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EXECUTIVE

SUMMARY

THE EUROPEAN COMMISSION’S
PROPOSED POLICY OF
‘DIFFERENTIATION’ AIMS
TO RECALIBRATE AID AND
DEVELOPMENT COOPERATION
IN MIDDLE-INCOME COUNTRIES.
DIFFERENTIATION IS A KEY
FEATURE OF THE EU’S NEW
DEVELOPMENT STRATEGY –
AN AGENDA FOR CHANGE – AND
WILL SHAPE THE FUTURE OF EU
DEVELOPMENT COOPERATION
OVER ITS MULTI-YEAR BUDGET
PERIOD THAT WILL RUN FROM
2014 TO 2020.
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The policy will determine the allocation of EU
development aid to developing countries, shape
decisions on the type of modalities used and the sector
focus in middle-income countries, and will ultimately
change the EU’s relations with these countries.
The policy of differentiation proposes changes at
three distinct levels:
1. eligibility criteria for grant-based bilateral aid
2.	the share of aid to low-income countries, least
developed countries and fragile states
3. differentiated development partnerships
The details of the policy are still under negotiation,
and will be finalised over the course of 2013. Officially,
under current plans, differentiation will be applied ‘first’
to the Development Cooperation Instrument.
Informally, the European Commission has indicated
that differentiation will also be applied to the European
Development Fund but in a different way to the
Development Cooperation Instrument.
There is general agreement on the principle of
differentiation across the EU institutions – that the EU
should reduce in number its grant-based bilateral aid
programmes and focus more development funds on
least developed countries, low-income countries and
fragile states. However, the European Commission,
member states and the European Parliament have
demonstrated different perspectives on how the
policy should be implemented.

The main areas of contention are: 3.	Whether grant-based bilateral
aid should be cut or phased
1.	The criteria used for eligibility
out. The European Commission
of grant-based bilateral aid.
initially proposed that aid should
The European Commission and the
be cut, however both the Council
Council of Ministers’s criteria have
of Ministers and the European
a stronger focus on income and
Parliament have included wording
size of economy as key indicators,
for phasing out grant-based
whilst the European Parliament
bilateral aid in ‘exceptional cases’.
suggests additional criteria focused
This indicates that phasing out may
on poverty indicators.
be a likely addition.
2.	The list of countries that will
4.	The type of modalities that will
be included and exempted
‘replace’ grant-based bilateral
from the policy. The European
aid. The European Commission’s
Commission, the Council of
proposed ‘differentiated
Ministers and the European
development partnerships’ will
Parliament are divided on whether
offer different types of modalities
the eligibility criteria should:
including blended finance, technical
a. detail a strict no-exception
cooperation or support for trilateral
approach; b. allow for only a few
cooperation. To date, the European
named exceptions; c. allow for
Commission has provided little
an exception clause, with a few
detail on what these differentiated
named exceptions; or d. allow
development partnerships will
for an exception clause without
involve, what type of modalities
naming countries. Underpinning
will be used in particular countries
this issue are debates over
and the quantity of funds allocated
individual countries especially
to them. Similarly, the European
South Africa, Ecuador, Peru,
Parliament and the Council of
Colombia and Cuba.
Ministers have also refrained from
making concrete proposals in
this area.

5.	The different approach for the
European Development Fund.
The European Commission initially
considered applying the same
model of differentiation to the
European Development Fund as
it proposed for the Development
Cooperation Instrument. However,
a mix of legal, political, economic
and developmental factors underpin
the decision not to propose
differentiated eligibility to aid for
the European Development Fund.
In addition to diverging views across
the EU institutions, member states
themselves have differing views.
Four distinct positions can be
grouped into:
1.	those who want a clear and
concise definition of differentiation
enshrined in the Development
Cooperation Instrument regulation,
with no exceptions to the criteria
2.those who want a certain amount
of flexibility to include or exclude
countries throughout the multiannual budget period
3.	those who want named exceptions
4.	those who are sceptical of
the policy

INTRODUCTION

BACKGROUND
Box 1: Existing financial instruments
for EU external action
Budget (2007-2013):

