


The Reality of Aid

Funding for Clean Alr:
Who will fill the gap<

Lucy Baker, The Bretton Woods Project

The G8 in Japan in 2008 announced the
launch of the Climate Investment Funds, to be
administered by the World Bank. G8 members have
thus far pledged $6 billion as an ODA contribution
to the funds and ‘“welcome commitments from
other donors”.

The World Bank and donor governments
argue that these funds will provide urgently needed
resources faster than the United Nations Framework
Convention on Climate Change (UNFCCC) and that

they are intended to “fill an immediate financial gap
for urgent actions until a new financial architecture
under the post-2012 regime is effective”.

A statement by the G8 on 8 July said: “substantial
finance and investments will be needed to meet the
urgent challenges of mitigation, adaptation and
access to clean energy in developing countries. While
the main sources of finance will be the private sector,
public resources are essential to help the poorest and
to leverage private resources, notably by financing




incremental costs and can be very effective in
inducing emissions reduction when national policies
provide incentives for low carbon investment”.

Estimations of the amount of funding needed
to deal with adaptation vary with Oxfam’s estimates
at more than $50 billion and the Wotld Bank’s at $9-
41 billion. In a recent paper, Benito Muller refers to
an “adaptation funding chasm”, and points out that
providing adequate funds alone will not be sufficient
to achieve adequate adaptation, given the inevitable
issues of ‘absorptive capacity’ at the recipient end.
He points to the importance of these funds of being
“new, additional, predictable, appropriate, equitable
and adequate”.

Muller lays out the current situation thus:

o At present, all international funding mechanisms except
the recently operationalised Kyoto Protocol Adaptation
Fund are replenished through ODA-type  bilateral
voluntary contributions/ donations.

o The current level of international funding (even including
the Adaptation Fund) is woefully inadequate to meet
projected costs)

o The current bilateral donation instruments are unlifely
to ever be able to generate the required levels of funding,
especially as it is meant to be additional to ODA.

NGO and developing country government
criticism of the CIFs has been loud and multi-
faceted:

1) They have side-stepped the process and
negotiations of the UNFCCC, and could
divert funding away from this. The UNFCCC
Adaptation Fund, established at the Conference
of the Parties in Bali in 2007 is moving forward
but it is feared that additional funds that might
have gone into this will instead be diverted into
the CIFs.

2) It is not clear if bi-lateral donations to the
CIFs will be additional to the 0.7 percent ODA
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commitment. Any funds for adaptation should
be over and above existing aid commitments.

3) Whether or not these funds will be in the form
of grants, loans or other financial mechanisms
has not yet been determined. The provision of
loans for adaptation financing is unacceptable
and a violation of the ‘polluter pays principle’.
In addition, loan-based adaptation can not count
towards the fulfilling the UNFCCC adaptation
responsibilities of industrialised countries.

4) In terms of clean energy technologies, climate
funds should at least provide grants equal to
the difference in price between conventional
technologies and truly clean technologies that
would help level the playing field.

5) Improvements to the governance structure of the
funds have been made since February. However
the governance structure of the World Bank,
as the administrating body, is not sufficiently
inclusive of developing country governments.

A June article by the Third World Network
(TWN) states that many countries, including
Bangladesh (for the LDCs), China, India, Barbados
(for small island states), Argentina, the Philippines,
Malaysia and Saudi Arabia called for a new financial
mechanisms and new funds relating to various areas
(adaptation, technology, mitigation) which would be
under the authority and guidance of the UNFCCC’s
Conference of the Parties (COP). The G77 and
China have put forward the following principles for
the funds:

1) operate under the authority and guidance of
and be fully accountable to the COP of the
UNFCCG;

2) have an equitable and balanced representation
of all Parties within a transparent governance
systemy

3) enable direct access by the recipients; and

4) ensure recipient countries’ involvement during
the definition, identification and implication of
the actions.
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Clarion calls for more aid to agriculture, but
do we need a new mechanism to spend ite

Lucy Hayes, Eurodad
|

The current food crisis has put agriculture and rural development back on the political agenda
after years of neglect. Whilst politically tempting, NGOs should resist calling for a new global
vertical initiative as a means of increasing aid to agriculture. The complexity of agricultural
development and the need for a farmer-led bottom-up response are not conducive to such a new vebicle.
Rather than further worsening donor fragmentation, we need to review existing aid mechanisms,
mafking them more responsive to local needs — particularly the needs of poor farmers and women

headed households.

