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Why this Briefing
and What is it About?

This is the time for civil society organizations (CSOs) and social movements from all
over the world to unite under a strong call for a systemic transformation of the global
trade and financial architecture and global division of labor, towards a just, green, and
feminist recovery post-COVID-19. And the UN, as the only global institution
mandated to address economic and social challenges where developing countries
have an equal say, is the space to do so. This is where the UN Financing for
Development (FfD) process comes in - as a space to advance on the systemic changes
we urgently need to see.

This briefing on Official Development Assistance (ODA) is part of a broader toolkit introducing
the FfD process and the Civil Society FfD Mechanism’s role in it, being built towards
helping civil society organisations and social movements navigate the FfD process, its
interrelated domains, and the issues at stake. In this briefing we explore the challenges
with regards to ODA flows and their effectiveness in supporting the development needs
of the Global South. We also highlight several recommendations that governments can
take to ensure developed countries’ commitments on ODA are met and contribute to

making development effective.



https://csoforffd.org/join-the-cso-ffd-group/
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The Challenges

Official development assistance (ODA) remains important in meeting sustainable development
objectives of some developing countries, particularly least developed countries. Developing
countries are still reeling from the impacts of the COVID-19 pandemic and yet, have to
face additional challenges of increasing debt levels, the energy and food prices increases
as the result of the Russian war on Ukraine, and the ongoing climate crisis. ODA plays an
important role in this context in helping developing countries address the challenges of
compounding effects of the multiple crises that resulted in setbacks in achieving sustainable
development,! as well as threaten efforts to avert the climate chaos and the just recovery
from the pandemic.
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ODA provides concessional funding that enables developing country governments spend
on development and public social infrastructure. It is also important to point out that more
than just mobilizing finance, ODA is, and must be treated as, a tool to achieve redistributive
justice, wherein wealth acquired by rich countries through historical colonization and
exploitation through neoliberal polices is rechanneled to developing countries.®> As a tool
for justice, ODA should contribute to correcting historical wrongs and dismantling poverty
and inequality. And yet, numerous challenges emerge from the current practices by DAC
members that treat ODA otherwise, including maintaining the status quo that, in the first
place, produces and entrenches the poverty and inequality that aid is supposed to help
address.

Unmet commitment by donor countries

During the United Nations General Assembly (GA) in 1970, member countries adopted the
resolution that came out from the result of the Pearson Commission of the World Bank
that recommended aid ‘be raised to 0.7% of donor country GNP by 1975, and in no case
later than 1980’ Since then, this commitment has been violated by the majority of DAC
members by not allocating sufficient amounts for ODA, and by inflating the ODA levels
they report.

ODA data released by the Organisation for Economic Cooperation and Development (OECD)¢
for 2022 shows that aid levels continued to rise since 2019 (see Figure 1). According to
the OECD, the rise in aid levels in 2022 is due mostly due to in-donor refugee costs as
well as net ODA to Ukraine.” Despite the increase in ODA levels, the amount is not enough
to meet the 0.7% of GNI commitment of donor countries. The promise has been repeatedly
broken by the majority of DAC member countries since the 1970s as ODA levels remained
at an average of 0.3% of their GNI® (see Figure 2). In 2022, only Denmark, Germany,

Luxembourg, Norway and Sweden were able to meet the 0.7% target (see Figure 2).
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Aside from not meeting the commitment to set aside 0.7% of donor countries’ GNI to
ODA, the amount reported by the OECD is also severely inflated. Included in their ODA
reports are recycled in-country refugee costs and debt relief, all of which do not add actual
amounts of aid flows to be used in developing countries. If the in-country refugee costs
were deducted, ODA rose by only 4.6% compared to 2021 in real terms.*® Further deducting
recycled Covid-19 vaccine donations and net debt relief show that reported ODA figures
are inflated by as much as USD 30.9 billion or almost 15% of the total ODA in 2022.1!