This background note provides an overview of the
state of play of negotiations on differentiation, with a
focus on the Development Cooperation Instrument
and the European Development Fund. The first section
briefly explains the background to the new policy, the
rationale and the timeline for negotiations. The second
section focuses on the different, evolving positions of
the European Commission, the member states and
the European Parliament. The third section focuses
on the different positions of key member states in
Differentiation is a key feature of the EU’s new
the negotiations over the Development Cooperation
development strategy, An Agenda for Change, and will
Instrument. Finally, the third section examines how
shape the future of EU development cooperation over its
the European Commission’s proposals differ for the
multi-year budget period that will run from 2014 to 2020
Development Cooperation Instrument and the European
(European Commission, 2011a). The policy will determine
Development Fund and explores the reasons why.
the allocation of EU development aid to developing
countries, shape decisions on the type of modalities used
and the sector focus in middle-income countries, and will
ultimately change the EU’s relations with these countries.
The European Commission proposed policy of
‘differentiation’ aims to recalibrate aid and development
cooperation in middle-income countries. The policy
responds directly to recent changes in global poverty
and wealth patterns, economic flows and geopolitical
realities. In an increasingly heterogeneous development
landscape, the EU has initiated a multifaceted approach
in an effort to ‘differentiate’ between the diverging needs
and capacities of developing countries.
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The policy of differentiation proposes changes
at three distinct levels:
Aid allocation:
1. introducing eligibility criteria for grant-based
bilateral aid (leading to aid ‘graduation’)
2. increasing the share of aid to low-income countries,
least developed countries and fragile states
Aid modalities:
3. differentiated development partnerships
While not a new principle, differentiation has gained
more prominence since 2011, and it is now a key
feature of the EU’s new development strategy An
Agenda for Change1 (European Commission, 2011a).
At the end of 2011, the European Commission released
legislative proposals for the financial instruments
(called ‘Regulations’ - see Box 1). Regulations are the
legal bases for the financial instruments and govern
the spending.2 They are proposed by the European
Commission, and subsequently negotiated by the
Council of Ministers and the European Parliament, with
the European Commission and the rotating Presidency
acting as brokers.3
In response to the European Commission’s proposals,
in May and June 2012, the Council of Ministers released
two documents setting out its approach – the Council
Conclusions on An Agenda for Change (Council of
the EU, 2012a) and the Partial General Approach on
the proposed regulations (Council of EU, 2012b). In
September 2012, the European Parliament published
its negotiating positions on the European Commission’s
proposed regulations for external action instruments
(European Parliament, 2012a).

Geographic:
• Development Cooperation Instrument (€16.9 billion):
Asia, Latin America, Central Asia, the Middle East
and South Africa. This instrument also contains
thematic programmes covering specific activities in
all developing countries.
• E
 uropean Neighbourhood and Partnership Instrument
(€11.2 billion: European neighbourhood and Russia.
• Instrument for Pre-Accession (€11.5 billion):
EU accession countries.
• Instrument for Cooperation with Industrialised Countries
(€172 million).
Thematic:
• Common Foreign and Security Policy (€2 billion).
• E
 uropean Instrument for Democracy and Human Rights
(€1.1 billion): promoting democracy and human rights
worldwide.
• F
 ood Facility Instrument (€1 billion, 2009-2011): enabling
a response to problems caused by rising food prices.
• H
 umanitarian Aid Instrument (€5.6 billion): providing
funding for emergency and humanitarian aid relief and
food aid.
• Instrument for Nuclear Safety (€524 million): ensuring
nuclear safety.
• Instrument for Stability (€2.1 billion): tackling crises and
instability in third countries and trans-border threats.
• M
 acro-Financial Assistance (€791 million): promoting
macroeconomic stabilisation and structural reforms.
Non-EU budget (2008-2013):
• European Development Fund (€22.7 billion): African,
Caribbean and Pacific Group and Overseas Countries
and Territories.
Source: Gavas (2010)

BACKGROUND

Table 1: The different objectives of differentiation
Officially, under current plans,
differentiation will be applied ‘first’ to the
Development Cooperation Instrument
(European Commission, 2011b).
Informally, the European Commission has
indicated that differentiation will also be
applied to the European Development
Fund but in a different way to the
Development Cooperation Instrument.
These negotiations form part of wider
negotiations over the EU’s next long term
budget. The EU plans its budget in sevenyear periods – known as Multi-Annual
Financial Framework - the next of which
runs from 2014 to 2020.
Rationale for differentiation
‘The EU must seek to target its resources
where they are needed most to address
poverty reduction and where they
could have greatest impact’.
Agenda for Change, European
Commission, 2011a, p9.
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Shifting global patterns of wealth,
poverty, trade and geopolitical power
have prompted many donors to change
their aid allocation models, concessional
benefits and ways of working with middleincome countries. The ongoing Eurozone
crisis, austerity policies of many member
states and fears of a global power shift
from west to east have been particularly
influential in shaping current thinking
about development policy. The policy
of differentiation has emerged amid this
backdrop and has been discussed in the
context of five overlapping objectives,
identified in the table 1. Often these
objectives are used in the same report
or speech interchangeably, some are
mutually exclusive and there are some
tensions between the objectives. For
example, in regards to fragile states,
there is a tension between objective
2 (impact and value for money), and
objective 1 (need) as work in fragile states
may respond to greater need, however
may also be expensive and not an easy
environment to produce significant impact
due to the volatility of the context.

Objectives

Source/s

1. To target resources where they are needed4
most (due to ‘tight’ development budgets)

(European Commission,
2011a; Piebalgs,
2011, 2012; European
Commission, 2011b)

2. To target resources where they could have
greatest impact and value for money

Agenda for Change
(European Commission,
2011a)
(Piebalgs, 2011, 2012)

3. To provide new forms of partnerships for middleincome countries that graduate from grantbased bilateral aid, known as the ‘differentiated
development partnerships’.

