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The EC Communication on Policy Coherence for Development and whole of the Union approach

What does it mean for EU Development Policy?

Background and context of the EC communication on PCD
On September 15th, the EC issued its communication entitled “Policy Coherence for Development – Establishing the policy framework for a Whole-of-the-Union approach”. The communication forms part of the Commission’s biannual reporting on the EU’s commitments to uphold the principle of Policy Coherence for Development (PCD).

First introduced in the Maastricht Treaty, the principles of coherence and consistency of all EU external policies would have a legal basis in the Lisbon Treaty. Coherence is about ensuring that the external impacts of other EU policies do not undermine the aims and objectives of EU development cooperation. Consistency implies not only that the EU’s external policies should not contradict one another but also that all external policies should be treated on an equal footing and that no single policy area should be pursued at one another’s expense. The communication presents a brief overview of the EU performance in implementing the EU commitment on PCD.

However, the bulk of the communication focuses on the EC’s proposal towards a new approach to PCD for the period 2010-2013, which it states should be guided by a Whole of the Union (WoU) approach to harnessing the EU’s contribution to development. 
The Commission states that a) this WoU approach – first referenced in the May 2009 EU GAERC Conclusions and detailed for the first time in this communication – should involve identifying and promoting the delivery of financial flows besides Official Development Assistance (ODA) from the EU to developing countries (“ODA plus” concept) and ensuring they are better utilised to promote development, and b) the PCD process should support the WoU approach by focussing on reforms to EU policy frameworks that will better harness these flows for development and are of significance to EU interests. 
CONCORD’s concern is that such an approach involves re-focussing the PCD process away from a wider range of more critical EU policies with development implications towards a narrow range of issues. It also potentially contradicts the PCD principle enshrined in the Lisbon Treaty.
What are the proposals in the communication?
The communication states that “sustaining the development effort is essential, albeit not sufficient. In financial terms this means that Official Development Assistance (ODA) must be complemented by other financial sources” (S1, p3). The communication also states that “new developments make it necessary to rethink our approach to PCD” due to the “growing impact of internal policies in external relations” and “growing non-ODA financial flows to developing countries”.  
The communication then goes on with the following proposals:

· To implement the PCD process within a WoU approach of “establishing a policy framework to better harness other policies and non-ODA financial flows to development objectives” (S5, p7)

· To focus the PCD work programme on 5 “priority issues” (p8): climate change, global food security, migration, intellectual property rights and security and peace-building (S5.1, p8)

· To increase dialogue on PCD with developing countries on these five priority issues

· To use ODA sources to leverage non-ODA funding (S5, p7)

· To develop an ODA+ approach, by better defining non-ODA financial resources that support development and “tracking financial sources that contribute to sustainable development and global public goods but are distinct from ODA” (S5.2, pp10-11)

· To use the “ODA+” concept to inform discussions about the next EU Financial Perspectives, in particular the structure of external spending  (S5.2, p11)

What do these proposals imply for the PCD process led by the EC and what are the alternatives?
The EU should broaden the existing PCD framework to new policy areas and better make the link between the different policy areas and their interconnected impacts on development, instead of narrowing the scope of issues.
To date PCD has been monitored by the EU work programme on PCD which covers 12 policy areas (see below). This communication proposes to focus in future biennial work programmes on “few priority issues” (p8) – or “global challenges”, according to the EC, although “priority issues”, and not “global challenges”, are referred to in the communication – which raises concerns about the intentions of the EC with this proposed selection. 
Indeed, the proposed selection of priorities neglects policy areas potentially having the most negative effects on developing countries. The fact that trade is absent of the proposed list of priorities is surprising and incomprehensible, considering that much of the debate about lack of policy coherence has taken place in the context of EU trade policies.
	PCD commitments as established in 2005
1) trade       2) environment    3) climate change 

4) security   5) agriculture       6) social policies (employment)bilateral fisheries agreements          7)                      

8)migration  9) research / innovation

        10) information technologies   11) Transport                                     

12)energy
	Proposed focus of the PCD framework 
on 5 (so-called) “priority issues”
1) addressing climate change

2) ensuring global food security
3) making migration work for development
4) opportunities to use intellectual property rights work for development
5) promoting security and building peace for development


