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NOTES

1. Respdnsibility for trade inrgoods and increas*.—f
ingly services and the trade—feiatcd aspects o
regulatory measures rests with the European
Communities {EC) rather than the European
Union {EU) — see Chapters 2 and 3. For eas:e
of exposition, however, we refer to the EU's
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.Com.'mon Commercial Poficy throughout this

chapter. . ]

2. The observant reader will note that there are
now only four trade articles in the Trz?aFy where
pEeviously there were seven. The remaining three

were repealed.

The EU’s economic size and its role in world trade
mean that it is a key player in structuring the global
economic environment for developing countries
(DCs) through its aid and trade policies. EU member
states are the largest trading partner of DCs, provid-
ing 23% of their imports and taking 21% of their
exports. The EU and its member states provide some
$5% of total official development assistance {ODA)
with the EU alone providing some 10% of total ODA
worldwide, making it the fifth largest donor and the
second largest among multilateral donors, after the
World Bank (OECD, 2002a). It also has a significant
indirect influence throngh its active participation in
international organizarions which attempt to manage
the world economic systern, The Union’s development
cooperation policy is comprehensive in its approach,
including trade arrangements, development assistance
and political dialogue. A number of useful studies
have analysed the different elements of the ELPs
relations with developing countries and help us to
better understand the dypamics behind these rela-
rionships (Cosgrove-Sacks, 1999; Grilli, 1993; Lister,
1998; McMahon, 1998; van Dijck and Faber, 2000).
Important and even radical changes are currently tak-
ing place in the EU’s development policy. The purpose
of this chapter is to highlight these changes and to
discuss their [onger-term significance.

Three themes can be highlighred at the outset.
First, the economic environment in which the EUs
relations with DCs are played out is changing rapidly.
The most striking feature of economic growth over
the past three decades has been the growing differen-
tiation in economic performance (Table 25.1). Qver-
all differences in GDP per capita between developed
countries and DCs remain large —~ in 2001, average
income per capita was US$26 926 in the industrialized
countries bur only US$1204 in the low and middle-
income DCs. However, for some DC regions the gap
has been narrowing rapidly. This is parricularly the
case for the group of Asian ‘Newly Industrializing

- developing world

Economies’ {Hong Kong, Singapore, South Korea and
Taiwan) and the Easr Asia and Pacific region {domin-
ated by China). These countries have pursued out-
ward-looking development policies and have rapidly
increased their share of world trade (the growth of
exports from East Asia annually averaged 11.3% in
the 1992-2001 period, and from China 16.0 %, dur-
ing a period when world trade expanded by 7%,
see World Bank, 2003). The Asian financial crisis
in 1997-1998 interrupted this spectacular economic
performance and triggered a significant contraction of
economic activity in a number of countries, although
recovery in most countries of che region is now well
underway.

The economic performance of Latin America and
the Caribbean has been less strong. Following average
3.3% annual growth in the 1970s, the continenr was
devastated by the debe crisis in the 1980s which led o
a ‘lost decade’ for development in which tiving stand-
ards declined. Recovery in the 1990s was weak and
has been further undermined by falls in economic act-
wvity in the early years of this decade as capital flows
into the region dropped sharply, reflecting investors®
fears of the financial fragility of the continent in the
aftermach of Argentina’s default. However, its per-
formance has still been stronger than thac of either the
Middle East and North Africa or Sub-Saharan Africa.
In the latter sub-conrinent, average living standards
have been contracting steadily for two decades as a
result of a combination of nawral disastets, slumping
commodity prices, economic mismanagement, civil
strife and, maost recently, the AIDS epidemic. World
Bank forecasts for the period to 2015 project that
these diffecences will persist, with yearly per capita
growth rates of 5.0% in East Asia and 4.1% in South
Asta contrasting with 1.4% in the Middle Easc and
North African region and 1.5% in Sub-Saharan
Africa {Table 25.1}. As will be seen in this chaprer, the
lazter are the two regions on which EU development
policies have a particular focus. Thus, EU development
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policy is required to address an increasingly disparate  centre. The challenge now is to follow through on that
group of DCs, where the appropriate mixture of pol-  commitment. Another issue is that EU development
icy instryments is going to vary depending on the  cooperation policy has been characterized by a strong
circumstances of the particular country or couniry  regional emphasis with particular groups of partner
grouping being considered. countries such as the African, Caribbean and Pacific
Second, many of the old foundations of past EU  (ACP) states, Asia and Latin America (AL A) coun-
relationships with developing countries are being  tries, the Mediterranean countries and, more recently,
swept away. These relationships were based ona mix- PHARE and TACIS countries (cthese are the coun-
ture of trade preferences and development aid to pro-  tries of Central and Eastern Europe and the Former
mote tade and deveiopment in the weaker DCs, while  Soviet Union, respectively; see Section 25.2.2). These
restrictive trade measures (high protection against regional arrangements are usually conducted within
agricultural imports, quotas on the imports of textiles  an overall framework that includes rrade preferences
and clothing, and anti-dumping duties on the imporr  along with development assistance and political dia-
of particularly competitive manufactured goods) and  logue. There is a continuing tension berween those
the absence of financial aid characterized EU relations ~ who stress the regional approach based on recogni-
with the more advanced DCs. Many DCs pursued  tion of historical and serategic linkages with former
inward-looking development strategies and were litdle  European colonies and neighbouring countries, and
interested in attracting private foreign investment.  those who argue for a more global approach con-
The liberalization of world trade and capital move-  cerned predominantly with poverty reduction.
ments in recent years is gradually transforming these The most long-fived and comprehensive of these
relationships. regional arrangements has been the relationship with
Trade preference schemes are weakening for two  the ACP countries, originally under successive Lomé
separate reasons. The first is economic: trade liber-  Conventions and now under the Cotonou Agreement,
alization under the auspices of GATT/WTO isreducing  The Lomé Convention, originally signed in 1975, was
the value of trade preferences and the EU has been  hailed at the time as a model for a new type of devel-
searching for new models of cooperation. The second  opment partnership berween industrialized countries
is legal: the EU’s network of discriminatory preference  and DCs. Its innovations of partnership, deep trade
schemes runs counter to GATT/WTO rules on  preferences and long-term contractual aid cormmit-
regional trade arrangements bur for years the EU was  ments were certainly novel ac the time. However, the
able to persuade other WTO members to condone  EU’s geographical priorities have been rapidly chan-

them. In the mid-1990s, it decided it would no longer  ging n the 1990s following the end of the Cold War
seek to make an exception of these arrangements

and reflecting the changing importance of different
and instead would enter into WTO-compatible trade  DC regions in internarional trade. Priority is now
arrangements with its developing country partners.  given to the stability and development of neighbour-
These are required to be free trade areas covering  ing countries and to aid for countries in crisis in the
substantially all trade between the contracting parties.  regions nearest to the EU. The ACP countries are no
Thus the EU has been actively pursuing regional longer as central to EU development cooperation pol-
trade agreements with many DCs, seeking to convert  icy as was once the case. Given thar these countries
its selective preferential agreements into free trade  remain among the poorest and least-developed in the
ones. wortld, these shifts and realignments have generated
Third, EU development cooperation policy is also  considerable controversy and debate.
evolving rapidly. Private capital flows have come to This chapter explores the way the EU ineracts
dwarf the role of development aid as a source of  with the DCs through both its rrade and development
invesrment capital in DCs. In the face of growing dis-  cooperation policies. Section 25.1 concenirates on
satisfaction with the ourcome of aid programmes and  the trade arrangements intended to benefit DCs and
growing ‘aid fatigue’, the search has been on to define  Section 25.2 on the development cooperation ot fin-
ancial aid arrangements. Section 25.3 concludes by
highlighting some of the main issues in the current

debates on the EU's relations with the developing
world.