Agenda for Change
(European Commission,
2011a)
(Piebalgs, 2011, 2012)

	To shift relations with some emerging countries
towards a partnership based on mutual interest
rather than development cooperation
4. To respond better to the specific needs/capacities
of each country

(European Commission,
2011e)

5. Geographical differentiation (eg. to focus more on
certain geographic regions, and less on others)

(European Commission,
2011f)

Timeline
In February 2013, EU leaders reached
an agreement on the overall budget
ceiling for the whole Multiannual Financial
Framework and the shares across the
budget areas (known as ‘Headings’) from
2014 to 2020. Development activities
are funded through ‘Heading 4 - Global
Europe’. Budget negotiations are currently
focused on the share of the budget going
to each instrument within Heading 4.
At the same time, negotiations over the
regulations of the new external action
instruments are taking place. Negotiations
over the Development Cooperation
Instrument began in 2012 and will
likely continue until the end of 2013.
Meanwhile, as the European Development
Fund is based on an intergovernmental
agreement, the European Parliament
has no formal role in deciding on the
budget or the details of the fund. Instead
negotiations are between the Council
of Ministers, the African, Caribbean and
Pacific Group and the Overseas Countries
and Territories.
Differentiation has yet to be discussed
between the Council of Ministers and the
European Parliament. Both parties have
indicated that they expect to reach
an agreement by summer 2013 at
the earliest.

Source: Herbert, 2013

THE

PROPOSALS
Table 2: Criteria proposed for differentiation of eligibility
for the Development Cooperation Instrument
What are the new aid
allocation criteria?
The new proposed aid allocation criteria
for eligibility mean that select countries
will stop receiving a grant-based bilateral
aid programmes from 2014 (known
as ‘graduation’). This ‘first level’ of
differentiation is new to EU development
policy. This form of aid is administered
through the geographic envelope of the
Development Cooperation Instrument.
However, countries will continue to
be eligible for funding under thematic
and regional programmes and through
‘differentiated development partnerships’.
The European Commission, the Council
of Ministers and the European Parliament
all agree on the principle of differentiation.
However, they diverge particularly on
the criteria used to determine ‘needs’
and ‘capacities’.
It is informally known that this new level of
eligibility to grant-based bilateral aid will apply
to the Development Cooperation Instrument
and not to the European Development
Fund (see section 3). Therefore, table 2
compares the different approaches for the
Development Cooperation Instrument.
Notably, the European Commission and the
Council of Ministers’s criteria are focused
on income and size of economy as key
indicators, whilst the European Parliament
suggests additional criteria focused on
poverty indicators.
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Criteria proposed for differentiation of eligibility for the
Development Cooperation Instrument (first level)
European
Commission

In general, the European Commission’s proposal focuses on
income and size of economy as key indicators.
Countries should graduate if they are:
• With a more than one per cent share of global gross
domestic product (GDP)
• Upper-middle-income countries according to the
OECD-DAC classification
• A
 dditional criteria will be considered, including the Human
Development Index, the Economic Vulnerability Index, aid
dependency, economic growth and foreign direct investment

Council of
Ministers

In general, the Council of Ministers’s proposal focuses on
income and size of economy as key indicators.
The Council of Ministers supports broadly the same criteria
as proposed by the European Commission. Countries should
graduate if they are:
• With a more than one per cent share of global GDP
• Upper-middle-income countries according to the
OECD/DAC list
But, also includes possibility to maintain the geographic
programme in ‘exceptional cases’.

European
Parliament

In general, the European Parliament’s proposal focuses on
human development, people poverty and inequality data as
key indicators.
The European Parliament argues that in exceptional cases,
upper-middle-income countries should be eligible for grant
based bilateral aid if they score:
• Below 0.75 on the Human Development Index5

Source: Author’s
construct, based on European Commission,
2011c; Council of
European Union,
2012b; European
Parliament, 2012a.

• Above 10 per cent of the poverty headcount ratio
(based on daily per capita net income of US$2
(PPP, % of the population)
• Above four per cent on the Poverty Gap Index
(based on daily per capita net income of US$2)6
• Above 45 per cent of the Income Gini Coefficient7

At the ‘second level’ of differentiation, the European
Commission has proposed to develop a new aid
allocation formula that will allocate a higher share
of funds to least developed countries, low-income
countries and fragile states, and less to middle-income
countries and high-income countries.8 This second level
of differentiation will apply to both the Development
Cooperation Instrument and the European Development
Fund. This is not new, as the current allocation formula
for each already allows for this. However, the weighting
towards least developed countries, low-income countries
and fragile states will be increased.9
The European Commission is currently exploring new
formulas for this stage, and has yet to make details
publically available. The European Commission is also
exploring if it can apply the same quantitative formula
to both the Development Cooperation Instrument and
the European Development Fund. No final decisions
regarding aid allocation per country can be made until the
budget breakdown per instrument is decided.
The overarching principles set out in An Agenda for
Change propose that EU development aid should be
allocated according to: needs, capacities, commitments
and performance, and potential EU impact. This updates
the vision established in the 2005 European Consensus
on Development, which only focused on: needs and
performance (Council of the EU, 2005).
Crucially, the proposed rules governing the Development
Cooperation Instrument do not explain how the indicators
included in the criteria are weighted. So, although the aid
allocation criteria are explained, the formula for country
selection is not clear.