Even climate finance mobilised by donor countries is both insufficient and bloated. According
to the OECD, climate finance in 2020 reached only USD 83.3 billion, which is USD 16.7
billion short of the USD 100 billion commitment by DAC member countries.?? According
to Oxfam, climate finance figures are most likely bloated by reporting loans and costs of
projects that have little to do with climate adaption and mitigation. Instead of providing
new and additional financing, these flows are only relabelled funds that are reported towards
ODA commitments.*®

Figure 1. ODA Values from 2019 to 2022 (current, million USD, OECD Stats DAC1 a/o 22 July 2023)
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https://www.oecdwatch.org/oecd-ncps/about-the-oecd/
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Table 1. ODA Composition (constant 2021, million USD)

2018 % 2019 % 2020 % 2021 % 2022 %

105,040.95 63.8% 104,097.03 62.9% 105,214.89 611% 114,410.95 615% 137615.95 65.1%

9369.95 57% 1010815 6.1% 12,635.66 73% 12,053.27 6.5% 16,398.49 7.8%
4742011 28.8% 4701315 28.4% 49,426.21 287% 54,468.37 29.3% 54,452.99 25.8%
268805 16% 4,20905 25% 4,25952 25% 4,537.01 24% 2728.61982 1.3%

780.60 0.5% 551.98 0.3% 123.67 0.1%

Source: OECD Stat DAC1 (a/o 22, July 2023)
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Increasing Preference for Loans Over Grants

The quantity of development assistance as well as its development impact are also affected
by the substantial amounts of loans included in what is reported as ODA. Bilateral sovereign
loans increased both in real terms and as share of total ODA composition between 2018
to 2022 (see Tables 1 and 2).

France, Japan, and South Korea are the top three countries who provided the highest
shares of bilateral ODA as sovereign loans.?! Sovereign lending by EU institutions on the
other hand more than doubled (+110%) and represented almost a quarter of its bilateral
ODA .22 Bilateral sovereign loans to developing countries increased between 2018 and 2021
(see Table 3).

The increase in loans as ODA is a worrying trend in the context of increasing pressures
on government budgets as countries reel from the effects of COVID-19 and the impacts
of the Russia-Ukraine war.?®> These loans add to the debt portfolios, especially of Least
Developed Countries (LDCs) and Other Low Income Countries (OLICS), who are either on
the verge of or already in the middle of a debt crisis, and further decrease their capacity
to spend on social services. As of June 2023, eleven countries are already in debt distress
while 51 are in either moderate or high risk of debt distress.?*
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Table 2. Share of Sovereign Loans and Grants in Bilateral ODA (constant 2021, million USD)
2018 % 2019 % 2020 % 2021 % 2022 %

117,349.27 100% 118,518.92 100% 122,890.12 100% 131,553.21 100% 156,866.73 100%

105,040.95 89.5% 104,097.03 87.8% 105,214.89 85.6% 114,410.95 87.0% 137615.95 87.7%

936995 8.0% 1010815 8.5% 12,635.66 10.3% 12,053.27 9.2% 16,398.49 10.5%

Source: OECD Stat DAC 1 (a/o 22 July 2023)

Table 3. Sovereign Bilateral Loans to Developing Countries (constant 2021, million USD)

2021 % increase
2018 2019 2020 2021 from 2018
2,22777 2,529.63 3,434.89 3,080.76 38.3%
5,575.62 6,299.88 6,680.99 7,228.26 29.6%

1,368.15 1115.39 1,999.75 1,537.61 12.4%
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Diversion of ODA to Support Profit-Driven Actors

While levels of ODA are already below commitments, these scarce resources are further
channelled away from development objectives through profit-driven actors. Two main channels
this is being done is through private sector instruments and blended finance.

Private Sector Instruments

ODA channeled through private sector instruments (PSls) still represent a small percentage
of total ODA from 2018 to 2022 (Table 1), but the amount in real terms has increased
between 2018 to 2021. Data for 2022 are still preliminary and will be finalized by end of
year 2023.

Civil society has raised various concerns on the use of PSls in ODA. PSls do not have the

capacity to reach those most in need and in fact, channel away ODA from low income
countries?. Instead of providing support to vulnerable populations in developing countries,
PSI flows go to most profitable countries. OECD data for PSI in 2021 show?* that none
of the top 10 country recipients were LDCs where achieving SDGs are more challenging
(see Table 4).

CSOs are of the view that enhancing public financing, including aid, is required to meet
the needs of our time.?” Civil society has criticized DAC member countries for leveraging
ODA to catalyze private sector growth instead of channeling more resources towards grants
that directly target poverty and address inequalities. Support for private sector using public
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funds is being increased without adequate transparency and accountability measures, as
well as safeguards that ensure that public interests are protected from profit motives.?®
Past experiences on private sector capture of public services offer valuable lessons on why
PSls in ODA risk worsening poverty and can lead to violations of the rights to health and
water.