new roles for aid and to see where it can be used most
effectively. The EU has undertaken a comprehensive
re-evaluation of its development cooperation policy
objectives which has placed poverty alleviation at the
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Trade is 2 key mechanism for development. At the m_ul-
tilateral tevel, trade policy car contribute to ensuring
a fair and equitable trading system whir:h fac;hta‘tes
the integration of DCs into the international n-adl.ng
regime at their own pace. At the EU level, tra(':le policy
can facilitate access to EU markets by lowering trade
barriers through multilateral liberalization and pref-
erential schemes. EU trade policy can also influence
the DCs’ own trade policies through economic a.nd
trade cooperation agreements and by encouraging
regional arrangements between themselves.

25.1.1 Developing countries
in WTO

At the multilateral level, the EU supports the principle
of special and differential (S&D} treatment for DCs
in the application of the various WTO Agrc‘eiments.
$&D treatment refers 10 the exceptions, flexibility and
extra support that DCs need in order to get the most
out of WTO. The two aspects most commenly cited
are the right to access (particularly preferential access
to northern markets without the requirement of
reciprocity) and the right to protect {sPcciﬁc?lly, the
right 10 maintain iMport protection on infant mdu_stry
or balance of payments grounds). More recently, given
the greater complexity of the Agreements negotiated
in the Uruguay Round, more emphasis has beer} put
on granting longer transition periods anfi providing
assistance to DCs to implement the commitments they
have undertaken.

The Doha Ministerial Declaration launching th_e
Doha Development Round of WTO trade negoti-
ations in November 2001 recognised chat S&D trear-
ment is an integral part of WTO Agreements. .Ir
noted that many DCs were dissatisfied with the way in
which 5&D provisions in these Agreements had oper-
ated, and it called for a review of these provistons
*with a view to serengthening them and making them
more precise, effective and operational’. The EU has
made a number of proposals to address this maf‘ldate.
It has proposed a joint commitment from ali indus-
wrial economies and the most advanced DCs to grant
variff-Free treatment by 2003 to essentially all products
exported by the least developed countries (LDCs}, thus
replicating its own ‘Everything But Arms® proposal
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{see below). It also committed to supp-ortvinstitl.l.tional
capacity-building in DCs both to assist in the }mple-
[mentation of past commitments and in preparing for
future trade negotiations. Many DCs are at c'onSLder-
able practical disadvantage in participating in WTO
processes and negoriations, due ro t.hen'. laf.ck of skilled
personnel and the high cost of maintaining a delega-
tion in Geneva (where the WTO is located) o deal
with trade matters.

25.1.2 Preferential trade
arrangements

EU prefesential arrangements for DC exports have been
of two kinds: a non-reciprocal Generalized System
of Preferences (GSP) available to all DCs and special
non-reciprocal preferential schemes for particul.ar
groups of countries. The two most important speaa}
schemes are the trade preferences under the Lomel
Convention {now the Cotonou Agreement since 2900)
with 77 ACP countries and those with the Community’s
neighbours in the Seuthern and Eastern Med!terrAanean.
Non-reciprocity means thar DCs are aot required t.o
offer similar preferential access to their markets in
return for the access privileges they are granted to the
EU market. The schemes differ in the extent of t-he
products covered, their contractual basis and the size
of the concessions offered. Together, they form a hiet-
archy of preferences with the ACP signatosies to the
Lomé Convention in the most preferred category, the
Mediterranean countries in an intermediate category
and most ALA countries in the least preferred cate-
gory with GSP preferences only. Winters (2000} ?nd
McQueen {2002) provide a discussion gf the motiva-
tion of the EU and its partners in entering these pref-
erential trade arrangements.

Two controversies have always surrounded the
operation of these trade preferences. The first has
been legal. Preferential market access breacbes.the }<€Y
principle of the GATT/WTO of non-discrimination,
which means that atl contracting parties to the GAﬂ,
and now members of the WTQO, are entitled to receive
most-favoured-nation (MFN) treatment. Interpreted
literally, this prohibits discriminatory trade arrange-
ments such as customs unions (CUs) or preferentla!
trade areas {PTAs). A spectal clause was therefore
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included in the GATT (Article XXIV; see Appendix
1.1, p.-20) to permit countries to participate in
CUs or free trade areas {FTAs) in which they provide
reciprocal preferences to each other, provided certain
conditions were met, Subsequently, an additional pro-
vision known as the Enabling Clause which granted a
waiver for autonomous tariff preferences to DCs was
adopted in 1971 for a ten-year period and renewed as
part of the final outcome of the Tokyo Round of
GATT negotiations in 1972 for an indefinite period.
This legitimizes the grant of general non-reciprocal
preferences 10 DCs, and forther allows deeper pre-
ferences (further discrimination) in favour of LDCs.
However, the EU's special preferential schemes are
not covered by the Enabling Clause as they are not
granted 1o all DCs nor to all LDCs, but to sub-sets of
them. The EU therefore had to seek a waiver in the
GATT/WTO to be able legally to offer these prefer-
ences. Following the high profile *banana dispute’ in
WTO in the 1990s in which the preferential market
access of ACP countries was disputed by a group of
Latin American banana-exporting countries, the
future of these waivers became increasingly uncertain.
The EU has therefore moved to convest its preferential
trade arrangements with the ACP and Mediterranean
countries to free trade agreements. Not surprisingly,
this insistence on reciprocity of trade concessions has
been controversial, not least because of the EU’s con-
tinuing reluctance or inability to offer free access in
the agricultural sector because of the operation of the
Common Agricultural Policy {CAP; se¢ Chapter 20).
The second controversy surrounding the EU's
preferential trading schemes has been economic and
concerns the value of the preferences offered to the
recipient countries. This debate runs at two levels:
whether the preferences themselves have been worth-
while and whether they have had any impact in pro-
moting the trade and development of the beneficiaries.
Many economists have pointed out that the ELU's GSP
scheme, in particular, has been so hedged with restric-
tions as to nullify many of the concessions offered.
The EU responded to these criticisms by considerably
revising its GSP scheme in 1995 and by introducing its
“Everything But Arms® proposal in 2001 which in prin-
ciple provides duty- and quota-free access for all LDC
exports except for arms and ammunition. The debare
on the lack of impact of these schemes is driven par-
ticularly by the poor performance of the ACP coun-
tries which has seen a dramatic fall in their share
of the EU market despite having the most generous

475

market access arrangements. The remainder of this
section examines these PTAs and the changes thar are
taking place.

25.1.3 The Generalized System of
Preferences

The EU introduced its GSP scheme in 1971. It covered
alt DC manufactured exports and some agriculrural
and food products. The list of the latter was g radually
extended over time, but all products covered by a
CAP regime are excluded. GSP products are divided
into sensitive and non-sensitive categories. Originalty,
non-sensitive products were offered duty-free access
while the preferences for sensitive products were char-
acterised by guotas and ceilings, thus limiting the
quanrities involved. The included agricultural prod-
ucts enjoyed only limited tariff concessions, mainty o
maintain a higher margin of preference for rhe EU’s
more preferred ACP and Medicerranean partners.

