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INTRODUCTION 

This note is designed to provide additional background information relevant to items I and II of 
the agenda of the Development Committee: Aid Effectiveness and Financing Modalities, and 
Strengthening the Foundations for Growth and Private Sector Development. 
 
I: AID EFFECTIVENESS AND FINANCING MODALITIES 

a) Aid Architecture  

1. There are signs that we may be moving into a period of significantly expanding aid, with 
potential for scaling up of programmes across a wide range of sectors in a large number of 
poor countries, with varied levels of capacity. The instruments and processes of aid are 
evolving.  It is clear that if we are to be effective and above all to help our partners lead and 
manage the aid process in their own countries, then we will need a more joined up aid effort. 
This clearly applies at country level, and I comment on that further below. But it also applies 
to the institutional architecture at the global level. The 22 DAC countries supply a very high 
proportion of the financing for an ever more complex multilateral system that delivers 30 per 
cent of ODA, with a wide array of institutions often playing crucial leadership roles. Yet 
decision making regarding the funding and direction of the multilateral system is fragmented 
between different ministries and departments in most DAC capitals, with inadequate 
consideration of the impact of incremental decisions on the multilateral system across the 
MDBs, the UN and the special funds. A number of studies are now looking at these issues of 
aid architecture. In the DAC we will be taking them up under our work programme for the 
next biennium. An important objective will be to get a better fix on what is actually 
happening in terms of decision making and funding in the system, so that we and all the 
players in the system are more aware of what the trends and issues are. That should in itself 
help us towards more optimal decision making. 

b) Aid Volume 

2. As noted in my report to the Spring Meeting, there is now growth in ODA. But the 
amount of additional finance received by countries to help them reach the MDGs is still 
modest, as much of the increase is in the form of debt stock cancellation and emergency and 
reconstruction aid.  Further increases are planned for 2006, as promised by donors at 
Monterrey in 2002.  Table 1 shows the latest  DAC projections for 2006, with a further 
increase in ODA between 2003 and 2006 of some 27%, equivalent to $18 billion at 2003 
prices and exchange rates, assuming that DAC members deliver publicly stated 
commitments.  While this is considerable, it is still well short of the increased external 
funding that analyses show to be required if the MDGs are to be met in 2015.   
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3. It is encouraging that since the Spring Meeting, two more countries have set a timetable 
for achieving the UN target for ODA of 0.7% of GNI— Spain and the United Kingdom, 
bringing to 11 (out of 22) the number of DAC member countries which have either met this 
target or announced a date by which they aim to do so.  If these longer term commitments, 
together with those already made by other DAC members, are met, a further $15 billion of 
ODA would be available by 2010, taking total ODA over $100 billion. At 0.32% of GNI it 
would still be below the long term trend rate of 0.33% of GNI which DAC members 
routinely provided up to 1992.  But as there are nine DAC members with no plans yet to 
increase their ODA after 2006, there is scope for this amount to increase substantially.  As 
part of the major review of progress in 2005, it will be timely to consider more widely, as 
was done in the context of Monterrey, the case for such additional medium term 
commitments of ODA (say, to 2010) to help countries meet the MDGs, and how to speed up 
the volume of additional finance actually received by developing countries. In this context, 
the IDA 14 replenishment is an important “here and now” test of donors’ intentions for 
enhanced resource transfer through multilateral channels. 

Table 1.  DAC Members’ ODA prospects after Monterrey: Latest projections for 2006 

(US$ m) Per cent
Austria  503 0.20% 0.33% 2006  877 0.33%  374 74%
Belgium

 2
1 887 0.61% 0.7% 2010 2 120 0.65%  233 12%

Denmark 1 747 0.84% >0.7% n.a. 1 838 0.83%  90 5%
Finland

 2 3
 556 0.34% 0.44% 2007  708 0.41%  152 27%

France 
2

7 337 0.41% 0.5% (0.7% by 2012) 2007 8 955 0.48% 1 618 22%
Germany 6 694 0.28% 0.33% 2006 8 380 0.33% 1 686 25%
Greece  356 0.21% 0.33% 2006  642 0.33%  285 80%
Ireland 