Development aid is very susceptible to fads and  has cleatly been on responding to health and education
fashions,swingsand pendulumsaccordingtothewisdom  needs, partly influenced no doubt by the agreement on
of the day. In recent years, donor (and NGO) focus  the Millennium Development Goals. But agriculture




is clearly back on the agenda. The World Development
Report 2008: Agriculture for Development, published
in October 2007 is one indication of this. The report
said that “it is time to place agriculture afresh at the
centre of the development agenda, taking account
of the vastly different context of opportunities and
challenges that has emerged”. And the current food
crisis, which has seen the FAO food index rise 57% in
12 months,' has catalysed discussion, debate and new
commitments to invest more in rural development. In
February of this year, African governments reaffirmed
their commitment to spend 10% of their national
budgets on agriculture and rural development and the
Wotld Bank plans to double its lending to agriculture
from US$2 billion to US$4 billion.

The background to this is a significant decline in
investment in agriculture over the last twenty years.
Aid to agriculture dropped dramatically to only 3% of
aid in 2005 from 17% of ODA in 1982. And in real
terms, donors are now spending only half as much
in real terms on agricultural aid as in 1980 - just $3.9
billion in 2006 compared to $7.6 billion in 1980. This
is despite the fact that 75% of the world’s poor live in
rural areas.” The Food and Agticultural Organization
(FAO) has estimated that US$30 billion a year is needed
to rebuild agriculture in the developing world. The US
and Japan, despite significant decline have continued to
be the largest contributors of aid to agriculture, with
the World Bank being the most significant multilateral.
According to a recent ODI briefing, this decline in aid
has been matched by a reduction in State investment in
Aftica from 11% in 1980 to about 7% in 2002. And “in
17 African countries, this share fell from 6.4 to 4.5%
of total government spending over the period, falling
well below the 10% commitment made by heads of
African states™,

Not only has aid to agriculture declined, but
there appears to be widespread agreement that aid has
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been badly invested. The World Bank’ independent
evaluation office 2007 report on “World Bank
assistance to agriculture in Sub Saharan Africa”
criticised the Bank’s strategy for having “sprinkled
across various activities (Research, extension, credit,
seeds, transport and policy reforms) but without
synergies” and advised that “in partnership with others,
the Bank could take the lead in fostering a multifaceted
approach”. A new report published in April 2008, by
the International Assessment of Agricultural Science
and Technology for Development (IAASTD) is the
result of a three year effort by about 400 experts. It
highlights the uneven benefits that people have had
from advances in agriculture technology, particularly
in Africa, and the “vicious cycle” in which poor
smallholder farmers find themselves as a result of the
environmental shortcomings of agricultural practice.*
And a new report by ActionAid International argues
that the focus of donor spending on agriculture bears
no relation to the needs of poor farmers.” It argues
that aid has not been targeted to the poorest farmers
and that critical areas have been left out including lack
of credit, lack of support to the production of stable
crops and insufficient inputs.

It is clear that ‘on what’ agricultural aid is spent
needs to be rethought. But the channels through
which this aid is spent also needs review. Despite
the decline in aid for agriculture, the sector has not
escaped the proliferation of mechanisms seen in other
sectors. The World Development Report points to
Ethiopia as one example where 20 different donors
were supporting more than 100 agricultural projects
in 2005. A number of global and regional initiatives
have been set up, often implemented through separate
vertical funds™. Examples of these include:

1) NEPAD’s Comprehensive African Agriculture
Development Programme (CAADP);
2) Alliance for a Green Revolution in Africa;
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ODI Natural Resources Perspectives 115: Rising Food Prices: Cause for Concern July 2008
ActionAid Agriculture report, Draft forthcoming
ODI Opinion 86: Funding to Agriculture: not “how much” but “what for"? October 2007

http:/mww.agassessment.org/ International Assessment of Agricultural Knowledge, Science and Technology for Development
Actionaid Agriculture report, Draft forthcoming
ODI, Natural Resource Perspectives: Accra 2008: The bumpy road to aid effectiveness in agriculture, April 2008, www.odi.org.uk/
publications/nrp/NRP114.pdf
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3) International Fund for Agricultural Development
(IFAD);

4) GEF’s Market Led Smallholder Development;

5) the Global initiative on Aids, Agriculture and Food
Security;

6) the Africa Food Security Initiative; and

7) the Millennium Villages project.

Some people, no doubt looking to the success of
health advocates in raising money for specific health
concerns, are using this renewed attention on agriculture
to propose that a new Global Fund for agriculture
should be established, despite the very different
challenges between scaling up aid to agriculture and
to health. Jeffrey Sachs has called for a new “Global
Fund for African Agriculture” which he argues “could
turn the situation around in just a few years.”” He is
estimating that US$8 billion can be spent by such a
fund in Africa each year for seeds and fertilisers.
This proposal appears to have come up against some
resistance by some such as the World Bank, the African
Development Bank, European Commission and others
on the Ban Ki-moon Hunger Task Force to which
Sachs is an advisor. While these institutions clearly
have an interest in blocking new institutions, they are
right that governments should think very carefully
about setting up new funds and further complicating
the aid architecture. The recent announcement by the
EC President, Jose Barroso, of the EC’s “intention to
establish a €1 billion ($1.57 billion) facility to support
agriculture in developing countries”,” by using the
surpluses from the EU Common Agricultural Policy
risks adding to proliferation and earmarking of funds.