In the 1995 revision of its GSP scheme, the EU did
away with quotas and replaced them with tariff pref-
erences that vary according to the sensitivity of the
products. Of a total of 10 300 products, 2 100 face
zero MFN duties and of the remaining § 200 products,
approximately 7 000 are covered by the GSP (the
remainder are mostly agricultural products subject to
the CAP which are not covered by tariff preferences).
Of these 7 000 products, 3 300 are classified as non-
sensitive and 3 700 as sensitive (Panagariya, 2002).

Under the general or base GSP scheme awvailable
to all DCs (including China), the EU grants duty-free
access on non-sensitive products and partial tariff pre-
ferences on sensitive products. The usual tariff pre-
ference on sensitive products is a flat 3.5 percentage
points (replaced for textiles and clothing by a 20%
preference margin which, on a tariff of 15%, for ex-
ample, would yield a preference of 3 percentage points).
For many exporters, these relatively small margins are
not worch the extra paperwork involved in applying
for GSP status.

The EU scheme has always provided For the
‘graduation’ of more competitive suppliers. This is
defended by the EU on the grounds that it is intended
1o ensure thar rhe preferences are targeted on those
countries which genuinely need them, but it also
reduces the competitive pressures on EU domestic
firms. Based on certain criteria, a country may be
excluded from the GSP atrogether or graduared from
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certain products. Two criteria are applied for com-
plete exclusion. First, the World Bank must lassify
the country as a high-income country f(.)r three con-
secutive years. Second, a development index, which
[measures a country's industrial development and par-
ticipation in internarional trade relati_ve to the EU,
atains a pre-specified value. Both criteria must be
satisfied (Panagariya, 2002). .

Graduation from specific secrors 1s basc'd on
achieving 2 cerrain degree of competitiveness in the
sector. Graduation may take place under one of two
mechanisms: a lion’s share clause and a graduation
mechanism. The former applies if che EU imports of a
product from a beneficiary countey reach 25 % of the
combined imports from all beneficiary countnes. The
graduation mechanism is based on the spccmhzat.m}-l
of the beneficiary country. A sector graduates if it
reaches a certain threshold where the threshold is
higher, the lower the level of devel_opment. )

Additional preferences are available under social,
environmental and drug rrafficking clausgs {the
‘super GSP’). In the case of rextiles and clothiag, an
additional 20% preference is available under these
arrangements. For products receiving the flat rate
peeference of 3.5 percentage points under the geneltal
arrangements, the extra preference under these s.p.ec1al
arrangements is 5 percentage points. The a@dmonai
incentives under the social clause are available to
countries complying with so-called “core labour st_and-
ards’ {see Chapter 24}, while those under the environ-

mental clause are available to countries complying
with international standards on forest management
{note the difference with US practice which requires
countries to comply with core labour standards in
order even to be eligible for GSP starusvundv;'r its
scheme). The incentives to encourage counties to fight
drug production and rafficking were mluail‘y tnero-
duced in the form of duty-free access for certain prod-
ucts originating in the Andean Communiry bus were
subsequently extended to some other Larin and_ Cent-
ral American countries and, most recently, Pakistan.
LDCs always enjoyed more favourable G.SP prefer-
ences than other DCs. Following the adoption of the
‘Everything But Arms’ (EBA) proposal in Feb:.'uary
2001, all products from countries on the UN list of
LDCs (currently 49 countries) now enter the EU mar-
ket duty-free. The essential value of the EBA arrange-
ment is that it extends duty-free access to those
agricultural produces which were otherwise EXCll:lc.]Cd
from the GSP. Apart from arms and ammunition
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which are the only permanently-excluded products,
transition periods have been put in place for thr.ce
sensitive agriculural products, namely, b.arl.anas, rice
and sugar. They will be eligible for unlimited -duty-
free access Starting January 2006, July 2909 and
September 2009, respectively. In the meantirne, the
limited tariff-free quotas which are currently available
for rice and sugar exports from LDCs will be
increased annually. Although seen as the new ‘jewel in
the crown® of EU trade relationships with DCs,' the
immediate impact of the EBA has been negl.iglbl'e,
fargely becanse the LDCs currently export 50 httle_m
the product categories liberalized. These categores
accounted for around one half of one per cent of total
LDC exports to the EU in 2001 {Brenton, 2003).

The EU GSP is intended to stimulate exports
from DCs in three ways. First, trade is generated as
improved market access makes imported goods more
attractive relative to domestically-produced aiternat-
ives; this is trade creation (see Chapter 6). Second, to
the extent that DCs and industrial couqtries are
exporting similar products, preferential tanff. redurt-
tions may help to switch trade to the DC suppher; this
s trade diversion (see Chapter 6). From the point of
view of DCs, both effects are additive and positive.
Third, the GSP may have a longer-term effect 1o the
extent that it enhances the attraction of the prefere_nce-
receiving country as a site for inward foreign direct
investment (FDI) seeking to export t0 the EU. )

Generally, analysts have had difficulty in finding a
positive effect of trade prefesences on expoits apart
fram the rent rransfer accompanying duty-free entry
of goods (rents arise becanse DC exporters can benefit
from the remaining tariff protection to the EU market
against third countries, though thisAdepends on.th‘e
bargaining power of exporting firms in the DCs vis-a-
vis the importing firms in the EU). Preference schemes
appear to have little effectin stimulating new exports.

Critics point to a number of flaws with GS5P schemes.
Non-reciprocal preferences such as those offered
by the GSP lie outside the purview of WTO rules and
thus can be unilaterally modified or cancelle&:.‘l by
donor countries at any time. This uncestalnty is ~hlu:ly
to discourage investment in beneficiary countfies to
take advantage of these preferences, which is meant t¢
be one of their primary rationales. The EU scheme
offers minimal concessions on sensirive produc'ts
{more than half of the total) which are often those in
which the DCs have a comparative advantage. In che
case of textile and dlothing imports, quotas have been
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maintained on all significant suppliers under the
Multi-Fibre Arrangement which is not due to be dis-
mantled until- 2005 (see Chapter 24). Tariff prefer-
ences on agricultural products have been very limited,
mainly because of the difficulty in reconciling prefer-
ential access with the protection provided by the CAP
but also, even in the case of eropical products which
the EU does not produce itself, in order to protect the
margin of preference provided to more preferred ACP
and Mediterranean suppliers. The value of preferences
is also reduced by restrictive rules of origin. Rules of.
origin are necessary to determine if a parricular prod-
uct originates in a preference-receiving country; rules
which, if drawn too tghtly, may make it difficult for
firms from the exporting country to claim originating
status and thus benefit from the margin of preferential
access provided.

25.1.4 Relations with the ACP
states

The relationship with the ACP states began in 1957,
at the inception of the European Community, with the
Yaoundé Conventions. This was followed by a series
of five-year Lomé Conventions starting in 1975 fol-
lowing the accession of the United Kingdom to the
EU. The fourth Lomé Convention beginning in 1990
was of 10-year duration, although with provision for
a mid-term review in 1995, Since 2000 relarions with
ACP countries are governed by the Cotonou Agree-
ment which was signed in 2000 and entered into force
in 2003. This introduced significant changes in
philosophy and instruments as compared to the Lomé
Conventions. As noted earlier, the Lomé Conventions
were based on a partnership model, deep trade prefer-
ences and contractual Anancial commitmenis. This
section concentrates on the trade preferences provided
while the aid element is examined in Section 25.2.3.