On the contrary, the PCD process should be expanded, to include new issues that do not currently adequately fit into the existing 12 PCD priority areas agreed in 2005 but are absolutely crucial for developing country poverty eradication, e.g. policies on raw materials and financial policies resulting in the massive outflows of non-ODA financial resources from developing countries due to capital flight and tax evasion.
One of the missing elements in the current PCD framework is the EU policy-making in the area of financial regulation and taxation. As highlighted in the CONCORD Spotlight on Policy Coherence report, and documented by the Global Financial Integrity programme, illicit capital outflows from developing countries represent some $1 trillion per year and grow at around 18% per year. According to the Tax Justice Network, half of the 70 tax havens around the world are in Europe or European overseas dependencies and Europe-based secrecy jurisdictions account together for at least 70% of tax haven-related activities in the world. Over 65% of these illicit flows are driven by transnational corporations’ tax evasion and tax avoidance schemes and transfer mispricing through the misuse of internal financial transactions. Tax havens are also one element feeding a race to the bottom in tax policy, which in return prevents both developed and developing countries from investing in public services, social protection and human welfare; investment which is necessary for the fulfilment of the state’s obligations to ensure human rights. These practices dwarf the €50bn European ODA the poor countries receive annually. This clearly demonstrates the necessity of expanding the current EU PCD framework to better assess these incoherencies. 
Since early October; the CODEV has been negotiating Council Conclusions on PCD, to be adopted at the General Affairs and External Relations (GAERC) meeting on 16-17 November. According to the discussions taking place at the CODEV, the proposed selection of priority issues could include trade and development as one of these priorities, under which would be emphasized not only IPR but the EU trade agenda in large, i.e. WTO negotiations, EPAs, Aid for Trade, labour standards and the decent work agenda, etc. The Council would emphasize that this list of priorities may evolve over the years, such as to include new issues like illicit financial flows and tax evasion. The Council would also reaffirm its 2005 commitments on the 12 policy areas.
Progress on PCD can only be observed on the ground if there is a shift in the EU approach to PCD – for assessing whether the EU various external policies are coherent with its development commitments – from European interests to the actual reality in developing countries.
The lack of concrete impact on PCD in the developing countries is mainly due to the fact that a) development objectives have been subordinated to other, competing, political interests, b) European interests prevail over developing countries’ needs and the development objectives of the EU, and c) the EU approach to the concept and implementation of PCD has been purely two-pronged, meaning that efforts to improve PCD have been made by looking at development policy objectives in one single policy area at a time
. In reality on the ground, the different policy areas are intricately linked, and the real picture is more complex. Yet at the same time, inter-linkages are often quite obvious, like the interconnected impacts of climate change and migration phenomena and health policies, for instance. 

Trade-offs between conflicting objectives is inevitable and compromises have to be made on a case by- case basis. Nevertheless, more transparency and accountability are needed. In this regard, the current PCD framework lacks clear benchmarks against which to assess whether, when there is a conflict of interests, another priority (economic or political) should override development considerations. And if the hierarchy of interests is not clearly spelled out, EU economic interests are bound to win. 
Sustainable development and the fulfilment of human rights are important objectives of EU development cooperation. As such, these principles should be the basis for any other EU policy affecting developing countries. Sustainable development cannot be achieved if the rights of a significant part of the global population to social and human development are being denied. A new approach to PCD must be based on the interests and rights of poor women and men in developing countries.
Increased dialogue with and involvement of developing countries on PCD is a prerequisite to ensure that the PCD work programme  results in concrete and positive impact on the ground
CONCORD welcomes the proposal in the communication to work more closely with developing countries on the question of PCD (p11). However it is unclear through what institutional frameworks this will take place. The current PCD approach is built on an incomplete premise. European interests prevail over developing countries’ needs and the development objectives of the EU. Instead, pro-poor and sustainable development policies should prevail over short term, narrow or elite European interests; they should form the basis for EU policy-making. 

Such a dialogue should proceed transparently and should include cooperation with civil society in the partner countries as well as capacity building support to enable effective engagement by the poorest countries. Disaggregated analyses of how EU policies affect different social groups and economic sectors within countries should also inform the process.
Provisions for monitoring and enforcing the full application of the PCD principles should be set up while recognising the main responsibilities of the EU side, as promoter of the PCD principle at both Union and Member States level. Developing countries as partners should be encouraged to commit to the same principle at domestic level but the responsibility of implementing EU Treaty provisions on PCD initially lies with the EU. 
Transparent and accountable policy-making processes is indeed necessary to achieve policy coherence for development. A more participatory policy making process from the early stages onwards may prevent that decision-making at the highest EU level is held hostage to fickle and volatile political will and interests.
How the ODA+ proposal threatens the EU’s ODA and development agendas

Non-ODA sources are commonly less supportive of development, are delivered for purposes other than development and do not reflect our global responsibility to support development. 
A range of non-ODA (ODA+) flows have been referenced in these discussions, including export credits, investment guarantees, technology transfer (May GAERC), renewable energies, climate change (Communication); FDI and remittances (G8). However, many of these financial flows cannot be compared to ODA, because they are delivered with a development purpose one among others. This limits their development impact and means they do not reflect our global development responsibility. 