THE PROPOSALS
Table 3: Applying the criteria: what countries should
be excluded from grant-based bilateral aid in the
Development Cooperation Instrument
Country selection
European
Commission

The European Commission has proposed option b - allow for
only a few named exceptions.
The Development Cooperation Instrument Regulation proposes:
• 19 countries to lose grant-based bilateral aid:10
-	17 upper-middle-income countries: Argentina, Brazil, Chile,
China, Colombia, Costa Rica, Ecuador, Kazakhstan, Iran,
Malaysia, Maldives, Mexico, Panama, Peru, Thailand,
Venezuela and Uruguay

Which countries should lose
grant-based bilateral aid?
A second key point of debate is how
to apply the criteria – two issues are
under discussion. First, the European
Commission, the Council and the
European Parliament are divided on
whether the Development Cooperation
Instrument Regulation should:

- 2 low-middle-income countries: India and Indonesia
• 2 exceptions: Cuba and South Africa
Council of
Ministers

The Partial General Approach removes the two annexes (II and
III) from the Development Cooperation Instrument regulation,
which details the countries eligible for geographic envelopes.
This leaves the criteria as the only point of reference for country
selection – which is in turn guided by the OECD-DAC list. In
practice this means a proposal where:

a. detail a strict no-exception approach
b. allow for only a few named exceptions
c. allow for an exception clause, with a
few named exceptions

• 21 countries potentially lose grant-based bilateral aid:
the 19 proposed by the European Commission, plus Cuba
and South Africa

d. allow for an exception clause without
naming countries
Second, underpinning the first option
are debates over individual countries –
especially South Africa, Ecuador, Peru,
Colombia and Cuba. Table 3 compares
the positions of the three EU institutions.

10

The Council of Ministers has proposed option d - allow for
an exception clause without naming countries. However, it is
important to note that member states’ positions on this issue vary
between options a, b, c, and d (detailed further in Section 4).

• No named exceptions, but a clause could allow for
exceptions at a later stage
European
Parliament

The European Parliament has proposed option c allow for an exception clause, and a few named exceptions:
The negotiating mandate proposes:
• 16 countries to lose bilateral grant-based aid:
-	14 upper-middle-income countries: Argentina, Brazil, Chile,
China, Costa Rica, Kazakhstan, Iran, Malaysia, Maldives,
Mexico, Panama, Peru, Thailand, Venezuela, Uruguay
- 2 lower-middle-income countries: India and Indonesia
• 5 exceptions: Colombia, Cuba, Ecuador,
Peru and South Africa
11

• A clause could also allow for more exceptions at a later stage

Source: Author’s
construct, based on European Commission,
2011c; Council of
European Union,
2012b; European
Parliament, 2012a.

Interestingly, if the criteria proposed by the European Parliament
are followed (as detailed in annex 1, table 6), then eight
Development Cooperation Instrument countries would qualify
as exceptions: Brazil, China, Colombia, Ecuador, India, Indonesia,
Peru and South Africa (as detailed in annex 1, table 6).
Cuba does not qualify on any one of the four criteria.

Table 4: EU institutions positions on ‘cutting’ or phasing
out grant-based bilateral aid in the Development
Cooperation Instrument
Should aid be cut or phased out?
A third issue of debate is whether grant
based bilateral aid should be cut or
phased out. The European Commission
initially proposed that aid should be cut,
however both the Council of Ministers and
the European Parliament have included
wording for phasing out grant-based
bilateral aid in ‘exceptional cases’. This
indicates that phasing out may be a likely
addition. Table 4 compares the three
positions of the EU institutions.
Interestingly, the idea that all grant-based
bilateral aid could be stopped from 2014
onwards is not entirely correct, as many
EU-funded initiatives will actually run for
multi-year periods past 2014. When the
European Commission commits funds,
the funds must be disbursed within three
years, so this means that some initiatives
committed in 2013 will still be operating
in 2016. These initiatives would be
using funds from the current Multiannual
Financial Framework (2007-2013). So it
would be more appropriate to say that no
new grant-based bilateral aid funds will be
committed or disbursed after 2014, rather
than grant-based bilateral aid will be cut
from 2014.
In a sense, this means that there is a
natural phasing out period already built
into the geographic programmes. If the EU
institutions were to agree to a phasing out
period of, for example, three years, it could
mean that some countries would continue
to receive grant-based bilateral aid until
the end of the budget period in 2020 (ie.
business as usual).

Grant-based bilateral aid ‘cut’ or phased out
European
Commission

‘Cut’12

Council of
Ministers

Phase out in ‘exceptional cases’

European
Parliament

Phase out to ‘exceptional countries’
with vulnerable constituencies

Source: Author’s
construct, based on European Commission,
2011c; Council of
European Union,
2012b; European
Parliament, 2012a.

THE PROPOSALS

What will replace grant-based bilateral aid?