Under the Conventions, the EU offered duty- and
quota-free access to exports from ACP countries,
although again a major exception was exports covered
by the CAP. However, more preferential treatment
than to other countries was extended for CAP prod-
ucts. In addition, four cornmodity Protocels annexed
to the Lomé Convention provided preferential access
for a specified quantity of exports from a selected
group of traditional ACP suppliers of bananas, rum,
sugar and beef. This trade regime was extended under
the Cotonou Agreement until the end of 2007.
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From 1980 to 2000, ACP trade grew at the meagre
rate of 0.7% annually, at a rime when worid trade
grew by 6.0% annually. The ACP share in world mer-
chandise trade, which was 7.1% in 1950, declined 1o
4.7% in 1980 and to only 1.7% in 2000 (UNCTAD,
2002). These trends are mirrored in the rrade of ACP
countries with the EU. Despite the fact that the ACP
states were at the top of the EU’s hierarchy of prefer-
ences with the most favourable conditions of access
to the EU market, the ACP have become increasingly
marginalized as EU trade partners over time; the share
of ACP expoits to the EU market has fallen by more
than a half, from 8% in 1975 to 2.8% in 2000.
However, exports to non-EUJ markets have grown
more rapidly. The share of Africa’s exports going to
the EU fell from 60% in 1980 to 30% in 2000 while
for the Pacific countries the share fell from 35% to
10% over the same period. Only the Caribbean coun-
tries increased their dependence on the EU market
from 20% in 1980 to 30% in 2000 (UNCTAD,
2002},

These data are often used to argue that trade pref-
erences have not worked, and indeed there is some
support for this, but it is not the whole story. The
tmportance of the trade preferences granted is often
overstated. On average, 50% 1o 60% of ACP exports
to the EU never received any preferences beca use they
were non-dutiable, irrespective of source. Another
5% to 10% of ACP exports to the EU fell under the
special import regulations of the CAP. Ultimately,
only about 35% to 45% of ACP exports received
preferences. These were mainly tropical beverages,
whose demand is quite price inelastic and where
demand is reaching saturation in the EU. Further, the
margin of preference enjoyed by ACP states fell as the
Ell’s MFN tariffs were cut under successive GATT
negotiations for products such as coffee, cocoa and
vegetable oils.

Trade preferences require a supply capacity to
make them effective, and arguably economic misman-
agement and supply side difficulties also limited ACP
exports. But even with good economic management,
ACP countries have been specialized in commodiries
whose market prospects have been poor, and where
the deterioration in export prices has had a devastat-
ing effect on development efforts. It can be argued
that trade preferences failed to promote necessary
diversification. On the other hand, where progress in
diversification was made, the products to benefit, such

as rextiles, fishery and horticuttural products, were
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thase which enjoyed a substantial margin of prefes-
ence over the EU's MFN and GSP tariffs. On balance,
however, ACP trade preferences have not been Sf-:en as
a success, and this was one of the factor_s leading to
their revision in the Cotonou Agreement in 2000.

Tn 1996 the Commission published a Greerll Pa;;:r
to promote discussion on po.sl:-Llome _relanons }llp
with ACP states. Central to this dlSCuSSlor.L was the
natuge of future trade relationships. As earlier noted,
the EU had to seek a waiver from GATT rules to per-
mit it to offer more favourable marker access to some
DCs than to others. This principle came under sus-
tained atrack during the ‘banana dispute’ in the WTO,
and the EU indicated right from the start f’f the post];
Lomé negotiations that it was not wn!.lmg to see
further waivers to defend its trade ngImEIWIth the
ACP. It therefore sought new WTQ-companble [raje
arrangements in the form of reciprocal free trade
arrangements with ACP states.

7 Tl:is shift was imp]emente'd in Fhe Cotonou
Agreement. In future, trade relations with ACP coun
ities will be based on reciprocal free tra.de agreeme;l.ts
which will take the form of Economic Parzne: ip
Agreements (EPAs). EPAs will cover not only. trade 13
goods and agricultural products bgt also 5ew1c§f&:f, a-n.:|
will also in addition address tariffs, non-tari an
rechnical barriers to trade such as cs)rnpetmo'n pohqs
protection of intellectual propesty ng.hss, sanitary lem
phytosanitary measures, sta ndardization and certi c::
tion, trade and labour standards, trade and enviro
ment, food security, public procurement, etc. o
The Cotonou Agreement lays out theA bas;i E—im
ciples and objectives of the new econor‘rilvc and trade
cooperation between the ACP and the EU, but q,oes
not itself encompass a fuliy-fledged trade regime.
Negotiations staried in 2002 and the new agreements
aredm be completed by 2008. A further transitional
period for the implementation of the agreements can
run up to twelve years. A waiver was grant.ed to mzm;
tain the current ACP-EU trade regime vntit the en o
2007 at the Fourth WTO Ministerial Conference in
in November 2001.
Doﬁu’: other nove! aspect of EPAs is that the Cor_n-
mission intends to negoriate them with ACP couptn;s
engaged in a regional integration process, anc.l,hlr_l td.t’i
absence of exceptional circumstances, not with indl
vidual states. EPAs are thus intended o comohdalt)e
regional integration initiative's within the ?dCb.

Possible regions to establish reglona.i EPAs would be

the Caribbean {(based on the existing CARICOM},

southern Africa {(based on SADC, a!t!.iouih‘ this is ccf)m-

icated because South Africa negotiated its own Iree
1:1}:::13: agreement with the EU in March 1929}, West
Africa (based on ECOWAS) and Eas't and Cfentral
Africa (based on COMESA). The' task is complicated
by the overlapping membersh.lp and fragmented
nature of African regional groupings (see‘Chapte_r 1 IR

For those countries which do not {ee_l in a position
to negotiate EPAs, alternative pos51_blhnes will be con-
sidered in 2004 ‘in order to provide the_sc COxlmErnes
with 2 new framewarck for trade which is eq.uwale:nt
{0 their existing sitvation and in conformity with
WTO rules’. For ACP LDCs, they can benefit from the
almost-free access to the EU marker through the
‘Everything But Arms’ proposal dlscuSSt‘:d al?ove. For
non-LDC countries, the most likely option is the EU
GSP. )

One lonz={iin consequence may be tbe fragmenta-
tion of rhe ACP which could be di\.(lded nto a number
of different groups, each wich dlffeFent access con-
ditions ro the EU marker. These could mcll.Jde thg LDCs
availing of EBA conditions, low- an.d mldd!e-mcome
countries negotiating EPAs (divided in turn into sepa-
rate regional groupings) and low- and mlddi_e-mcn:.)me
countries which do not want an EPA and thch might
be offere¢ GSP status. Whether under this new tr.ade
framework the ACP states will be able maintain a
unified negotiating framework is an open question.