EXPORT CREDITS – Over half of the UKs export credits were focussed on the defence sector in 2007/8. Also debt from defaulted export credits contributes around 1/3 of total developing country debts (EURODAD). 

PRIVATE SECTOR LENDING OF THE MULTILATERAL DEVELOPMENT BANKS – This lending is provided at market rates, limiting support for more poverty-sensitive sectors with lower returns e.g. SMEs. In addition, much of this finance goes to country funds that operate on a commercial basis, with no development mandate.

FOREIGN DIRECT INVESTMENT (FDI) – For LDCs profit remittances on FDI actually exceeded net FDI inflows in 2005 and were more or less equal to them in 2006 (UNCTAD).  

In contrast, ODA is a contribution from public resources and therefore an expression of our global development responsibility; ODA is delivered for development objectives (41% of ODA to LDCs went to social infrastructure services such as education, health and water in 2006); and the vast majority of ODA is provided on a grant basis with the rest concessional loans. 

The ODA+ concept pushes aid increases down the political agenda

Placing an emphasis on such problematic non-ODA sources of finance coming from EU MSs takes attention off the failure of EU MSs to deliver promised ODA increases. This will be an even bigger concern if such flows – which are far larger in volume than ODA - are made more visible to the public without improving transparency about their origin, destination and development impact (so far very poor). The ODA+ concept is also likely to provide EU MSs with an opportunity to widen official ODA definitions, an agenda a number of EU MSs (amongst others) have been pushing through the G8. 

The current ODA+ proposal does not focus on outflows from developing countries, which are far larger than inflows

If EU MSs were serious about monitoring and responding to the impact of EU non-ODA sources of finance on developing countries they would be proposing that this initiative not only focus on inflows from the EU but also outflows to the EU, which currently dwarf inflows by a factor of about 8. Such an approach could deliver significant benefits by helping developing countries to retain more of their own resources and tackling the illicit flows that cost developing countries $1 trillion each year.
  

Using ODA to leverage non-ODA flows may harm the poverty focus of aid
Although it is not clear what this proposal will mean in practice, the communication acknowledges that it is private sector (often loans) aid with expected commercial returns which is the likely channel. Given this, social sector and other poverty-oriented spending that is unlikely to leverage other resources due to their non-commercial nature, may end up getting less ODA through such an approach. 

The financial allocation for poverty-focussed development may be at risk within the next EU financial perspectives (2014-2020)

The implication of the communication is that the allocation for development cooperation within the next FPs (essentially the EU budget) may be opened up or restructured to include non-ODA financial flows.  This may lead to less resources being allocated from the EU budget for ODA.  Overall spending within the area of external relations (including aid) may also be restructured to redistribute development resources to other areas which do not necessarily have a legally-protected poverty focus.

In summary, this communication essentially threatens to weaken the PCD agenda by laying the groundwork for a less progressive, in-coherent and illegitimate EU development agenda, shaped by the Whole of the Union approach. It also weakens the poverty focus of EU development cooperation by creating a distraction from political efforts to deliver EU ODA promises and placing an emphasis on delivering only weakly poverty oriented financial flows. 
The WoU approach is incoherent from a number of other perspectives. Firstly, its focus on non-ODA sources represents a potentially major shift in EU development cooperation away from ODA towards one that would include a wider range of flows with questionable development impacts and delivered with non-development objectives in mind. Secondly, in only focussing on EU-originating financial flows to developing countries, it ignores the even larger financial outflows from developing countries to the EU (e.g. through profit repatriation, illicit outflows, debt repayments), which is both inconsistent with the PCD principle and also presents a misleading picture of the direction of non-ODA flows. 