2
 510 0.41% 0.7% 2007  813 0.61%  304 60%

Italy 2 393 0.16% 0.33% 2006 5 092 0.33% 2 699 113%
Luxembourg  189 0.80% 1% 2005  250 1.00%  61 32%
Netherlands 4 059 0.81% 0.8% Already 4 240 0.80%  181 4%
Portugal  298 0.21% 0.33% 2006  510 0.33%  211 71%
Spain 

3
2 030 0.25% 0.5% (with 0.33% in 2006) 2008 2 899 0.33%  869 43%

Sweden 2 100 0.70% 2 785 0.87%  685 33%
United Kingdom 6 166 0.34% 0.47% (0.7% by 2013) 2007-08 8 242 0.41% 2 076 34%
EU Members, Total 36 825 0.35% 0.39% 2006 48 350 0.43% 11 525 31%
Australia 

4
1 237 0.25% 0.26% 2003-04 1 360 0.26%  123 10%

Canada 2 209 0.26% 8% annual increase to 2010 2 783 0.30%  574 26%
Japan 8 911 0.20% 2001-2003 av. level (US$ 9.5bn) in 2006 9 500 0.22%  589 7%
New Zealand  169 0.23%  202 0.26%  33 19%
Norway 2 043 0.92% 1% 2005 2 369 1.00%  326 16%
Switzerland

 2
1 297 0.38% 0.4% 2010 1 359 0.38%  62 5%

United States 
5

15 791 0.14% See footnote 4 20 894 0.17% 5 103 32%
DAC Members, Total 68 483 0.25% 86 817 0.29% 18 334 27%

1 
Assumes average real growth in GNI of 2% p.a. [3% for Canada, 4% for Greece, zero for Japan, and 2.75% for UK] from 2003 to 2006.

2
 ODA/GNI ratio for 2006 interpolated between 2003 and year target scheduled to be attained.

Future level is under review

4  
As aid volume determined in annual budgets, assumes same ratio in forward years.

Long term goal 1% (at least 0.87% in 2006)

Real change in ODA in 
2006 compared with 2003 

(at 2003 prices and 
exchange rates) 

1

3  
Finland aims to achieve 0.7% by 2010 'subject to economic circumstances';  Spain aims for a minimum of 0.5% by 2008, with the intention then to aim for 

0.7% by 2012.

Country

Net ODA 
in 2003 
(US$ m)

ODA/GNI 
in 2003

 Commitment/ Announcement/ 
Assumption

Year to be 
attained 

Net ODA in 
2006 (in 

millions of 
2003 US$)

ODA/GNI 
in 2006

5
 Assumes 5% nominal GNI growth and 2% inflation to 2006, and includes estimated $4 billion expenditure from Millennium Challenge Account in 2006.  

Source:  OECD September 2004 
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c) Aid Effectiveness through Harmonisation and Alignment 

4. Since the Rome Declaration and the underlying good practice principles were endorsed at 
the Rome High Level Forum eighteen months ago, the good news is that the international 
community has increasingly focused on improving aid procedures, practices and policies to 
achieve better development outcomes.  Over 60 partner countries and 40 bilateral and 
multilateral agencies are now engaged in harmonization and alignment activities. 
Simplification of procedures and practices, joint analytical work, enhanced focus on delivery 
of results in planning and in implementation of agreed upon development strategies, 
delegated cooperation, using common documentation and procedures in procurement, 
financial management (accounting and reporting), are finding their way in country 
operations. Moreover, the applicability of these good practices to funding provided by Global 
Funds, and under difficult partnership conditions, is also beginning to be addressed.  I am 
pleased to report that these efforts are being guided and supported by the OECD-DAC 
Working Party on Aid Effectiveness and its members --bilateral agencies, the World Bank, 
the IMF, the regional development banks, UN agencies, 14 partner countries -- working 
closely together and with other partner countries.  