25.1.5 Reiations with the
Mediterranean and
the Middle East

Formal relations with the countries of the South and

East Mediterranean go back to the Treaty of- Rome
which enabled France to keep, through a special pro-
tocal, its special relationships with its fo}-mer cc':olomesi
Morocco and Tunisia (Algeria was still an integra

part of France at the time). The 1973 war betweefl1
Israel and its Arab neighbours fol!owed by the 0:_
embargo led to renewed efforts fo_r improved chpl:al
ation. The first common EU policy was th?f c1> "
Mediterranean Policy (1973-1992) which mvo'\t;e

all the non-EU Medirerranean countries except Li YZ
and Albania. Bilateral cooperation agreementsl Wzifd
signed covering not just trade preferences but 2 5121» ‘
through financial protocols. The southern EU en tghc
ment to include Spain, Porrugal and Greece In
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mid-1980s reduced the benefits of rrade preferences
particularly to the Maghreb countries {below) given
the similar export patterns of the two groups of coun-
tries. The new political climate in. the early 19905
following.the 1991 Gulf War and the fall of the Berlin
Wall led to a renewed Mediterranean Policy {1992
1996). This increased the amount of development aid
and extended trade preferences, as well as extending
cooperation to issues such as human rights, the envir-
onment and the promotion of democracy.

In the mid-1990s, under pressure particularly from
Spain, there was an artempt to breathe new life into’
the Euro-Mediterranean relationship through the
Barcelona Process or Euro~Mediterranean Partnership.
This was launched by the Barcelona Declaration
issued following a conference of the 135 EU member
states and 12 Mediterranean countries in November
1995. The 12 Mediterranean partners are Morocco,
Algeria, Tunisia (Maghreb); Egypt, Iscael, Jordan, the
Palestinian Authority, Lebanon, Syria (Mashrek);
Turkey, Cyprus and Malta. Cyprus and Malta were
offered EU membership in December 2002, while
Libya has observer status at certain meetings.

The main aims of the Barcelona Declaraticn are:

¢ Establishment of an area of peace and stabilicy
based on fundamental principles including respect
for huiman rights and democracy (political and
securtty partnership).

¢ Creation of an area of shared prosperity through
the progressive establishment of free trade
between the EU and its partners and among the
partners themselves in order to create a
Euro—Mediterranean FTA by 2010, accompanied
by EU financial support for strucrural reform in
the partners and to help cope with the social and
economic consequences of this reform process
(economic and financial partnership).

* Implementation of mutual enderstanding among
pecples and the development of an active civil
society (social and cvltural partnership).

The FTA is implemented through bilateral Asso-
ciation Agreements between the EU and nine of the
Mediterranean countries which replace the easlier
cooperation agreements concluded in the 1970s.
Association Agreements between the EU and Tunisia,
[srael, Morocco and the Palestinian Authority have
entered into force. Negotiations with Egypt were con-

B cluded in June 1999 and the Agreement signed in June

2001. Negoriations with Algeria were concluded in
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December 200t and those with Lebanon in January
2002. As a result of Turkey’s association agreement, a
CU with the EU entered into force on 1 January 1996,

As well as bilateral trade liberalization, the Med;-

terranean partners Commit to implement regional free
trade among themselves, bur only limited progress
has been made to date. In May 2001, four members of
the Barcelona Process (Morocco, Tunisia, Egypt and
Jordan) signed the Agadir Declaration under which
they are aiming at establishing a FTA among them-
selves. Turkey must accede ro all the EU's preferential
agreements under its CU agreement with the EU,

The substance of each bilateral agreement follows
broadly similar lines. For industrial products, the EU
undertakes to remove immediately any remaining
duties on imports from the partner country while the
partner country agrees to phase out its duries, with
different periods established for different goods, but
with the objective of eliminating al duties on imports
from EU countries within twelve vears. For agricul-
tural and fishery products, full liberalizarion is pre-
venied by the EU CAP. Instead, the agreements
provide for reduced duties on limited volumes of agri-
cultural trade berween the two partners. Like the
Coronou Agreement, the Euro-Med agreements go
well beyond rariff reductions, and inciude provisions
relating to intellectual property, services, rechnical
rules and standards, public procurement, competition
rules, staze aids and monopolies. Tn these areas, the
partner countries are expected to approximate their
laws to those of the EU in order to facilitate crade.

The EU-Mediterranean Partnership has not yet
fulfilled the high hopes held our at the time of the
Barcelona Declaration. In the political background is
the Arab-Israeli conflict and the Middle East Peace
Process. The Madrid Peace Conference and the break-
through at Oslo were major factors in making the
Barcelona Process possible. Conversely, the cessation
of the peace process has slowed down progress

towards the objectives set out in the Barcelona
Declaration.

25.1.6 Relations with Asia and
Latin America

The remarkable growth of the East Asian economies
in the 1980s and first half of the 19905 was refiecred
in a significant expansion of trade and investment flows
berween the EU and developing Asia. The EU-ASEAN




L] L [
480

Cooperation Agreement signed in 1980 was the cor-
nerstone of EU Asia policy for many years. ASEAN was
never intended to develop into a PTA, but emphasized
instead economic and development cooperation (see
Chaprer 1 on this and membership). It was not unil
1994 that the Commission produced its first overail
Asia Strategy paper (CEC, 1994c) which was sub-
sequently updated in 2001 {CEU, 2001b}. In 1996, at
the initiative of Singapore’s Prime Minister, a series
of Asia-Europe Meetings was introduced which now
provide the framework for political dialogue. The
Asian partners include seven of the ten ASEAN coun-
tries, China, India, Japan and {soon} South Korea.

As was the case for Asia, EU Latin American
policy was almost non-existent in the early years of
the Union. The ELl’s artention was focused on Africa
and no member state had a particular interest in Latin
America. In the early 1970s, political contacts were
maintained through meetings with the Group of Latin
American ambassadors in Brussels and in 1971 Latin
American countries became beneficiaries of the EU's
GSP. Relations remained limited in the 1980s, partly
because of the debt crisis which meant that European
investors lost interest in the region, and partly because
of differences on the Falkland War between the UK
and Argentina, which led ro the suspension of the
Brussels dialogue.

Since the mid-1980s, however, cooperation has
been intensifying. The EU membership of Spain and
Porrugal in 1986 with their traditional links with Latin
and Central America provided the impetus for this,
At the same time, however, Latin American countries
were throwing off the old import-substitution model
of economic development and beginning to open up
their markets under the influence of the Washington
consensus. The EU share of Latin American imports

had been falling, which provided another reason for
forging closer links. Formal institutional ties have
been established since 1990 with the Rio Group,
which now comprises all of Latin America as well as
representatives from the Caribbean. Ministerial mest-
ings have been held annually between the EU and the
Rio Group since 1987. Political dialogue with the
Central American countries began just a little earlier
in 1984 with the 5an josé Diatogue. Political relations
with Mercosur {see Chapter 1) were institutionalized
by a cooperation agreement in 1995 while political
dialogue with the Andean Pact countries was institu-
tionalized in the Rome Declararion in 1996. The first
summit between EU, Latin American and Caribbean
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Heads of State was held in 1999 in Rio de Janeiro,
followed by a second summit in Madrid in 2002,
to develop a strategic parmership between the
two regions. Conflict resolution, democratization and
human rights, social progress and the reduction of
inequality and the environment are among the themes
emphasized in these dialogues.

