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IMPLICATIONS OF THE GLOBAL ECONOMIC CRISIS FOR DEVELOPING COUNTRIES – THE RESPONSE 
OF THE EUROPEAN COMMISSION  

1.  The context: factors of vulnerability and resilience 

While the current global financial and economic crisis is affecting all developing countries, the extent of 
the impact and the degree of resilience vary significantly across regions, countries and groups of 
populations. The European Commission, in its recently adopted Communication ("Supporting developing 
countries in coping with the crisis"), indicates that it will "in collaboration with international institutions 
and partner countries, conduct further joint country impact analyses of the crisis with a view to 
identifying the most vulnerable countries and to taking coordinated EU country-specific action". 
 
The European Commission has initiated a process aimed at better assessing the expected negative impacts 
of the crisis on developing countries and identifying the potentially most vulnerable countries. As an EU 
contribution to the analyses which have already been undertaken, including by the World Bank and the 
IMF, the assessment takes into account not only the expected economic effects, but also the social and 
political risks that the crisis is already unveiling in a number of countries. 
 
Using available data provided by the IMF, the World Bank and the United Nations Conference on Trade 
and Development, the preliminary part of the analysis focuses on the macroeconomic dimension, 
measuring the expected short-term negative effects of the crisis on individual developing countries as well 
as their immediate room for manœuvre to tackle it. This economic assessment is based on the three 
following areas: (1) Dependence on export revenues and degree of integration into world trade; (2) 
Dependence on external financial flows and transfers, in particular foreign direct investment and 
remittances; (3) Capacity to react, in particular to adopt fiscal stimulus measures. 
 
In order to have a better and multidimensional understanding of the needs in our partner countries, this 
desk-based analysis is being complemented by the most up to date information available on the ground. 
The main purpose is to better grasp the differentiated effects of the crisis on developing countries by 
confirming or completing the quantitative data on the economic and financial effects with more 
qualitative information, notably on the social and political effects. Two main areas have been identified 
in this regard: (1) Democratic stability; (2) Risk of social unrest. 
 
The Commission services are working closely with EC delegations and EU Member States, in close 
collaboration with international institutions and partner countries, to get further feedback and more in-
depth country-specific analysis on the expected relative impact of the crisis with a view to identifying 
the most vulnerable countries and to targetting coordinated country-specific action.   
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2.  Timely, coordinated and targeted European Action 

 
2.1.  Honouring our aid commitments, leveraging other resources 
 
Despite the financial crisis, the Doha Conference at the end of 2008 confirmed donors' commitment to 
increasing their ODA, which is crucial to having a comprehensive approach to tackling the crisis. The 
crisis is an additional reason to speed up the ODA increases, not an excuse to shy away from 
commitments, as ODA can act counter-cyclically and support faster recovery in developing countries. 
Therefore all donors should honour their commitments to increase ODA and make additional efforts 
to bring their aid to internationally agreed levels. Besides being an inevitable part of the solution to the 
crisis, it is also a question of donors' credibility.  
 
While Official Development Assistance can be one of the main drivers of a rapid recovery, by itself it is 
not sufficient. All the sources and instruments available should be used to leverage assistance aimed 
at stimulating growth, investment, trade and job creation. Donors should step up efforts to mobilise all 
additional development-relevant finance (e.g. technology transfers, trade finance and private investment). 
The Commission's target is that every euro spent on development aid should leverage a further five euros 
in non-ODA financing for development countries. The Commission has also recommended that EU 
Member States deepen and apply more widely innovative sources of financing, for example building on 
ongoing voluntary solidarity levies, such as the airline tax to finance health programmes. Developing 
countries could look into ways of better mobilising domestic finances for development.  
 
2.2.  Addressing vulnerability 
 
In the context of its cooperation with the African, Caribbean and Pacific (ACP) Group of countries which 
comprises some of the most vulnerable developing countries, including 80% of the least developed 
countries and most of the small island economies, the European Commission has taken a number of 
specific measures within the framework of the 10th European Development Fund (EDF) to help those 
countries coping with the crisis. 
 
