 4 4 5 4 6
South America 258 213 152 188 160 9 8 7 8 6 7

Middle East 102 106 144 211 193 3 4 6 9 7 11

Oceania 4 2 3 2 7 0 0 0 0 0 2

Europe 280 214 137 120 135 9 8 6 5 5 4

Total bilateral allocable by region 3024 2793 2274 2459 2749 100 100 100 100 100 100

Least developed 1135 1254 1088 1055 1060 38 45 48 43 39 31
Other low-income 716 496 351 423 571 24 18 15 17 21 17
Lower middle-income 988 838 635 696 772 33 30 28 28 28 39
Upper middle-income 106 91 56 80 68 4 3 2 3 2 5)
M or e advanced developing countries 1 0 0 0 0 0 0 0 0 0 0
For reference:
Total bilateral 3563 3532 3294 3218 3659 100 100 100 100 100 100
of which: Unallocated 539 739 1020 759 910 15 21 31 24 25 18
Allocable gross bilateral ODA flows Allocable gross bilateral ODA flows
b i by i
Bother Y region o y income group
M Europe Wity X .
OAmerica OLower middle-income
3500 - OAsa 3500 —— OOther low-income
OdAfrica O L east developed
3000 _ 3000
§ 5
F 2500 g 2500
@ 2000 g 2000 |
|
% 1500 A % 1500 A
g 8
7 1000 1 B 1000 1
S 3
500 500
o 0
1994 94 95 96 97 98 99 2000 Ol 02 03 04 1994 94 95 9 97 9 99 2000 01 02 03 04

1. Each region includes regiona amounts which cannot be allocated by sub-region. The sum of the sub-regional amounts may therefore fall short of the
regional total. Shares by income group refer to the total allocable by region and therefore do not sum to a hundred per cent.
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Table B.5. Bilateral ODA by major purposes

at current prices and exchange rates

Commitments - Two-year averages

Netherlands 1994-95 1999-2000 2004-05 2004
- - - Total DAC
USD million Per cent |USD million Per cent [USD million Per cent
per cent
Social infrastructure & services 513 31 535 27 1255 41 38
Education 130 8 158 8 441 14 9
of which: basic education 30 2 85 4 174 6 3
Headlth 104 6 86 4 138 4 5
of which: basic health 39 2 35 2 48 2 3
Population & reproductive health 3 0 40 2 111 4 3
Water supply & sanitation 72 4 49 2 169 6 4
Government & civil society 54 3 111 6 316 10 13
Other social infrastructure & services 149 9 90 4 80 3 4
Economic infrastructure & services 197 12 97 5 360 12 17
Trangport & storage 76 5 48 2 7 0 5
Communications 11 1 8 0 20 1 1
Energy 58 3 25 1 56 2 8
Banking & financial services 10 1 10 0 101 3 1
Business & other services 43 3 7 0 175 6 2
Production sectors 288 17 87 4 164 5 6
Agriculture, forestry & fishing 261 16 73 4 128 4 3
Industry, mining & construction 18 1 8 0 20 1 2
Trade & tourism 8 1 6 0 - - 0
Other 0 0 - - 16 1 0
Multisector 119 7 127 6 402 13 7
Commodity and programme aid 130 8 123 6 235 8 3
Action relating to debt 243 15 153 8 58 2 11
Emergency assistance & reconstruction 163 10 331 16 512 17 10
Administrative costs of donors - - 3 0 21 1 5
Coresupport to NGOs - - 560 28 61 2 2
Total bilateral allocable 1653 100 2015 100 3067 100 100
For reference:
Total bilateral 2211 52 2335 58 3168 59 62
of which: Unallocated 558 13 320 8 101 2 2
Total multilateral 2073 43 1712 42 2246 41 38
Total ODA 4284 100 4047 100 5414 100 100

Allocable bilateral ODA by major pur poses, 2004-05

Social infrastructure & services
Economic infrastructure & services
Production sectors ;56

Multisector

Commaodity and programme aid 3
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Graph B.1. Net ODA from DAC countries in 2005 (preliminary data)

Per cent of GNI
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Annex C

List of Instrumentsto Promote the Private Sector
in Developing Countries

1 Centrefor the Promotion of Imports from Developing Countries (CBI). The CBI contributes
to the economic development of developing countries by strengthening the competitiveness of companies
from those countries on the EU market. CBI is working on market knowledge; product and production
improvement; quality control; export marketing and management; and market entry. CBI is an agency of
the MFA and had a budget of EUR 13 million in 2005.

2. Netherlands Senior Experts (PUM) (implemented by the Confederation of Netherlands
Industry and Employers [VNO/NCW]). PUM sends senior experts on short missions (two to three
weeks) to more than 70 devel oping countries. These experts work on avoluntary basis and offer their skills
and experience to businesses and organisations which cannot afford commercial services. In 2005 PUM’s
budget was EUR 10.8 million with funding of EUR 7.6 million from the MFA.