Political dialogue with ALA countries has been
accompanied by atrempts to forge closer trade rela-
tions and by increasing fows of EU development
assistance. Trade relations have been based on the
GSP since 1971. During the 1970s, the Commission
promoted trade agreements with a number of ALA
countries but their substantive significance was small.
They generally confirmed MFN reciprocal recogni-
tion while sometimes granting quotas under more
favourable access terms for some ALA exports. As
noted above, the Andean Pact and some Central
American countries get more favourable GSP prefer-
ences in order to help them in the fight against illegal
drugs. On the other hand, ALA countries have been
the most frequent targets of EU anti-dumping actions
{(see Chapter 24), for instance in the textiles and
clothing secror for which GSP preferences are already
very restricted and where quantitative restrictions on
imports apply.

The 1990s saw the initiation of a new phase in
trade relations with Latin America with the initiation
of discussions on association agreements with Mexico
{(which entered into force in 2000) and Chile (con-
cluded in 2002). Discussion with Mercosur Is continu-
ing with a commitment to start the final phase of the
negotiations in the second half of 2003. Negotiations
on political and cooperation agreements are planned
with Central America and the Andean Community to
create the conditions for Furure arrangements similar
to those with Mexico, Chile and Mercosur, No free

trade agreements with Asian countries have been
mooted as yet although a framework agreement exists
to tackle non-tariff barriers to trade.

25.1.7 Evaluation of EU trade
policy towards developing
countries

The major thrust of EU trade policy towards develop-
ing countries is a move away from the antonomous
preference-based and regionally discriminatory trade
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arrangements of the past to a more horizomral bur
dlfgerentiatpd policy emphasizing reciprocal free trade
arrangernents with low- and middle-income DCs and
the dury- and quota-free access now offered to all
LJ?Cs under the EBA scheme. This shift has been
f:[rwen partly by a realization char it would become
increasingly difficult to gain WTOQ waivers for region-
ally discriminatory non-reciprocal preferential rrade
Arrangements in the future, and partly by dissatisfac-
tion on the part of the EU with the outcome of the pre-
vious non-reciprocal preferences. Also, the reduction
m EU tariff barriers in successive rounds of rrade
liberalization has steadily reduced the advantages of
preferential trearment, The EU argues that free rrade
agreemenus will have positive outcomes for the part-
ner countries, through encouraging a more efficient
allocation of resources and greater competition, and
by creating a more auractive location for FDL How-
ever, some potential drawbacks should be nored.
‘ For the ACP and Meditercanean partners, entering
into a free rrade agreement is an asymmetric liberal-
lzation process. For manufacturing products, these
countries already enjoyed duty-free access to the EU
market (though in the case of the Mediterranean coun-
tries ceilings operated in the case of sensitive products
such as textles and clothing} so the main impaci is
the unilateral removal of trade barriers on EU exports
entering pagtner couniry markets. While consumers
?nd producers who will now have the possibility of
importing cheaper intermediare products will bene-
fir, many firms, particalar small and medium-sized
epterprises, may be forced to close with a consequent
rise in unemployment. Also, the continued barriers
to agricultural trade in the agreements, which is the
sector where many of the partner countries have their
comparative advantage, makes adaptation to the

[ZE Ml Developmenit cooperation

This section examines rthe EU’s development co-
operation programme referring to the provision of
development aid. Official development aid {(ODA)
is defined by the OECD Development Assistance
Commictee (DAC) as grants or foans to DCs provided
by the official sector on concessional financial terms
with the promotion of economic development and
welfare as the main objective. In 2000, EU ODA
stood at US$4.91 billion, making the EU the thied
single biggest donor after the US and Japan. Net
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required struccural changes more difficult. Some fear
that a consequence of this asymmerric liberalization
fmay be trade diversion in favour of EU exports, thar
is, the substitution of EU imports for cheaper prod-
ucts currently being supplied by third countries, This
would add to the economic costs of rhese agreements
for EU partoers (for estimates of the impact on the
Euro-Mediterranean partners, see the studies cited in
McQueen, 2002).

Proponents of these agreements therefore
ernphasize the likelihood of dynamic gains, particu-
larly thart the contracrual nature of these agreements
v.vill tower uncertainty by locking in trade liberaliza-
tioa policies in the partner countries, thus helping to
attract greater FDI flows. Also potentially imporrant
are the provisions to tackle non-tariff trade barriers
(NTBs) thus lowering the transactions cost of trade
aud reducing the impact of regulatory trade barriers.
Hoekman and Konan (1999} cite the case of Egypr
wherc the trade diversion cost of an agreement Lim-
ited to conventional trade barriers would generace a
\A..fﬁlfal'e loss of 0.14% of GDP, but could generate
significant positive welfare gains of up to 5.6% of
GDP if extended to tackle NTBs which they assume
would occur on an MFN basis. If liberalization were
extended to services trade on an MFN basis, then
these authors conclude the welfare gains could even
rise 10 13% of GDP but this is ar best a long-run
objective in the Mediterranean trade agreements. For
the ACP councries, a further issue which needs 1o be
addressed is the reduction in tariff revenues as duties
on EUimports are eliminated. This could curtail gov-
ernment spending at the same time as support for
:ndus‘trial restructuring and to cushion the costs of
transitional unemployment is required unless other
means to broaden the tax base are found.

disbursements by EU member states in 2000 were
US$15.31 billion, nearly half of the toral DAGC
volume. In addition to ODA, the EU also provides
what is known as official aid. These are flows on aid-
like terms but to countries which are not considered
as DCs on the OECD list. These countries include the
more advanced Central and Eastern European coun-
tries as well as Belarus, Russia and Ukraine among
the New Independent States of the former Sovier
Union. Such flows amounied to US$2.81 billion in
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2000 compared to US$4.91 billion for ODA {OECD,
2002a). .

EU development assistance policy evolved in a

haphazard fashion without clear objectives or justi-
fication for many years, Its modest start was when
18 African countries, mainly ex-colonies of France
and Belgium, were associated with the EUJ under the
Yaoundé Convention {1965). UK accession to the EU
raised the question of the treatment of its ex-colonies
in Africa, the Caribbean and the Pacific. This led to
the Lomé Convention in 1975 which over the next
quarter-century derermined the use of the Evropean
Development Fund (EDF) for both groups of coun-
tries. In the following year, aid resources were made
available to other DCs for the first time, and in 1977
COOperation agreements were signed with neighbour-
ing countries in the southérn Mediterranean. Bilateral
arrangements were subsequently made with countries
in Asia and Latin America, and in the 1990s coun-
tries in Eastern Europe and central Asia gained their
own regional programmes. The historical legacy of
this evolution was a diffuse array of policies, budgets,
administrative procedures and aid nstruments. This
section describes the EU ODA programme and some
of the recent changes in its management, designed to
make it a more efficient and effective instrument in
contributing to the sustainable economic and social
development of DCs.

25.2.1 EU development
cooperation principles

As noted, before the Treaty of Maastrichtin 1992, EU
development cooperation policies had evolved piece-
meal and in a fragmented fashion. The main innova-
tion of this Treaty was to establish policy objectives
for EU development cooperation and to set out how it
should relate to the policies of member states. The
policy objectives are stared in Article 177:

Community policy in the sphere of development

co-operation, which shall be complementary to the

policies pursued by the Member States, shall foster:

— the sustainable economic and social
development of the developing counties, and
more particularly the most disadvantaged
among them,

- the smooth and gradual integration of the
developing countries into the world economy,
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— the campaign against poverty in the developing
countries.