The complexity of the agriculture system gives
even more reason for caution. Global or vertical
funds appear to have been most successful, either
whete the problem is truly global — such as in the
case of global public goods — or where the problem
is very straightforward and can benefit from a targeted
global action. An example of the first in the area of
agriculture is the Consultative Group on International
Agricultural Research (CGIAR) which invests in

research and development for agriculture, particularly
for developing countries. Polio eradication, which can
be tackled with a simple vaccine, is one example of
the latter. Another example would be the setting up
of the Global Fund for Control of Highly Pathogenic
Avian Influenza — which is useful for mobilising funds

quickly and responding to a “time-bound issue”.?

However agricultural development is far from
being a time-bound issue. Where there does seem
to be considerable agreement in the agriculture
sector is firstly that it is very complex — requiring
coordination amongst both a number of different
actors, state, non-state, farmers’ organisations and
coordination across different sectors to deal with
issues such as infrastructure, agricultural extension,
land rights, women’s rights, agriculture inputs, health,
education, access to finance, biofuels, climate change
and environmental protection. These cannot be
seen in isolation and earmarked funding risks siloing
the different factors. And secondly that agricultural
development is very diverse and context specific,
requiring home-grown responses that focus on
farmers first. Global funds need to define their
priorities globally in order to be able to decide how to
allocate their finance. But this approach — taken also
by Sachs’ proposal for increased inputs — contradicts
the increasing calls for bottom-up responses. The
IAAAST report argues that we need to fundamentally
rethink the role of agricultural knowledge, science and
technology in achieving equitable development and
sustainability.” The focus should turn to the needs of
small farms and local markets in diverse ecosystems
and to areas with the greatest needs.

It would be ironic if one of the political
outcomes of this year of aid effectiveness reporting
and negotiation was to result in the creation of yet
another aid body. The UNDP estimates that there are
already some 1,000 global financing mechanisms and
the number of other donors has also increased rapidly
in recent years. In the area of health — where vertical
funding schemes have developed the fastest, a new

7 See: http:/iIwww.csmonitor.com/2008/0710/p04s04-woeu.html
8  World Development Report 2008, 264
9  See: http://Iwww.greenfacts.org/en/agriculture-iaastd/




paper by the NGO alliance Action for Global Health
is very frank about the difficulties that this is causing.'’
They complain about the lack of coordination between
the different health initiatives and wonder if they
add much to what multilaterals were already doing.
They conclude that global health campaigns are so
numerous that they “are contributing to fragmentation
— to the detriment of aid effectiveness in the health
sector” and their proliferation “can undermine efforts
both for improved harmonisation and alignhment as
well as absorbing large resources, including for their
administration”.

In agficulture a number of coordination
mechanisms for agriculture have already been set
up. These include at the regional level NEPAD’s
Comprehensive African Agriculture Development
(CAADP) which roundtable

processes at the country level to address policy and

Programme uses
capacity issues across the agricultural sector although
it’s potential for implementing programmes does
not seem to have been fully realised yet. At the
donor level, the Global Donor Platform for Rural
Development which aims to increase the impact of
aid for agriculture through advocacy and outreach at
the global level, sharing learning amongst donors and
increasing aid effectiveness on the ground through
better donor coordination.

The learning from the health sector, which is
today scrambling to coordinate the multiplicity of
initiatives that have been set up, and the discussions
and beginnings of coordination taking place in the
agriculture sector, will hopefully prevent NGOs and
politicians from knee-jerk reactions to the current
food crisis in their attempt to respond to decades of
neglect in the sector. The development community
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should first be clear if it is more aid for agriculture that
is needed immediately or whether we need a clearer
analysis of how existing and any new money can be
most effectively targeted and channelled to support
rural development." Finally, and very importantly, it
is not all about aid. Many of the obstacles to rural
development are linked to poor market access, unfair
global trade rules, IMF fiscal conditions and policies in
developing countries themselves.

Existing UN agricultural institutions, such as the
FAO and IFAD, are weak and need reform in order
to provide attractive alternatives to more global funds.
These reforms should be based on lessons learned
over the past several decades of well-documented aid
to agriculture. Despite some World Bank progress
in reforming its agricultural investment, many still
distrust the institution to respond to poor farmers
needs without being compromised by ideology and
rich country interests, given its history and governance
structure.

A recent ActionAid briefing argues that “a new
wave of investment in agriculture is necessatry, but
it must be of a different nature”. This different
nature would mean adjusting “to the needs of
women farmers and other small-scale producers,
rather than the needs of companies and landlords
seeking increased profits” with “country-led and
country-designed agriculture and rural development

investments”.!?