Those measures include modifying the country strategies in order to increase, where feasible and 
appropriate, the share of quick disbursement programmes, notably through budget support, the 
acceleration of the mid-term review to the second half of 2009 in order to reassess and address the more 
structural impact of the crisis on progress towards reaching the MDGs and the establishment of an "ad 
hoc vulnerability FLEX" mechanism which will allow for the frontloading of at least €500 million 
from the EDF reserves in favour of the most vulnerable ACP countries. These funds will be made 
available by the autumn of 2009 in the form of grants and, to the extent possible, be delivered through 
budget support.  
 
The traditional FLEX mechanism foreseen in the EC-ACP Partnership Agreement is an instrument 
aiming at assisting the ACP countries to safeguard socio-economic reforms and policies that could be 
affected negatively as a result of a drop in revenue caused by short term fluctuations in export earnings. 
The mechanism is triggered in year N+1 on the basis of export statistics for the year N. For this reason, 
the traditional FLEX is not sufficiently counter-cyclical to be able to cope with the impact of the present 
economic and financial crisis. The traditional FLEX furthermore only takes account of exogenous shocks 
having an impact on  export earnings, thereby neglecting other channels for transmission of the crisis 
reflected in the balance of payments, notably services such as tourism, remittances and foreign direct 
investment. 
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In order to address the limits of the traditional FLEX mechanism in coping with the extent of the present 
crisis, the Commission is proposing the establishment of an "ad hoc vulnerability FLEX". This ad 
hoc facility will address both weaknesses of the traditional FLEX mechanism by expanding the 
vulnerability indicators to other factors than only export earnings and by basing the allocation decisions 
ex ante on estimated impact rather than effective data. The model for the identification of the most 
vulnerable group of ACP countries and for the allocation of funds among those countries still needs to be 
finalised but will be elaborated in close collaboration with the Bretton Woods Institutions in order to 
ensure consistency in data used and complementarity with the interventions by the other major donors. 
 
2.3.  Sustaining economic activity and employment 
 
2.3.1.  Maintaining and building infrastructure 
 
Maintenance and building of infrastructure are effective crisis mitigators to reach the most vulnerable and 
create jobs, through local infrastructure development and maintenance while serving basic needs and 
stimulating economic activity and trade. The Commission will provide support for labour-intensive 
infrastructure works and maintenance in order to preserve access to services and to curb likely under-
spending on maintenance due to fiscal pressure in developing countries. 
 
Investments in large-scale infrastructure should be accelerated to increase the competitiveness of 
developing countries and create cross-border and cross-regional interconnectivity. Concerning Africa, the 
EU will focus on closing the infrastructure financing gaps for the key missing links identified in the EU 
Africa Infrastructure Partnership. 
 
As one of the main instruments of the EU Africa Partnership on Infrastructure, the EU-Africa 
Infrastructure Trust Fund (ITF) has been successfully in operation since mid 2007, raising about €150 
million in grant contributions from EU Member States and the European Development Fund (EDF). The 
ITF Executive Committee has so far approved 8 projects, allowing the use of €65 million in grants for 
projects leveraging a total amount of €830 million. 
 
The Commission is aiming to increase the grant inlay in the EU-Africa Infrastructure Trust Fund to €500 
million by 2010. The Commission will allocate €200 million for 2009-2010, doubling its current inlay, 
and is calling on EU Member States to join this effort so as to raise €500 million. Achieving this target 
will leverage €2.5 billion in soft loans to support infrastructure. 
 
Furthermore, the Commission proposes to adapt the Trust Fund (i) to include national infrastructure 
which is part of regional networks and (ii) to introduce risk guarantee mechanisms. Moreover, the Project 
Financiers Group should include the African Development Bank and be open to contributing third 
countries. Hence, the Commission is calling on EU Member States to support the necessary amendment 
of the Trust Fund Agreement.  
 