5. However, measured against the commitment to operate significant changes to ways 
donors manage and deliver aid in our partner countries, the news could be a lot better.  There 
is not yet sufficient traction or momentum in applying good practice broadly and 
systematically . Good practice has not yet become general practice. This assessment is based 
on the results of the survey undertaken by the DAC Task Team on Harmonization and 
Alignment in the 14 partner countries associated with it, information from the DAC country 
facilitation work, and from other partner countries harmonization and alignment efforts 
consolidated by the World Bank. There is still considerable effort needed by donors-- 
bilateral and multilateral-- working with our partners, if we are to scale up aid effectiveness 
collectively. 

6. We need to do much more to achieve closer alignment of donor assistance behind country 
strategies and priorities. Increasing the volume of aid will not be enough to reach the MDGs 
by 2015. In addition, significant progress will have to be made in ensuring appropriate 
medium-term financing -- domestic and external -- of partner countries’ development 
programs (including recurrent costs). Achieving this will, no doubt, require reforms in the 
way donors provide development assistance. It means, for example, that donors will need to 
take steps to program, design and time aid flows over a medium-term planning horizon 
consistent with partners' national development strategies. It also means partner authorities 
should be able to count upon reliable information on the volume of aid flows, disbursement 
modalities and conditions for its release. In the same vein, partner countries will need to 
intensify their efforts to mobilise domestic resources by strengthening fiscal sustainability 
and creating an enabling environment for public and private investments. In this context, an 
effective, efficient, transparent and accountable public financial management system for 
mobilising public resources and managing their use by government is essential. The DAC is 
actively pursuing a dialogue with donors and partner countries in these areas with a view to 
elaborating good practice papers on how donors can best provide more efficient and 
predictable delivery mechanisms. 
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7.  I am encouraged to see that in a number of countries, with the support of the Special 
Partnership with Africa, interested donors and the country authorities are actively engaged to 
reach these objectives. Nevertheless, the transaction costs just to reach agreement on 
memoranda of understanding are proving to be considerable and there is still a lack of 
operational models that are more broadly replicable. 

8.  A key challenge lies in making concrete progress towards donor alignment with country 
procedures and systems. Collectively we must find ways to deliver and manage our aid 
programs that build rather than dissipate capacity. We need more targeted and harmonized 
capacity development programmes, relying more on multi-donor funding using common 
procedures. A good test of development impact is whether aid, over time, strengthens country 
systems.  Meeting and enforcing accountability requirements through donor-specific 
procedures, and proliferation of project management units working outside government 
systems, go against good practice in alignment and sustainability.  The World Bank in its 
recent paper to its Board has raised some of the issues surrounding the use of country 
systems in its own operations. In this area, rapid dissemination of lessons learned, adaptation 
to country specific circumstances, and   wider adoption in operations must be encouraged.    

d) Management for Results  

9. In Marrakech, in February of this year, donors and partner countries together agreed on 
core principles for management for development results, as well as on an Action Plan to 
jointly take stock of current experiences and good practices in areas such as enhancing the 
results’ focus of national development strategies, alignment of cooperation programs with 
those results, harmonisation of M&E systems that keep track of progress in realisation of 
results.  Currently work on this action plan is being implemented in a number of task forces 
under the Joint Venture on Management for Results. 

10.  Management for results needs to be underpinned by national statistical systems capable 
of monitoring and evaluating Poverty Reduction Strategies and of reporting against the 
MDGs.  From the Millennium Declaration in 2000 to the first major stocktaking in 2005, 
some progress will have been made in improving countries’ statistical systems, thanks in part 
to the efforts of many international initiatives.  However, most data used for monitoring the 
MDGs are still the result of statistical modelling—often by international agencies based on 
little or no national observations—rather than real measurement.  The aim is that by 2010, 
the next major stocktaking will be based on nationally-owned and produced data that is used, 
in the first instance for setting and monitoring national policies and programmes.  For this 
developing countries need significant further external support to develop their statistical 
systems.  Moreover, donors themselves need better statistical information from developing 
countries to help them measure more accurately the impact of their aid. 