Table 4. Top 10 PSI Recipients in 2021

Country Amount Received (USD, millions, constant 2021) Income Classification
b 496,026 umic
 sammare fov78s umic
Blended Finance

According to the OECD, blended finance is the strategic use of development finance for
the mobilisation of additional finance towards sustainable development in developing
countries.?” The practice combines ODA with other private or public resources, in order to
‘leverage’ additional funds from other actors. Blending is, in effect, a kind of subsidy for
commercial actors engaged in development-related work.

The use of public finance to de-risk private finance is being promoted by international
organizations such as the OECD and multilateral institutions such as the World Bank Group
and the International Monetary Fund. It has been criticized by civil society as this practice
pulls away already scarce ODA money from being directly spent on public sector projects,
especiallyinlowincome countries, into support for private sectorinitiatives whose development
impacts are not clear.®® So far, private finance mobilised through blending instruments has
failed to scale-up investments in countries and communities where they are needed the
most. Blended finance is currently concentrated in areas with the potential for financial
profit, i.e. in lower-risk developing countries, particularly in middle income countries which
received USD 35.2 billion or 87% of mobilised private finance from 2018 to 2020. On the
other hand, low income countries only received USD 5 billion or 12% of mobilised private
finance within the same period.3!
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Limited Development Effectiveness of ODA

Development effectiveness goes beyond the efficient disbursement procedures of aid and
is focused on a rights-based approach to aid delivery and development cooperation. It is
underpinned by four principles: ownership of development priorities by developing countries,
focus on results, inclusive partnerships, and transparency and mutual accountability.®?
Unfortunately, the actual application of these principles remains limited.

The Global Partnership for Effective Development Cooperation (GPEDC) was launched in
late 2011 at the 4th High Level Forum (HLF) in Busan, Korea, to shift donors from the aid
agenda to a broader concept of development effectiveness.

Different from the OECD, the GPEDC is a multistakeholder platform. Its four co-chairs
consist of one representative each from donor countries, recipient countries, dual provider
countries, and a non-executive co-chair from civil society. The steering committee also
provides seats for representatives from civil society, as well as from trade unions, parliaments,
sub-national governments, the UNDP/UN System, multilateral development banks, the OECD/
DAC, and the business sector, among others.

The GPEDC was hoped to replace the donor-driven approach in delivering development
aid. Its structure is reflective of that aspiration. However, one of the main challenges that
the GPEDC faces is the lack of buy-in from large providers of South-South Cooperation
(SSC) such as China, India, and Brazil. These countries have maintained that the GPEDC
is “DAC-led process that could not be legitimated by actors outside DAC structures”s3.
While the members of the partnership have de jure equality, some point out that there
are risks for de facto inequalities in influence over outcomes because of the different
capacities between the members to engage and provide resources.’*

CSOs have previously pointed out, for instance, that “greater spaces were provided for the
private sector’s involvement in policy, partnerships and programs that undermine CSOs,
including women’s rights organisations and other development actors,” with the GPEDC
“promoting the challenge of ‘leaving no one behind’ as an opportunity for private capital
to develop markets.”?>

ODA Governance Still Led by Rich Countries’ Club

Many of the problems associated with ODA in terms of volume and quality are directly
attributable to the fact that the governance of the aid system is led by a handful of rich
countries. The OECD’s Development Assistance Committee is currently composed of 31
advanced/high-income economies® from North America, Europe, and Asia Pacific, with the
notable exception of China. These countries make decisions on what can reported as ODA
and otherwise, based on consensus; however, the DAC’'s membership is too narrow and
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its decision making processes lack transparency and accountability to those who will be
most affected by their decisions, i.e., developing countries and their communities.

This exclusive membership and lack of transparency and accountability has resulted in a
series of questionable decisions that have eroded the integrity of ODA and its development
impact. Two recent examples of decisions, which civil society finds totally unacceptable,
are keeping debt relief in the picture after the decisions to report sovereign ODA loans
in grant equivalents from 2019%, and allowing the donation of excess, nearly expired,
vaccines to be reported as ODA. While the need to address power imbalances and colonial
legacies in aid relations were acknowledged in the OECD-DAC’s (Development Assistance
Committee) Development Cooperation Report 2023, fundamental issues of tying aid with
donor-countries’ political and economic interests as well as the neoliberal roots of unequal
power relations between donor and recipient countries have been sidestepped.3®

CSOs have instead called for a strong UN leadership in the governance of aid to allow for
a more democratic decision-making process on aid.* The UN has a Development Cooperation
Forum (DCF) that brings together representatives from governments, civil society, and the
private sector to discuss and promote effective development cooperation. However, it has
been plagued by issues that limit its effectiveness to lead the governance of aid. These
issues include lack of enforcement mechanisms for commitments that have been made,
and limited resources which ultimately limit the DCF’s impact on development outcomes.
Crucially, the DCF is not a norm-setting body as there is no member-state led negotiated
outcome document and is only a discussion forum. With the recent decision to align the
DCF with the FfD process, it is an opportunity to revisit modalities on substance and
process, to ensure UN is leading on norm-setting on ODA.