To date, the European Commission has provided
little detail on what these differentiated development
The third level of differentiation – differentiated
partnerships will involve, what type of modalities will be
development partnerships - will offer different types of
used in particular countries and the quantity of funds
modalities to some or all of the countries that graduate
allocated to them. Similarly, the European Parliament
from grant-based bilateral aid. Differentiated development
and the Council of Ministers have also refrained from
partnerships differ from the previous development
making concrete proposals in this area. An analysis of
relationships in that they will be based primarily on
inputs from member states suggests that the following
blended finance13, technical cooperation14 or support for
could also be included: directing funds to civil society,
15
trilateral cooperation (European Commission, 2011a).
twinning, knowledge sharing, technological cooperation,
cultural cooperation, public-private partnerships, capacity
Some European Commission sources have suggested
that some of the countries that will graduate may receive development for individuals and organisations, and
consultancy and dialogue measures (Herbert, 2012a).17
the same amount of European Commission funding as
before, but administered through different instruments.
However, other sources have indicated that this would
be highly unlikely when considering the limited amount
of funds available in other funding streams (Herbert,
2013). Furthermore, it has been argued that this would
contradict the purpose of differentiation, which is to
ensure least developed countries, low-income countries
and fragile states receive proportionally more EU funds.16
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MEMBER STATE VIEWS ON
DEVELOPMENT COOPERATION
INSTRUMENT DIFFERENTIATION
OF ELIGIBILITY
While section 2 examines the official proposals from
the Council of Ministers on differentiation, it is clear that
these positions are the result of a compromise between
diverging member state positions. It could be said
that there are four distinct positions within the
Council of Ministers:

consider exempting countries on a case-by-case basis.19
At the same time, the simple strict criteria proposed by
the European Commission would reduce the pressure on
the EU to exempt countries if it does not want to.
Group 3 – strict differentiation with exceptions

Like the first two groups, this group supports the
principle of differentiation, and the need for clear and
This group wants a clear and concise definition of
concise criteria. However, it supports the inclusion of a
differentiation enshrined in the Development Cooperation country list in the annex to the Development Cooperation
Instrument regulation, with no exceptions to the
Instrument Regulation to ensure that Cuba and South
criteria. This group agreed to allow the ‘exceptional
Africa are named as exceptions. In contrast to Group
countries’ wording into the Partial General Approach
2, this group wants these exceptions to be confirmed
as a compromise to ensure the policy would be included. in a legal text. This group has particularly highlighted
that South Africa – as the only African country in the
Group 2 – flexible differentiation
Development Cooperation Instrument – does not have
This group was initially part of Group 1, however it latterly access to a separate regional fund, so it should keep the
emerged as a subgroup. Similarly to Group 1, this group geographic envelope to maintain this.
wants a clear and concise definition of differentiation
Group 4 – differentiation sceptics
enshrined in the Development Cooperation Instrument
Regulation, however, it also wants a certain amount of
This group is generally sceptical about the limitations and
flexibility to include or exclude countries throughout the
inflexibility of the policy, the criteria and the inclusion of
multi-annual budget period.
the country list. These countries tend to have different
reasons for supporting this position. As Latin America will
This group is particularly keen to exclude the list of
be the region most affected, this group has expressed
country selection from the Development Cooperation
concerns about how the EU will maintain relationships
Instrument annexes, so as to avoid discussion of
with Latin America as a region, and also individual
individual countries and the risks that this poses to
countries, without the geographic envelope.
developing coherent criteria.18 Instead, it argues that
the OECD-DAC list should be the only reference made
in the document. This combined with the ‘exceptional
countries’ clause would allow the EU extra flexibility to
Group 1 – strict differentiation

A DIFFERENT APPROACH
FOR THE EUROPEAN
DEVELOPMENT FUND
Table 5: Comparing the Development Cooperation Instrument
and the European Development Fund
The European Commission initially
considered applying the same model
of differentiation to the European
Development Fund as it proposed for the
Development Cooperation Instrument.
This final section examines the context
and reasons why the European
Commission has decided to apply two
different types of aid differentiation to
these instruments. The European
Commission’s impact assessment for the
next European Development Fund (20142020), suggested a universal approach
should be taken:
‘…despite the different funding sources
of EU development cooperation (ie.
mainly the European Development Fund
and the Development Cooperation
Instrument), the specific objectives
and modalities of the updated EU
development policy will be applied
equally to all developing countries
through the various financial instruments.
This includes, in particular, applying a
more differentiated approach…’
(European Commission, 2011e)

Meanwhile, when questioned by the UK
Parliament’s International Development
Committee during their inquiry into EU
development assistance, Commissioner
Piebalgs affirmed that the Cotonou
Agreement makes the EU-African,
Caribbean and Pacific Group a ‘special
relationship’, and he indicated that the
policy approach may differ for the group:
‘…what we intend to propose is strong
differentiation according to the level of
income. But for the Caribbean I have a
bit of a soft spot because the countries
are vulnerable to two major challenges:
climate change and natural disasters.
It is the same with the Pacific…They
are vulnerable economies that in a way
deserve some attention even if the
income per capita is there’
(House of Commons International
Development Committee, 2012).

increased differentiation of the share of
aid going to least developed countries,
other low-income countries and fragile
states (the second level). The second
level is already a feature of EU- African,
Caribbean and Pacific cooperation, and
is not a principle that is contested by the
group. However, within the group, some
countries are concerned about potentially
significant decreases in aid to the uppermiddle-income countries, this was recently
noted at a meeting with EU and Caribbean
country officials:
“The meeting expressed its concern on
the proposed EU policy of differentiation
and requested a gradual phasing out
procedure to be applied to the affected
middle-income countries”.21