e) The Paris High Level Forum, March, 2005 

11.  In less than six months, the donor community, together with the partner countries, and 
civil society will be coming together for the Paris High Level Forum. This will be an 
occasion to assess and account for progress against the commitments made in Rome by both 
donor and partner countries.  This is the time for the international donor community to build 
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on the good progress being made and push ahead.  Discussion on issues impeding progress 
should be open and transparent with a view to agreement on a time-bound set of actions 
necessary to accelerate and scale up harmonization and alignment. In preparation for this, 
four main regional workshops are being planned—two in Asia, one in Africa and another one 
in Latin America and the Caribbean.  Several of them will specifically discuss the Marrakech 
core principles and the first results of the various task forces under the Joint Venture on 
Management for Results. Together with on-going work in the DAC Working Party on good 
practice papers, case studies, analyses, and a major progress report on harmonization and 
alignment, these workshops will provide important building blocks for the Paris High Level 
Forum.  I look forward to reporting on the outcome of the forum at the next Development 
Committee Meeting in April, 2005. 

II: STRENGTHENING THE FOUNDATION FOR GROWTH AND PRIVATE SECTOR 
DEVELOPMENT 

12.  Through its Network on Poverty Reduction (POVNET) the DAC is paying particular 
attention to the “growth agenda” in its efforts to reduce poverty.  The focus is on how to use 
aid to help generate long term sustainable growth, and maximise the impact of that growth on 
poverty reduction.  Together, this is the DAC’s pro-poor growth (PPG) agenda.  

13.  The private sector, agriculture and infrastructure are three areas where better ODA 
leverage will help this agenda.  Sustainable growth is not feasible without a strong and 
dynamic private sector.  Agriculture represents a major part of developing country GDP and 
the majority of poor people are in rural areas.  The quantity and quality of infrastructure is a 
major bottleneck to the role of poor people in generating and participating in broad-based 
growth.  

14.  POVNET is thus working on these three themes, with particular attention to what donors 
need to do better, more and in more sustainable ways to have a real impact on pro-poor 
growth.  For the private sector, the focus is on issues such as incentives for investment, 
fostering openness to trade and investment (regionally and globally), making markets work 
better for the poor, and reducing the costs and bureaucratic barriers to doing business, 
including those related to the informal sector.  For agriculture it is on looking at issues such 
as the likely impacts of global value chains (and supermarkets), how to deal with risk and 
vulnerability and how to strengthen diversified livelihoods strategies. For infrastructure it is 
focusing on how infrastructure can better serve the poor in terms of productivity, access and 
their involvement in infrastructure decisions and investments.  

15.  The enabling environment remains critical to strengthening pro-poor growth.  The 2005 
WDR rightly focuses on issues such as costs, risk and competition.  But in addition, other 
efforts are needed.  On the supply side these include to strengthen the ability of enterprises to 
identify and take up new business opportunities arising from a better enabling environment 
and globalisation.  DAC work in this area is focusing particularly on trade capacity building, 
in response to the Doha Development Agenda.  But many countries are just not attractive 
locations for mobile investors—because of  poor geography (land locked, no rich mineral 
deposits, hard climates) and poor economics of business (weak markets, high costs, low 
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returns, etc).  POVNET is looking at the issue of how to connect up these countries with 
other areas via ICTs, regional infrastructure projects, etc.  

16.  Donors still have a lot to do and need to do it with other key players.  For example, 
policy incoherence (in both OECD and developing countries) is a major barrier to pro-poor 
growth.  Donors spend a lot of ODA related to this agenda, but there are questions about 
whether it really targets the key bottlenecks and is sufficiently strategic in its overall impact.  
DAC is currently working with the OECD Investment Committee on a Policy Framework for 
Investment in developing countries.  One element of this is looking at synergies between 
ODA and investment – how ODA can be better used to promote the investment that is critical 
for pro-poor growth.   