3. Programme for Cooperation with Emerging Markets (PSOM) (implemented by EVD).?®
PSOM offers financia support to entrepreneurs who are planning to invest in emerging markets. The
programme entails pilot investments of Dutch companies and non-Dutch companies (in Mozambique,
Uganda and Zambia) who set up a new business venture together with alocal company. It is financed by
the ministries of Foreign Affairs and Economic Affairs.

4, Investment Promotion and Technical Assistance Programme (IPTA) (implemented by
FMO).?” IPTA programme aims at improving the knowledge base of small and medium enterprises
(SMEs) in developing countries. In order to promote investment IPTA finances feasibility studies and
missions. Technical assistance activities include: temporary management; short term advice; local training;
job related training; education; branch training and service centres. IPTA is financed by the MFA and
commitments amounted to EUR 5.6 million in 2005. The programme was closed in March 2006 and is
succeeded by FMO'’s Capacity Development Programme, which focuses on improving the quality of the
financial sector in developing countries.

5. Development-Related Export Transactions Programme (ORET) (implemented by FMO).
ORET reduces the costs to developing countries of eigible projects by awarding grants for the purchase of
capita goods, services or works. ORET activities focus on improving infrastructure through

26. The Agency for International Business and Cooperation (EVD) is part of the Dutch Ministry of Economic
Affairs. Its mission is to promote international co-operation and to help Dutch businesses to be successful
in their international operations.

27. The Netherlands Development Finance Company (FMO), with an overal investment portfolio of EUR 2.4
billion, is a key player for encouraging Dutch companies that want to do business in developing countries
but are hampered by perceptions that returns on investment may be insufficient. FMO manages various
instruments on behalf of the ministries of Foreign Affairs and Economic Affairs.
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non-commercially viable investments with a high economic benefit. The programme has an untied aid
variant for LDCs and includes a water facility for drinking water and sanitation projects. ORET is fully
funded by the MFA. In 2005 total commitments amounted to EUR 183 million and total disbursements
amounted to EUR 87.9 million.

6. The MASSIF Financial Sector Fund (implemented by FMO). With MASSIF loans, equity,
mezzanine and guarantees are provided to local banks in developing countries. The MASSIF portfolio
amounted to EUR 168 million at the end of 2005 and is expected to increase with an annua average of
EUR 20 million over the next five years. In four regions (Balkans, Central America, Mekong and Western
Africa), the fund focuses on the bottom of the market.

7. Netherlands Investment Matching Fund (NIMF) (implemented by FMO). Through NIMF,
FMO provides long-term risk capital and specific sector expertise. NIMF enables FMO to match corporate
investments made by international companies and thus acts as a catalyst for foreign direct investment
(FDI). FMO will make a direct equity investment from EUR 1 to 5 million in alocal private company that
demonstrates strong growth potential. NIMF applies to investments in lower and lower-middle income
countries. NIMF was set up by FMO in co-operation with the MFA.

8. Infrastructure Fund for the Least Developed Countries (implemented by FMO). The LDC
Infrastructure Fund provides long-term untied financing for projects in energy, telecom, transportation,
environmental and/or socia infrastructure. The fund may also participate in international or multilateral
funds that facilitate infrastructure projects. The fund is fully funded by the MFA and its commitments in
2005 amounted to EUR 52 million with EUR 47 million earmarked for Africa.

0. Netherlands Platform for Microfinancing (NPM). Dutch organisations that support
microfinance in developing countries have joined forces in NPM to co-ordinate and work together on
micro-finance activities. As of mid-2004 Dutch support by government and NGOs to microfinance
represented an investment of EUR 207 million in the form of loans, guarantees and participations and
subsidies of EUR 18 million. The Dutch support benefits over 550 organisations, 16 regional and national
funds and network organisations. The Dutch government is a party to less than half this portfolio.

10. Netherlands Financial Sector Platform (NFX). NFX is a public-private partnership between
the government (ministries of Foreign Affairs, Economic Affairs and Finance), leading Dutch banks and
FMO. The objective is to build local financial sector know-how in developing countries through capacity
development, training and research.
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Description of Key Terms

The following brief descriptions of the main development co-operation terms
used in this publication are provided for general background information.?

ASSOCIATED FINANCING: The combination of official development assistance, whether
grants or loans, with other official or private funding to form finance packages.

AVERAGE COUNTRY EFFORT: The unweighted average ODA/GNI ratio of DAC members,
i.e. the average of the ratios themselves, not the ratio of total ODA to total GNI (cf. ODA/GNI ratio).

DAC (DEVELOPMENT ASSISTANCE COMMITTEE): The committee of the OECD which
deals with development co-operation matters. A description of its aims and a list of its members are
given at the front of this volume.