The Article further states that Communiry policy
in this area shall contribute “to the general objective of
developing and consotidaring democracy and the rule
of law, and to that of respecting human rights and
fundamental freedoms.” The emphasis on the com-
plementary nature of Community policy implies chat
development aid is an area where the EU operates in
paralle! with rhe member states (in contrast to trade
policy which is broadly the prerogative of the Union
level alone, see Chapters 2, 3 and 24).

Article 178 establishes the imporrant principle of
policy coherence, in that it requires that ‘the Com-
munity shall rake account of the objectives referred to

are likely to aftect developing countries’. Article 179
sets out that decision making should be based on
qualified majority voting using the co-decision proced-
ure (see Chapter 3). However, decisions on the EDF,
an extra-budgerary arrangement designed to provide
financial support to the ACP countries, are explicitly
excluded from this provision and continue to be taken
on the basis of unanimity.

The relationship between the EU aid programme
and those of the member states is addressed in Article

180 which states:

The Community and the Member States shalt
co-ordinate their policies on development
co-operation and shall consult each other on rheir
aid programmes, including in international
organisations and during international conferences.
They may undertake joint action. Member States
shall contribute if necessary to the implementation
of Community aid programmes.

The significance of this Article is that it gives the EU
the legal responsibility to coordinate its own devel-
opment cooperation policy and those of the member
states, As noted by the OECD, this makes the EU "a
naigue donor in that it plays a dual role in develop-
ment, as a bilateral donor providing direct support to
countsies, and as a coordinating framework for EU
Member States' {OECD, 2002a, p. 21).

In summary, these provisions in the Maastricht
Treaty define three principles on which development
cooperation policy should be based:

o complementarity between the development
policies of the member states and the Commission;
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. coordi{ra{ion between member states and the
Commission in the operacion of these policies;

® coherence of all Union policies so that they taE(e
development objécrives inro account.

A fourth principle was added by
h
Trea o fin y the Amsterdam

® consistency of all external actions of the Union in
the context of all external relations, including
security, economic and development policies.

Whi.le the strategic focus on poverty reduction as
the main developmen: policy objective in the Treaty
was welcome, this needed to be refined and made
more specific for operational purposes. The diversic
of the different programmes and projects supportezl,
by thg EU threatened to overwhelm the institutional
capacity of the Commission, both in Brussels and in
t.he ﬁel.d, to manage these programmes. A more selec-
tive prioritization of what the EU should Ty to do was
clearly desirable. These priorities were set out in the
Statement on the European Community's Develop-
ment Policy in November 2000 (CEU, 2000j) in the
contexr of the Millennium Development Goals agreed
by 189 countries ar the UN Millennium Summic in
September 2000.

In this Statement, the EU identified six priority
areas for action (see box). The selection of these
areas was based on where the EU could demonstrate
value added and compararive advantage as compared
to other donors. These are macroeconomic policies
apd the promotion of equitable access to social ser-
vices; food security and sustainable rural development;
transport; trade and development; regional integratior:
and ‘cooperation; and institutional capaciry-building
paritcularly for good governance and the rule of law
In addition, four Cross-cutting issues were identiﬁed.
namely., human rights, gender equality, protection o;
the‘enwronmenr and conflict prevention. Humanitarian
assistance is an additional acrivity but is not a priority

;g&a;z:()).r long-term development assistarce {OECD,

25.2.2 Aid volumes and trends

The EU’s aid programme has continued 1o grow
over an extended period during which many other
aid donors’ programmes, including those of member
states, have declined. Over the past decade, net ODA

483

disbursements by the Unjon er
of 5.3% in real terms. The Lglr::i‘;n?s[ :;?f;;?:niatc
has two distinct sources of funding: monies bud e:ns
from the EIF's own resources and COl'ltribthiOr;g E
member states to the EDF, Figure 25.1 showsg srh y
t.he growth has been largely in the bedgetary cone '];;Elt
tion ?aFticularly since 1991, with EDF disburser:enlg
remaini; i i
mid—wl;gs‘largeiy static and even dipping in the
A consequence of the growth in i
when member states’ OSA has beiufghlzl‘; ?s[ :hnme
latiger proportion of member states’ QDA is o
being channelled through the EU. In 1997 this ﬁﬂOW
averaged 17%, being as high as 509% fc;r Ttal Sll)lrf
only around 5%-10% for those countrieg suyl .
Denmark, the Netherlands and Sweden whi::h ey
the UN target contribution of 0.7% ,of CNI?XC";:.d
Cot:nmission encouraged member stares 1o in(;rease
theu_ODA contributions at the European Cou '?
meeting in Barcelona in Maich 2002. The combi:[:c:.f
EU members had a weighted average ratio of ODEA
to Gross Nationa! Income (GNI) tn 2002 of 0.32%
;he EU Commission target at the Barcelona C;:)uncoii
CelIng was to raise the average amount o
0.39% of GNI by 2006. This tagrger was corfﬁ?n?c:i f::
the Monterrey Conference on Financing for Devetop-
ment in March 2002. F
A fez?ture of the EU development assistance
cooperation is the importance of geographical pro-
grammes, These are: the Pre-Accession programme
for_East European Countries {(PHARE}; the technical
assistance programme for Eastern Europe and Central
ﬁs;a {TACIS); community assistance for reconstruc-
tion, development and stabilization in the Balkans
(CARD); external assistance to Asia and Latin America
(ALA)i support to the Medirerranean and Middle East
countries (MEDA}, and the European Development
Fund for ACP countries {EDF}. Each of these pro-
grammes has its own management commitcee made
up of the Commission and member stares, There are a
number of thematic programmes dealing with issues
such as food security, poverty diseases, reproductive
health, environment, NGOs, etc. Finally, the EU is
the.largest funding agency for emergency and distress
assistance, much of which is channelled through
ECHO, the EU’s Humanitarian Aid Office. The
breakdown of expenditure by type of programame and
source of funding is shown in Table 25.2. This rable
fncludes official aid as well as ODA and highlights the
importance of the flow of funds to the candidate
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The European Union’s. development policy

The European Unian is a major player in the develop-
rn_én_t_ sphere, It is the source of approximately half of
tne:btibiic aid effort worldwide and is the main trading
partner for many developing countries. This declara-
tion-expresses the Council's and the Commission’s
intent o reaffirm the Cornmunity's solidarity with those
countries, in the framework of a partne'rship which
respects human rights, democratic principles, the rule
" of law and the sound management of public affairs,
and to begin the process of renewing its development
policy based on the search for increased effectiveness
in liaison with other international players in the devel-
apment sphere, and on the involvement of its own
“citizens. :
Thé principal aim of the Community’s develop-
ment policy is to reduce poverty with & view to its
eventual eradication.

Poverty, which includes the concept of vulnerability,
results irom many factors. The Commumty is therefore
determined to support poverty reduction strategies
whnch integrate these many dimensions and are based

on ‘the analysis of constramts and opportumtles in

mduwdual developing countries. These strategies must
cuntnl:_nute to sirengthening dernocracy, to the con-
'sol_ida_ti_on of peace and the prevention of cenfiict, to
gradual integration into the world economy, to more
awareness of the social and environmental aspects with
a v:ew %o sustainable development, to equaiity between
. mex): and women and to public and private capacity-
building. These aspects must be taken on board by the
_partner countries and included in dialogue between
the: State and civil society.
" The” Community - will concentrate on six areas
which have peen identified on the basis of the added

value of Community action and of their contribution .

to. poverty reduction: the link between trade and
development; regiona! integration and cooperation;
support for macroecanomic policies and the promo-
tion of'equitable access to social services; transport;
food security and sustainable rural development; and

xnstltutlonal capac:ty -building. Attent:on wnl consnst-
ently’ be gwen to'human rights, to the enwronmentat

dimension, to equality between men’ and women.and -

to good governance .