In order to understand why differentiated
eligibility was not proposed for the
European Development Fund, table
In response to these messages, in August 5 compares it with the Development
2012, the African, Caribbean and Pacific
Cooperation Instrument, according to the
Group officially announced its ‘concerns’ European Commission’s proposed criteria
regarding the extension of differentiated
for differentiation of eligibility.
eligibility to grant-based bilateral aid to the
European Development Fund. Following
An Agenda for Change noted that the
discussions between the two groups,
policy of differentiation should apply to
‘all regions’, except for the neighbourhood the European Commission confirmed
informally that it would not propose
and Sub-Saharan Africa regions
applying differentiation of eligibility to
(European Commission, 2011a).
the European Development Fund20 (the
first level) but that it plans to propose an
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Development Cooperation Instrument
(2007-2013)

European Development Fund (2008-2013)

Total number of
countries in instrument

46

7722

Countries that
meet the European
Commission’s
differentiation of
eligibility criteria

19 upper-middle-income countries:

21 upper-middle-income countries and highincome countries:

Argentina, Brazil, Chile, China, Colombia,Costa
Rica, Ecuador, Kazakhstan, Iran, Malaysia,
Maldives, Mexico, Panama, Peru, Thailand,
Venezuela, Uruguay, Cuba, South Africa
2 low-middle-income countries with more
than 1 per cent of the world’s GDP:
India and Indonesia

Namibia, Jamaica, Dominican Rep., Suriname,
St. Vincent and the Grenadines, Palau, St.
Lucia, Dominica, Botswana, Grenada, Gabon,
Mauritius, Seychelles, St. Kitts and Nevis,
Barbados, Antigua and Barbuda, Trinidad and
Tobago, Bahamas, Cook Islands, Nauru, Niue
No country registered as having more than a
1 per cent share of global GDP in 2012

Countries under
discussion for
exception status

Colombia, Cuba, Ecuador, Peru and
South Africa

None – differentiation of eligibility has not
been proposed

Funds that could
be freed up through
differentiation of
eligibility

An estimated €2.8 billion23 could be freed
up from 2014 to 2020, by applying only the
differentiated eligibility criteria. More funds
would be freed up at the programming stage

An estimated €1.2 billion24 could be freed
up from 2014 to 2020, by applying only the
differentiated eligibility criteria. More funds
would be freed up at the programming stage

Source: Author’s construct

A DIFFERENT APPROACH FOR THE EUROPEAN DEVELOPMENT FUND

A mix of legal, political, economic and
developmental factors underpin the
decision not to propose differentiated
eligibility to aid for the European
Development Fund. First, as the
Cotonou Agreement is a legally binding
‘intergovernmental’ agreement, the
possibility of extending differentiation to
the European Development Fund has
proven a controversial topic. Opinions vary
as to whether it would be legally possible
under the current agreement, or whether
the agreement would need to be modified.
Article 2 of the Cotonou Agreement says:
‘differentiation and regionalisation:
cooperation arrangements and priorities
shall vary according to a partner’s
level of development, its needs,
its performance and its long-term
development strategy’
Therefore, it could be maintained that
the Cotonou Agreement already allows
for differentiation. However, the important
question is whether this the same type
of differentiation as that launched in An
Agenda for Change. The interpretation
of this marks a point of departure in
the debate.
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In Vanuatu in 2012, Commissioner
Piebalgs argued that based on Article 2,
‘The question is not therefore whether
this principle should be taken into account,
but how’. He then suggested two options:
the first – increased differentiation in
aid allocation only; the second –
differentiation of eligibility. In response,
the former Secretary General of the
African, Caribbean and Pacific Group,
Dr Mohamed Ibn Chambas, argued
that ‘The inclusion of the element of
graduation…in our view is not within
the spirit of the Second Revision of
Cotonou’.25 Considering that the
Development Cooperation Instrument and
European Development Fund are based
on different legal and financial terms,
it is relevant to question the validity of
comparing one to the other at all.
Differentiation in the share of aid allocation
has been a feature of EU-African,
Caribbean and Pacific Group relations
since 2000, with explicit provisions initiated
by the Cotonou Agreement (Keijzer et. al.,
2012). However, differentiation of eligibility
is a new element introduced in An Agenda
for Change. This distinction is significant.
If this type of differentiation is indeed new,
then the decision to introduce it into the
agreement would require approval by the
Group, according to Articles 12 and 95.
If the decision were to be approved, both
parties would need to discuss whether
Annex IV of the Cotonou Agreement
would need to modified (European
Commission, 2011e). This presents the
European Commission with a series of
challenges, especially as members of the
African, Caribbean and Pacific Group have
indicated that it would not support this.