DAC LIST OF AID RECIPIENTS: The DAC uses a List of Aid Recipients which it revises
every three years. From 1 January 2000, Part | of the List is presented in the following categories (the
word "countries' includes territories):

LDCs. Least Developed Countries. Group established by the United Nations. To be
classified as an LDC, countries must fall below thresholds established for income, economic
diversification and socia development. The DAC List is updated immediately to reflect any
changeinthe LDC group.

Other LICs: Other Low-Income Countries. Includes al non-LDC countries with per capita
GNI USD 745 or lessin 2001 (World Bank Atlas basis).

LMICs: Lower Middle-Income Countries, i.e. with GNI per capita (Atlas basis) between
USD 746 and USD 2 975 in 2001. LDCs which are also LMICs are only shown as LDCs —
not as LMICs.

UMICs. Upper Middle-Income Countries, i.e. with GNI per capita (Atlas basis) between
USD 2 976 and USD 9 205 in 2001.

HICs: High-Income Countries, i.e. with GNI per capita (Atlas basis) more than USD 9 206
in 2001.

Part Il of the List comprises "Countries in Transition". These comprise i) more advanced
central and eastern European countries and New Independent States of the former Soviet Union; and
ii) more advanced developing countries.

DEBT REORGANISATION (ALSO RESTRUCTURING): Any action officially agreed
between creditor and debtor that alters the terms previously established for repayment. This may
include forgiveness, or rescheduling or refinancing.

DIRECT INVESTMENT: Investment made to acquire or add to a lasting interest in an
enterprise in a country on the DAC List of Aid Recipients. In practice it is recorded as the change in

28. For a full description of these terms, see the Development Co-operation Report 2005, Volume 7,
No. 1.
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the net worth of a subsidiary in a recipient country to the parent company, as shown in the books of
the latter.

DISBURSEMENT: The release of funds to, or the purchase of goods or services for a recipient;
by extension, the amount thus spent. Disbursements may be recorded gross (the total amount
disbursed over a given accounting period) or net (the gross amount less any repayments of loan
principal or recoveries of grants received during the same period).

EXPORT CREDITS: Loans for the purpose of trade and which are not represented by a
negotiable instrument. They may be extended by the official or the private sector. If extended by the
private sector, they may be supported by official guarantees.

GRANTS: Transfers madein cash, goods or services for which no repayment is required.

GRANT ELEMENT: Reflects the financial terms of a commitment: interest rate, maturity and
grace period (interval to the first repayment of capital). It measures the concessionality of a LOAN,
expressed as the percentage by which the present value of the expected stream of repayments falls
short of the repayments that would have been generated at a given reference rate of interest. The
reference rate is 10% in DAC statistics. This rate was selected as a proxy for the marginal efficiency
of domestic investment, i.e. an indication of the opportunity cost to the donor of making the funds
available. Thus, the grant element is nil for a loan carrying an interest rate of 10%; it is 100% for a
grant; and it lies between these two limits for aloan at less than 10% interest.

LOANS: Transfers for which repayment is required. Data on net loan flows include deductions
for repayments of principal (but not payment of interest) on earlier loans.

OFFICIAL AID (OA): Flows which meet the conditions of eligibility for inclusion in officia
devel opment assistance, except that the recipients are on Part |1 of the DAC List of Aid Recipients.

OFFICIAL DEVELOPMENT ASSISTANCE (ODA): Grants or loans to countries and
territories on Part | of the DAC List of Aid Recipients (developing countries) and multilateral agencies
active in development that are: undertaken by the officia sector; with the promotion of economic
development and welfare as the main objective; at concessiona financia terms (if a loan, having a
grant element of at |east 25%).

ODA/GNI RATIO: To compare members ODA efforts, it is useful to show them as a share of
gross national income (GNI). “Total DAC” ODA/GNI is the sum of members ODA divided by the
sum of the GNI, i.e. the weighted ODA/GNI ratio of DAC members (cf. Average country effort).

OTHER OFFICIAL FLOWS (OOF): Developmentaly relevant transactions by the officia
sector with countries on the DAC List of Aid Recipients which do not meet the conditions for
eligibility as official development assistance or official aid.

TECHNICAL CO-OPERATION: Includes both a) grants to nationals of aid recipient countries
receiving education or training at home or abroad, and b) payments to consultants, advisers and similar
personnel as well as teachers and administrators serving in recipient countries.

TIED AID: Official grants or loans where procurement of the goods or services involved is
limited to the donor country or to a group of countries which does not include substantialy al aid
recipient countries.

VOLUME (real terms): The flow data are expressed in United States dollars (USD). To give a
truer idea of the volume of flows over time, some data are presented in constant prices and exchange
rates, with a reference year specified. This means that adjustment has been made to cover both
inflation in the donor’s currency between the year in question and the reference year, and changes in
the exchange rate between that currency and the United States dollar over the same period.
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