Despite the Commission’s arguments (p6) to justify for this new approach to PCD and the introduction of the WoU agenda, the unwritten motivation for the proposals made in the communication seem to be the ongoing economic crises faced by EU Member States, which has contributed to EU Member States not meeting their ODA promises
 and now motivating the ODA plus concept. 
A year out from the MDG+10 review and the deadline for EU MS to collectively reach 0.56 ODA, it is becoming increasingly clear that Member States will not meet this commitment.  Given the consequences of the food and financial crisis and the uncertainty about climate change adaptation financing, this Communication has further raised the development community’s fears of adequate policy responses to one of the most challenging times developing countries find themselves in.
CONCORD recommendations to the European Commission, the Council and the European Parliament
Given the devastating impacts the financial crisis on the world’s poorest countries now, the EU must scale-up its efforts to support a progressive, coherent and fully legitimate development agenda and not step back from its commitments and global responsibilities. Such a response will help to deliver a safer and more economically stable world in the long run. CONCORD therefore recommends the following steps to be taken rapidly: 
· EU Member States must reject the WoU approach and must carefully look at the proposed list of “priority issues” and instead reaffirm its 2005 commitment on PCD; 
· Efforts to improve the development impact of non-ODA financial flows such as export credits, FDI and other flows should be undertaken separately through the PCD process and focus on outflows from developing countries to the EU as well as inflows from the EU to developing countries;
· ODA should be allocated based on poverty reduction objectives; the leveraging of other financial flows should not be adopted as a core objective of delivering ODA; 

· EU Member States must therefore reject the ODA+ approach to development cooperation. Instead EU Member States should urgently deliver on their internationally-committed ODA promises without including items such as debt relief, refugee and student costs; 
· The provision in the Development Co-operation Instrument (DCI) stating that 90% of the development resources programmed in the FPs need to be ODA-able, should remain in place;
· EU Member States must cease efforts to loosen the definition of ODA and work with other members in the OECD-DAC to maintain and strengthen ODA definitions so that the focus of ODA is firmly on poverty reduction;
· EU Member States and the EC must agree on accountability mechanisms on PCD to operationalize the concept of PCD at both national and EU level; The EC and the EU Member States must raise awareness, strengthen their staff and organisational capacity and use more effective and ambitious PCD mechanisms;
· The EC should build a PCD work programme for 2010-2011 based on the parameters in the European Consensus on Development and on the PCD Communication of 2005, and not those of the proposed WoU approach;

· PCD should be open to suggestions for dealing with new issues that do not properly fit into the current 12 PCD priority areas covered in the second EU report on PCD;

· A focus on the negative effects of EU policies on developing countries is critical for the PCD process and should allow for an expansion of the PCD framework to focus on illicit financial outflows and tax evasion from developing countries and other emerging issues (e.g. raw material policies);
· A legal mechanism for ensuring that the EU is held to account regarding the commitments it has made to policy coherence should be set up eg a complaints procedure open to governments, civil society organisations and local communities that are affected by EU or member-state policies and which would trigger a revision of harmful policy provisions and lead to remedies for their negative effects on poor people in developing countries.
The new external relations structures proposed by the Lisbon Treaty
 will be key to promote PCD. CONCORD therefore recommends the following approach to implementing the new external relations structures of the EU:

· Development must be given a strong political footing by having a specific Commissioner for Development and Humanitarian Assistance;
· There should also be a single dedicated service within the Commission responsible for EU development policy and its implementation;
· This dedicated service should remain outside the European External Action Service and be responsible for development policy and programming in all developing countries;
· This service should be the lead administration for ensuring Policy Coherence for Development.
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� COM(2009) 458 final � HYPERLINK "http://ec.europa.eu/development/icenter/repository/COM_2009_458_part1_en.pdf" �http://ec.europa.eu/development/icenter/repository/COM_2009_458_part1_en.pdf� 


� The communication accompanies the 2nd EU Report on PCD, which has been released on 17 September.


� In the EU report, the inter-linkages between development and trade policies have been treated in isolation from the inter-linkages between development and migration, for instance.


� See the Executive Report “Illicit Financial flows from developing countries: 2002 – 2006”, Dev Kar and Devon Cartwright-Smith, December 2008.


� CONCORD AidWatch report showed that the EU collectively gave 0.4% of Gross National Income (GNI) as aid in 2008 meaning it was well off track to meet its target of 0.56% by next year. Also, during 2009 a number of EU MSs have also announced significant aid cuts. 


� A new External Action Service will be created which will support the newly created function of High Representative of the Union for Foreign and Security Policy


� See CONCORD position on EU institutional reforms, September 2009