2.3.2.  Revitalising agriculture 
 
The social, economic and political effects of the high food prices of 2007 and the first half of 2008 have 
reminded the world of the fundamental importance of agriculture in developing countries. A flourishing 
agricultural sector provides employment and earnings for hundreds of millions of people, supplies food at 
reasonable prices to consumers, and allows for a quick supply response to price signals and thereby 
smoothes price fluctuations. The poor functioning of agricultural sectors has contributed to the reverse 
situation: rapid food price increases in many countries, leading to an increase in malnutrition rates and 
costly policy responses. After years of progress in reducing malnutrition, the world is presently close to 
the number of 1 billion hungry. Moreover, the economic policy response measures taken in response to 
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the high food prices, like a reduction in VAT or import duties, are often difficult to change –certainly 
during an economic crisis- implying multi-annual budgetary consequences. 
 
The Bretton Woods institutions have been quick to understand the gravity of the situation and I would 
like to commend them for the quality of the work done in the course of 2008 - analytical work, as well as 
financial and policy responses, the latter largely in the framework of the UN High Level Task Force. This 
work has also been valuable for the European Commission in preparing the €1 billion Food Facility, 
which obtained the approval of the European Council and Parliament in December last year. Moreover, 
the World Bank will be an important implementing partner in programmes financed by the Food Facility 
and I look forward to the same quality of cooperation continuing with the Bank in the implementation 
stage. 
 
While global food prices have gone down recently, structural problems in agriculture remain in most 
developing countries, such as the poor functioning of input and output markets, weak organisational 
structures, inadequate rural infrastructure, insufficient rural finance, and limited demand driven research 
and extension.  The revitalisation of agriculture in developing countries calls for renewed policy attention 
and enhanced investments in the sector. This includes an improved link between agriculture and 
infrastructure: targeted infrastructural investments will need to more effectively connect production areas 
with markets, requiring support for export infrastructure as well as for small-scale rural infrastructure. 
Partnerships, involving governments, private sector, producer organisations and development partners, 
should be formed to foster these agriculture-infrastructure links. In Africa, this can for instance be 
achieved within the framework of the Comprehensive Africa Agriculture Development Programme 
(CAADP), a programme that receives the active support of both the World Bank and the EU. 
 
2.3.3.  Investing in green growth/Climate change 

Significant domestic and external sources of finance, both private and public, will be required to tackle 
climate change, particularly in the most vulnerable developing countries. With a view towards 
Copenhagen, it is essential for us to act to support the poorest and most vulnerable countries in adapting 
to the devastating impacts of climate change. Given the major duty of developed countries for climate 
change so far, it is their political and moral responsibility to bear the major burden of meeting the costs of 
adaptation in the Least Developed Countries. 

Various estimates of the cost of adaptation have been produced by different institutions, ranging from $10 
billion to $100 billion per year by 2030. This shows that estimates are clearly based on definitions of 
adaptation that vary from one institution to another. It is also the result of underlying uncertainty about 
the exact impacts of climate change. We therefore still need to establish greater clarity on the definition of 
the nebulous concept of adaptation and more realistic bottom up approaches to define the financing needs.  

The National Adaption Programmes of Action (NAPAs) are certainly a good start. However, they 
sometimes constitute a list of projects with insufficient linkage with the global and sector strategies of the 
countries concerned and they need to be updated. 

The Bali Action Programme strongly appeals to the needs of developing countries which are particularly 
vulnerable to the adverse effects of climate change, especially the Least Developed Countries and Small 
Island Developing States. Climate change risks upsetting progress towards achieving the Millennium 
Development Goals and the international community must do its utmost for these countries to counteract 
this threat. We are therefore implementing the Global Climate Change Alliance (GCCA) to deepen our 
dialogue and step up our financial cooperation with these countries. The Alliance is focused in the first 
instance on supporting climate adaptation and is closely linked to promoting disaster risk reduction. The 
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Alliance also encourages mitigation activities that contribute to poverty reduction such as tackling 
deforestation.  