Tied aid, conditionalities, and leveraging ODA towards foreign policy outcomes

Donors are regularly responsible for providing tied aid, linking their aid to certain types of
conditionalities and/or using ODA to advance their own foreign policy objectives, whether
economic, geopolitical or both. These tactics benefit donor countries while sacrificing
development needs in developing countries and reflect the top-down nature of ODA which
circumvents or entirely ignores country-ownership.

Tied aid describes official grants or loans that limit procurement to companies in the DAC
member country or in a small group of countries. This means that money that is supposed
to be spent in developing countries ‘goes back’ to donor countries through their domestic
companies or operations. This practice, although greatly reduced, remains, and may increase
in the years to come by the increasing use of private sector instruments in development
cooperation (see Section 2.4).4° Eurodad’s study in 2021 revealed that in 2018, DAC reported
some USD 26.9 billion of tied ODA which is equivalent to 21 per cent of bilateral aid for
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that year. The OECD’s own report in 2022 on the overall untying aid revealed that 52%
of the value of the contracts for ODA disbursed between 2019 to 2020 were awarded to
companies from donor countries.** Where aid is not formally tied, procurement rules also
affect where governments can purchase goods and services to implement a project facilitate
the awarding of contracts to companies from donor countries.*?

Aid conditionalities also prevent countries from addressing their own national development

priorities. These conditionalities often come in the form of policy reforms that DAC members
impose on recipient countries in exchange for channeling aid, and sometimes are in direct
conflict with a country’s own development priorities. While some argue that conditionalities
can be positive, such as reforms to reduce corruption and promote human rights, aid
conditionalities have historically been used by donor governments to promote their own
interests. Leveraging ODA to achieve donor governments’ foreign policy and economic
objectives also prevents the democratic ownership of ODA as addressing developing countries’
needs come secondary (for examples, see Box 5).
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Our Recommendations:
Review of the ODA architecture

The development challenges exarbated by the multiple crises resulting from COVID-19,

the Russian war on Ukraine, and global heating make the fulfillment of ODA commitments

ever more important. Likewise, practices that erode the quality and quantity of ODA should

be dismantled in order to ensure that aid serves the needs of developing countries. The
CS FfD Mechanism:

Calls on UN member states to build on the UN’s Development Cooperation Forum
(DCF) process and establish a UN intergovernmental process on development cooperation
that can protect the integrity of ODA, and the credibility of ODA statistics and ensure
the impact of ODA in eradicating poverty and addressing inequalities. This will allow
all countries, especially from the Global South, to be part of decision-making on issues
related to ODA.

Calls on DAC members to honor their collective commitment and deliver USD 6.5
trillion of unmet ODA debt owed to Global South countries over decades in full and
unconditionally.

Calls for partnerships for sustainable development that should be aligned with the principle
of democraticlocal ownership of development processes, whereby all relevant stakeholders,
including local communities and CSOs are actively involved. We also call on DAC member
countries to uphold the integrity of ODA and of the effectiveness agenda.

Calls on DAC members to fulfill and exceed the 0.7% target for ODA, as well as the
0.15% to 0.2% target for Least Developed Countries (LDCs), prioritizing unconditional
grants and technical support.

Calls for an internationally agreed definition of climate finance additionality with a view
to ensuring climate action witnout diverting scarce resources from standing poverty
challenges that should be addressed by ODA

Calls on all DAC members to ensure that development aid is not diverted from long
term development objectives. It should reinforce both humanitarian/emergency response
to crises and long terms goals of addressing structural barriers (e.g. implementing short-term
pandemic measures while strengthening health care systems) and should be aligned
with developing country priorities without conditionalities.

Calls on all governments to deliver on their effectiveness commitments to make
development more inclusive, aid more transparent and accountable, country ownership
a prerequisite, and results more just and people centred.
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How to engage?

The CS FfD Mechanism has been campaigning and advocating for trade and investment that
will facilitate genuine sustainable development through multiple entry points. Examples
include: direct engagement on trade and investment issues in the FfD process by providing
inputs to the yearly Financing for Sustainable Development Reports and to the FfD Forum
negotiations. To join the CS FfD Mechanism, please fill the google form at this link.
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