CONCLUSION
Second, without the agreement of the
African, Caribbean and Pacific Group,
the European Commission would find it
politically difficult to pursue the application
of the policy. Debates over differentiated
eligibility to aid could risk damaging the
solidarity of the group, and forcing divides
between ‘winners’ and ‘losers’; this is
particularly relevant in light of internal
discussions over the future of the Group.
Most importantly, the African, Caribbean
and Pacific Group still wants aid for all its
members, as former Secretary General Dr
Mohamed Ibn Chambas said in 2012:
“We believe that African, Caribbean and
Pacific countries that have achieved
favourable economic performance should
be supported to transition into a more
stable and sustainable growth path”.26
Third, a relatively small amount of
money would be freed up from applying
differentiated aid eligibility to the European
Development Fund - an estimated €1.2
billion over the next seven years (see Table
5). Fourth, in relation to development, the
European Development Fund already has
the strongest country poverty focus of all
the EU’s development instruments. The
21 upper-middle-income countries and
high-income countries named in table
5 receive a very low share of EU aid, as
most have small populations. 18 of these
21 countries are small-island developing
states, many with vulnerabilities to
environment and economic shocks.27 Out
of the 21 upper-middle-income countries,
17 score highly on the Environmental
Vulnerability Index. Also, the prioritisation
in An Agenda for Change of Sub-Saharan
Africa would support keeping
in Botswana, Namibia and Gabon.

The EU’s policy of differentiation
will determine the allocation of EU
development aid to developing countries,
shape decisions on the type of modalities
used and the sector focus in middleincome countries, and will ultimately
change the EU’s relations with
these countries.
The broad principles of differentiation –
as set out in An Agenda for Change
– have been agreed by all three EU
institutions. Differentiation has yet to
be discussed between the Council of
Ministers and the European Parliament
as part of the negotiations over the
regulations of the financial instruments.
Both parties have indicated that they
expect to start negotiations on the issue
within the next two months and to reach
an agreement by the summer, at the
earliest. In the meantime, discussion
continues around the five areas of
contention highlighted in the paper:

1. The criteria used for eligibility of
grant-based bilateral aid
2. The list of countries that will be included
and exempted from the policy
3. Whether grant-based bilateral aid
should be cut or phased out
4. The type of modalities that will ‘replace’
grant-based bilateral aid
5. The different approach for the European
Development Fund
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ANNEX
Table 6: Development Cooperation Instrument country selection according
to the European Parliament’s proposed criteria28
DCI countries that
could have differentiation
applied, that qualify
for the European
Parliament’s criteria

Human Development
Index: below 0.75

Poverty headcount ratio
(based on daily per capita net
income of US$2 (PPP) (% of
the population): above 10%

Poverty Gap Index
(based on daily
per capita net income
of US$2): above 4%

Income Gini Coefficient:
above 45%

Number of criteria met

Countries that meet all four criteria

South Africa

1

1

1

1

4

1

Brazil

1

1

1

1

4

1

China

1

1

1

1

4

1

Colombia

1

1

1

1

4

1

Costa Rica

1

1

2

Ecuador

1

1

1

1

4

1

India

1

1

1

1

4

1

Indonesia

1

1

1

1

4

1

1

1

Malaysia
Maldives

1

1

Mexico
Panama

1

1

1

1

3

1

1

1

4

Peru

1

Thailand

1

Uruguay

1

Venezuela

1

1

Total

13

10

20

1

1

1
1

2
2

9

13

Source: Author’s construct
based on data provided by
the European Parliament

8
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europa.eu/LexUriServ/LexUriServ.do?uri=
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See the proposed Regulation
for development cooperation:
http://ec.europa.eu/europeaid/how/
finance/mff/financial_framework_
news_en.htm

2

For more information on the codecision process (otherwise known
as the ‘community method’) see here:
http://www.europarl.europa.eu/code/
information/guide_en.pdf

3

‘Need’ is defined strongly along income
lines with key criteria including GNI per
capita and share of global GDP
(Herbert, 2012a)

4

The Human Development Index is a
human development indicator developed
by the UN. It measures the average
achievements in a country in three basic
dimensions of human development: a
long and healthy life (health), access to
knowledge (education) and a decent
standard of living (income). A lower score
means lower human development.
More information available here:
http://hdr.undp.org/en/statistics/hdi/

5

22

The Poverty Gap Index measure: ‘The
mean distance below the poverty line as
a proportion of the poverty line where the
mean is taken over the whole population,
counting the non-poor as having zero
poverty gap. That is the mean shortfall
from the poverty line (counting the non
poor as having zero shortfall), expressed
as a percentage of the poverty line’ (More
information available here: http://stats.
oecd.org/glossary/detail.asp?ID=6336)

6

Notably, Venezuela was also initially
suggested by some MEPs as an
exception http://www.europarl.europa.
eu/sides/getDoc.do?pubRef=-//
EP//NONSGML+COMPARL+PE492.895+01+DOC+PDF+V0//
EN&language=EN
11