For our credibility, it is vital to ensure good coordination and to apply the Paris Principles of ownership 
by the beneficiaries and alignment with their policies. Ideally, additional assistance should be integrated 
into development strategies that fully reflect the effects of climate change and are implemented through 
budget support. But this will take some time and needs to be prepared carefully. We are ready to explore 
opportunities for synergies in that direction with all those involved. 

I am firmly convinced that no agreement on an ambitious post Kyoto regime on climate change will be 
reached in Copenhagen without strong support from developing countries. To obtain this support, we 
need to find adequate resources for financing the costs of adaptation in the most vulnerable countries. I 
would therefore like to strongly advocate working together towards mobilising innovative finance for 
addressing climate change, in particular for adaptation in least developed countries.  

2.3.4.  Stimulating trade and private investment 

As a result of the crisis, global trade is predicted to fall for the first time in more than 20 years, by 9%. 
Capital inflows have already decreased dramatically and intra-regional trade flows have slowed down 
substantially. To counteract the negative effects of the crisis, decisive action is needed to rebuild trust and 
predictability for market actors, reduce trading costs and reinforce productive capacities. The international 
community should pursue two main objectives.  

First, it should respect all pledges made on Aid for Trade (AfT) - quantitative and qualitative. All aspects 
of the AfT agenda require increased attention. In 2007, the EC provided €1.019 billion in Trade Related 
Assistance (TRA), surpassing its €1 billion commitment for 2010. EU Member States' TRA totalled €960 
million, a significant increase from 2006. Combined EU spending on all Aid for Trade again exceeded €7 
billion in 2007.   

Secondly, in line with the G20 outcome, the international community needs to take forward the work on 
trade finance, which has been adversely affected by the tightening of global liquidity. Export credits, 
credit facilities and guarantees are essential to support trade and must be enhanced. 

2.4.  Improving efficiency, including conditionality 

In addition to honouring our aid commitments, we must make sure that each euro or dollar of our aid 
achieves maximum development impact. While aid effectiveness has always been important, now is more 
than ever the time to make sure our aid is being channelled efficiently, and that recipient countries are 
given the opportunity and responsibility of taking charge of their own futures. We, donors and partner 
countries alike, must fulfill our commitments as embodied in the Paris Declaration and the Accra Agenda 
for Action (AAA). Continued "aid ineffectiveness" reduces resources that could be used to reduce 
poverty, educate children, save lives, and promote growth. 
 
The European Commission considers conditionality to be at the heart of the aid effectiveness debate. 
Often, conditionalities are perfectly logical and reasonable when viewed in the context of an individual 
programme or project for the purpose of ensuring maximum development impact.  However, when 
multiplied by the large number of programmes and donors involved at country level, the myriad of 
conditionalities faced by recipient countries can be overwhelming, especially if they conflict with each 
other. Contrary to increasing the development impact as intended, the aggregate result of these 
conditionalities is the creation of inefficiency and reduced ownership. 
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We must, therefore, move forward with urgency on our AAA commitments to mutually agree on a limited 
number of conditions drawn from developing countries' own development strategies, to start a dialogue 
on good practices on conditionality and to increase the emphasis on harmonised, results-based 
conditionality.  
 
Building on further joint analysis of the impact of the crisis, the Commission will review its ongoing 
budget support operations in vulnerable countries and will consider the options available to ensure 
resources are quickly disbursed to meet the most critical needs.  In the most vulnerable countries, the 
Commission will work with our partners, on a case by case basis, to consider introducing a temporary 
period of stabilisation during which expectations on conditions and outcome indicators are moderated to 
take account of the need to safeguard what has been achieved so far.  This can only happen where there is 
continued commitment by partner country authorities to poverty reduction, public financial management 
reform, good governance and adherence to safeguarding macro-economic stability to the best of their 
ability. 