Multi-stakeholder dialogues around
agricultural policies and investments seem to be
crucial, but existing financing channels such as budget
support, sector support, or even agricultural basket
funds are best placed to adapt to this need, rather
than creating another global organisation, conceived

of and developed from afar.

10 http://www.actionforglobalhealth.eu/publications/afgh_factsheets_and_briefings/briefing_paper_on_aid_effectiveness
11 ODI Opinion 86 2007
12 Actionaid policy briefing, July 2008, Cereal Offenders — How the G8 has contributed to the global food crisis, and what they can do to

stop it, www.actionaid.org.uk/index.asp?page_id=101369
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When is a vertical fund
not a vertical fund?

The case of the
Education for All Fast-Track Initiative (EFA-FTI)

Lucia Fry, Global Campaign for Education

The recent Eurodad workshop of 26th June was
a welcome prompt to development campaigners,
promoting critical thinking about vertical funds
and their comparative value in both political and
operational terms. Yet to those of usin the Education
world, EFA-FTT seemed a slightly curious bedfellow
with the other, more traditionally conceived vertical
funds. Because, while FTT largely conforms to the

definition of a vertical fund as proposed by the
World Bank, it does not share many of the features

typically considered to be characteristics of a vertical
fund.

EFA-FTI is a global partnership that joins
donors and partner countries through mutual
commitments. It supports global EFA goals by




focusing on accelerating progress towards the core
EFA goal of universal primary completion (UPC),
for girls and boys alike, by 2015. Partner countries
commit themselves to developing and implementing
a sound and sustainable Education Sector Plan,
and to increasing domestic finance for primary
education. Donors commit themselves to supporting
this sector plan with increased harmonization and
financial support.

The theory atleastis thatin this compact, partner
countries take thelead in designing and implementing
programs  through  broad-based
consultation. These programs use benchmarking

education

and monitoring of progress against output and
outcome indicators. They emphasize promoting
faster progress in quality primary education for all
children. Donors, multilateral organizations, and civil
society organizations then commit to aligning their
support for a country’s program, providing support
for its capacity development, mobilizing predictable
and long-term financing, and harmonizing their
procedures as much as possible amongst themselves
and aligning with the government systems. This
includes technical and financial support from the
two FTI-specific funds, respectively the Education
Programme Development Fund and the Catalytic
Fund to complement bilateral and multilateral
financing, These funds, it should be noted, are
intended as marginal efforts to respond to countries’
needs beyond the major source of anticipated
additional funds, which should be normal bilateral
channels.

So, FTI notionally avoids many of the pitfalls
of vertical funds, keeping the focus very much on
country ownership and the whole education sector
plan. Perhaps as a result, it has maintained a fragile
consensus among a wide cross-section of actors,
including some of the more ‘fund-skeptical’ donors
such as USAID. But it has also missed out on some
of the evident benefits of vertical funds, including
a high political profile, a popular campaign vehicle,

and, crucially, large-scale resource mobilisation.
Indeed, many of the donors nominally signed up
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to the partnership show little sign of changing
behaviour either by upscaling bilateral efforts or
contributing to the two Funds.

So, has it worked? The Global Campaign for
Education (GCE) considers the global total aid
requirement to be around $16 billion per year to
achieve UPC, and provide balanced investment
across sectors and deliver six EFA goals. Aid to
basic education in poor countries has increased
significantly over 2002 levels, rising from $1.7 billion
per year to around $3 billion per year. Countries
in the FTT Partnership (currently 35) have shown
progress on primary enrolment, have prepared sound
bankable plans and increased domestic investment
in education. Overall, the number of children out-
of-school has dropped by over 30 million since 2000
and the trend in FTI countries is likely to continue,
according to trend analysis conducted by FTL
These are considerable signs of progress and should
be celebrated. However, aid to basic education has
actually fallen in the last two years after reaching
an all-time high of $4.4 billion in 2000. There is
dependence on relatively few donors, with just five
(UK, US, the Nethetlands, World Bank/IDA and
the EC) accounting for almost 70% of the global
total.

And for all the celebration of success in
education, it should not be forgotten that 75 million
of the wortlds poorest and most disadvantaged
children remain locked outside the school gates. 1
in 5 adults — 1 in 4 women — are unable to read
or write. Secondary schooling and eatly childhood
care remain the preserve of the elite in most poor
countries. It is clear that, if FTT is to remain the
centrepiece of efforts in achieving EFA, it still has a
very long way to go. GCE continues to support FT1I,
whilst calling for reform and renewal of its original
vision — as a global compact that will accelerate the
world towards the dream of children reaching their
potential through education, and adults being helped
to end the blight of illiteracy and ignorance. And to
do that, it may just have to learn some lessons from
its cousins, the ‘truly’ vertical funds.
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