See above explanation on ‘cutting’ aid,
compared to phasing out
12

13
Blended finance is a combination of
market
(or concessional) loans with grant
7
The Gini index measures the ‘extent to
(or grant equivalent) components. More
which the distribution of income (or, in
information available at: http://www.odi.
some cases, consumption expenditure)
org.uk/sites/odi.org.uk/files/odi-assets/
among individuals or households within an
publications-opinion-files/6658.pdf
economy deviates from a perfectly equal
distribution. A Gini index of zero represents 14The European Commission’s definition
perfect equality and 100, perfect
of technical cooperation is: ‘Technical
inequality’ (more information available
Cooperation is often associated with
here: http://stats.oecd.org/glossary/detail. actions aimed at strengthening individual
asp?ID=4842)
and organisational capacity by providing
expertise (short and long term Technical
8
Notably, the DCI does not contain
Assistance (TA) personnel, institutional
any HICs, the EDF includes one HIC –
twinning arrangements, mobilisation
the Bahamas
of Diaspora, etc.), training and related
9
learning opportunities (peer exchange,
In the 2007-2013 DCI Regulation, ‘the
needs criteria include population, income tertiary education, etc.), and equipment.
TA refers to the personnel involved in the
per capita and the extent of poverty,
income distribution and the level of social implementation and the management of
technical cooperation services. (European
development’ (EU, 2006). It is important
Commission, 2008, p7).
to note that the weighting of criteria has
not been made public. As mentioned
15
Triangular cooperation can be defined
above, differentiated eligibility to aid is a
as partnerships between DAC donors and
new feature in European Commission
other donors (providers of South-South
aid allocation, and therefore criteria with
Cooperation) to implement development
defined thresholds for eligibility are not
cooperation programmes/projects in
detailed for the current MFF.
beneficiary countries. More information
10
is available at: http://www.oecd.org/
Notably, 11 out of these 19 are from
dac/46387212.pdf
the Latin America region

This depends on what one thinks the key
objectives are of the policy differentiation.
Table 1 in Section 1 identifies five different
objectives for the policy that have been
cited by European Commission officials.
16

The EU’s ‘Twinning’ instrument is a good
example of possible work in this area. This
instrument is an institution-to-institution
exchange programme, where staff from a
Member State and a partner country
are seconded for between one to three
years. At present only neighbourhood
countries are eligible for this, however
there is discussion about extending it to
other regions. More information here:
http://ec.europa.eu/enlargement/tenders/
twinning/index_en.htm
17

18
Eg. it wants the discussion of the
principles of differentiation to be separated
and prior to discussions over individual
countries (what could be called a technical
approach versus a political approach).
Having a fixed list of exceptions can be
restrictive as over time the validity of
certain countries being on the list can
become obsolete as countries follow
different development trajectories. Notably,
this can also limit the responsiveness of
the policy to changing circumstances.
This is particularly relevant for the EU’s
medium term budget as it is negotiated
for seven year periods.

The UK, for example, was initially
keen to keep Cuba and South Africa as
exceptions, however has declined from
enshrining these countries as exceptions
so as to not make a precedent that other
countries may creep into the exclusion list.
19

Press release: African, Caribbean
and Pacific Group concerned about
graduation, differentiation in EU aid
policy http://www.acp.int/content/pressrelease-acp-concerned-about-graduationdifferentiation-eu-aid-policy
20

21
9th Caribbean Regional Meeting of the
ACP-EU Joint Parliamentary Assembly
in February 2013, http://www.europarl.
europa.eu/intcoop/acp/2013_sdomingo/
pdf/communique_finale_en.pdf

The African, Caribbean and Pacific
Group has 79 countries, but South Africa
and Cuba do not benefit from the EDF
22

23
The 19 Development Cooperation
Instrument countries, proposed by the
European Commission, were allocated
approximately 27 per cent of the ODA
budget for the current Multiannual
Financial Framework through the
geographic envelope. So, if we assume
a similar percentage saving of 27 per
cent in the geographic envelope in the
next Multiannual Financial Framework,
a figure of around €2.8 billion could be
potentially be freed up from 2014 to 2020
(note: no decision has been made on
the size of the Development Cooperation
Instrument budget, relative to the other
development instruments in Heading 4, so
this calculation is indicative and is based
on the assumption that the budget agreed
for Heading 4 in February 2013 will lead
to similar percentage cuts across each
instrument). (Herbert, 2012a; and see:
http://www.consilium.europa.eu/uedocs/
cms_data/docs/pressdata/en/ec/
135344.pdf)

The 21 upper-middle-income countries
and high-income countries were allocated
approximately 5.3 per cent of the
ODA budget for the current European
Development Fund-10 through the
European Development Fund national and
regional indicative programmes envelope.
So, if we assume a similar percentage
saving of 5.3 per cent of the national and
regional indicative programmes envelope
in the European Development Fund-11,
a figure of around €1.2 billion could be
potentially be freed up from 2014 to 2020
(Note: this calculation is indicative) (www.
consilium.europa.eu/uedocs/cms_data/
docs/pressdata/en/ec/135344.pdf)
24

http://www.acp.int/content/pressrelease-acp-concerned-about-graduationdifferentiation-eu-aid-policy
25

See: http://www.acp.int/content/pressrelease-acp-concerned-about-graduationdifferentiation-eu-aid-policy
26
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Jamaica, Dominican Rep., Suriname,
St. Vincent and the Grenadines, Palau,
St. Lucia, Dominica, Grenada, Mauritius,
Seychelles, St. Kitts and Nevis, Barbados,
Antigua and Barbuda, Trinidad and Tobago,
Bahamas, Cook Islands, Nauru, Niue.
28
Data provided directly by the European
Parliament.
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