2.5  Working together for governance and stability 

Governance and fighting corruption are key to sustainable economic development. Several areas deserve 
special support. Developing countries need to pursue efforts to establish a sound macroeconomic and 
regulatory environment for private-sector activities and growth. This is the best incentive for attracting 
foreign investment and reducing domestic capital flight. Good governance in the fiscal area, i.e. 
transparency, exchange of information, fair tax competition, and sound customs systems will increase 
domestic financial resources for development. Moreover external debt should be managed carefully. 
Higher borrowing to help offset the impact of the crisis could pose serious risks to the sustainability of 
debt, in particular for those developing countries that already have a high debt burden. 
 
Countries in fragile situations will require specific attention and action. Measures must be taken to 
enhance early warning, conflict prevention, crisis management and democracy building aiming at 
consolidating political and social stability and preserving the democratic gains attained over the last years. 
The Commission will intensify political dialogue with these countries. 
 
Finally, this national governance agenda should be complemented by a strengthening of regional 
integration processes. Uncoordinated, or even competing, national plans can have a detrimental effect on 
neighbouring countries and worsen the economic recession. Conversely, regional integration and 
cooperation, in particular the promotion of intra-regional trade and free movement of goods, services, 
persons and capital, will help mitigate the longer-term effects of the crisis. In this regard, the conclusion 
of comprehensive Economic Partnership Agreements with ACP regions is essential. 
 
2.6.  More efficient and inclusive global financial institutions: the question of reform of voice and 
representation of developing countries 
 
The EC welcomes the agreement at the G20 summit in London to substantially increase resources for 
the IFIs, including resources to boost their capacity to help countries in need. This includes immediate 
financing from members of $250 billion – of which $100 billion or €75 billion is provided by EU 
Member States – which will be subsequently incorporated into an expanded and more flexible New 
Arrangements to Borrow increased to $500 billion - a general SDR allocation of $250 billion as well as 
ratification by IMF members of the Fourth Amendment.  
 
In addition, the G20 agreed to reform the mandates, scope and governance of the IFIs to ensure 
greater voice and representation for emerging and developing countries and that their heads and 
senior leadership should be appointed through an open, transparent and merit-based selection process. For 
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the World Bank, the Commission favours the fast-tracking of IDA as a crisis mitigation measure. IFI 
conditionality needs to be tailored to the specific situation of each country in the current crisis. 
 
Regarding the reform to ensure greater voice and representation, the Commission welcomes the first 
phase of the voice and participation reform package to improve the voice and representation of DTCs. 
The World Bank Board has taken a considerable step forward in the right direction by attributing a 
supplementary chair to sub-Saharan Africa.. 

But we have to go further and accelerate the discussion of more in-depth reform. In this respect, the 
Commission would be in favour of speeding up the implementation of the orientations taken at the 
October 2008 Development Committee meeting while the second phase of the voice and participation 
reform package, scheduled to conclude in 2011, could be accelerated for an earlier conclusion, preferably 
a possible target date being April 2010. The European Commission believes that enhancing the voice and 
participation of developing and transition countries as well as their ownership of WB programmes and 
policies should increase both the legitimacy and the efficiency of the World Bank as a global institution.  
In this respect, a re-distribution of the seats at the Board at the WB encompassing the issue of 
consolidation of European seats should not be excluded in the longer term. 

The Commission would also support additional capacity building in large constituencies' offices and 
higher representation of staff from developing and transition countries in senior management positions. 
 
In terms of World Bank efficiency, the Commission advocates further decentralization of the Bank's 
operations to beneficiary countries. Concerning the efficiency of the WB Board, the Commission 
advocates more delegated authority and enhanced preparation of Board meetings in specialized 
Committees. 
 