The Commumtys deve1opment pollcy concerns
all devetoplng countries. As regards the allocation of
resources, the least developed countries and low- .

incame countries will be given priority, in an approach

which will take account of their efforts to reduce
poverty the|r needs, their performance and their
capacnty to absorb aid. Poverty reduction strategles
will also. be encolrraged in middle-income countries
where the propor‘tlon of poor people remains hlgh
The- Community and its member states will
coo,rdmate their policies and programmes in order
to maximize their impact. Better compiementarity
will be sought both within the Union and with other
donors, in particular in the context of country-by-

country strategies. To ensure consistency, the object- -
ives of Community developmeni policy will be taken .

into greater account in the conduct of ther comman’
policies,

The . Council supports the Commission in its '
efforts to manage the Community’s external aid more- .

effectively. Particutar roles are played by the current

restrncturing of the Commission’s departments, by -
the n"io.re‘important place being afforded to program-

‘mi_ng,:- by the orientation of programmes fowards

resuits, by the development ofan appraisal culture, by "
beginning the process of deconcentration and decen- :
tralization, and by refocusing management committee

tasks . towards the strategic aspects of cooperation.

The simplification of the Financial Regulation and a ‘
better allocation of human resources, as requested by -

the Commission, must be encouraged.

This will be subject to constant monitoring, in particu-

lar by means of the presentation of an annual report.

Source: ‘Summary’ in The European Community's Development Policy, Statement by the Council and the Cormmission,

10 November 2000

This declaration on the Community’s development:
policy is to be accompanied by a Commission action ’
ptan which will define its implementation in practice.
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Table 25.? Commitments of £U funds for external refations by matin instruments in 2000

(two-year averages (1999 prices —

Geographical programmes 3 006.43.

157971 2 Sl
(ALA, MEDA, CARDS, TACIS PHARE, ACP) ’ e 61"7.
Structural adjustment i, ma . 1058.00 45950 1 5.17.50'.' 1292
Coinmunity policies and initiatives 50493 525.00 na 1033.93 i 8.80 .
Food zid, refugees and ennergencies 93599 na 2571 961-70. 78- 19
Unforeseen needs na na 455.16 455.16 57
(losses from exports and debt refief) ) . . R
Risk capital and interest rate subsidies .n'a na 147.09 147.09 : 1 2
. k . .25
Other cooperation and pre-accession 377.72
oiner oo 5 na na 37772 - 322
Totals { oo
4 825.07_ 3166.71 375593 1174770 100.00

Source: OECD {2002a) based on European Commission, Budget 2001 and EQF. QOECD®, 2002
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programmes

EDF T T 1- ' 638 . 1
Africa B - 24 609 S 180
Caribbean S o 2 e
Pacific . .29 7 SRR 4

ALA S eak ©oa 2606 o
Asia I 8 izt ez
Latin America ' 285 478 . osa
South Africa - . .- - 128 42 : 305

MEDA S g 15 225 306

CARDS S 655 14 24 o 2682

fAcs .. 1z 3 79 - 162
PHARE L0 a3 2 o oo
Sub-total L 3m8 75 2616 S o
Not allocated by reéiunl 1145 24 na . na

Total IR a662 - 100

Source; QFCD (2002h). CECD®, 2002

countsies in comparison to more traditional recipients
of development aid.

The distribution of ODA funds to geographical
programmes is shown in Table 25.3 (note that this
table does not include OA funds disbursed through
PHARE and TACIS). The ACP share of EU ODA,
which was nearly three-quarters in 1986/87 and still
one-half in 1991/92, has now fallen 1o just one quar-
tet of the total. The ALA, MEDA and CARDS pro-
grammes each have roughly equal shares with about
one-quarter of the rotal not allocated by region.

One consequence of these shifting priorities is that,
in relative rerms, the emphasis of EU aid on the poor-
est nations has diminished. In 2000, of the total ODA
which could be allocated to individual countries, 26%
went to LDCs and 13% to other fow-income countries
(39% to all low-income countries), This proportion
has declined steadily since 1996 when low-income
countries received 53% of gross ODA (OECD, 2002a).
This shift is due to the change in the geographicai
priotities for EU aid. Whereas a decade previously all

of the top 20 recipients of EU external assistance were
DCs in Africa and Asia, in 1999-2000 the top ten re-
cipients are in Eastern Europe and the Mediterranean
{and five of these countries are not considered dew‘el-
oping countries in the OECD classification). VE_"hlle
this might be seen as prima facie evidence of aid diver-
sion, Figure 25.1 suggests that the funds for Eastern
Europe were new and additional, and chat funding fc.)r
the traditional beneficiaries has been maintained in
absolute if not relative terms.

Nonetheless, the pattern of aid allocation has been
criticized as reflecting EU geo-political interests rather
poverty orientation. The European Parliament has
called for 70% of EU aid to be allocated to low-
income countries. The Commission’s response is that
the poverty focus of its programme cannot be evalu-
ated solely on the categorization of the recipient coun-
tries by level of income (OECD, 2002a). There has
also been criticism that there is insufficient poverty
focus in the EU's sectoral allocations. The sectoral
breakdown of 2000 ODA shows that 26% went on

DEVELOPMENT COCPERATION

social infrastructure and-services; 22% on commodi-ty
and programme aid, 17% on economic infrastructure
and services, 13% on emergency assistance, 9% on
producrive sectors and the balance on multi-sector
programmes, support to NGOs and administration.
The European Parltament has been critical of the low
proportion spent on social sector spending and has
suggested a target of 35%. However, the allocation to
social sectors is a poor indicator of poverty focus. This
is berter measured o0 a results-oriented basis rather
than by rargeting input categories. Also, setting pre-

determined sectoral rargets for EU aid runs counter 1o’

one of the other principles of the programme, that of
country ownership. Recipients do not riecessarily see
thar the EU has a comparative advantage in suppori-
ing their social sectors, rather than providing trans-
pout or infrastructural aid.

25.2.3 The Lomé Conventions and

the European Development
Fund

As noted, the Lomé Convention was once the centre-
piece of EU development policy and, despite its dimin-
ished sratus, it is worth considering in some derail for
this reason. Its successer, the Cotonou Agreement,
has been concluded for 20 years, with Financial
Protocols for five-year periods as before. The new
agreement 13 distinguished from the old by its more
comprehensive political dimension, its emphasis on
the participation of civil society and the private sector,
a strengthened focus on poverty reduction, a new
framework for trade and economic coaperation, and
a reform of financial cooperation.

The aid compenent of the Conveation was
tradirionally divided into programmable and non-
programmable allocations. The programmalie alloca-
rions were designated to individual ACP countries
and regions through National and Regional Indicative
Programmes. The allocation was made every five years
on the basis of a formula reflecting objective criteria
based on demographic, geographic and macroeconomic
{GINP per capita, external debr, etc.) conditions. Once
the initial eavelopes were allocated, the Indicarive
Programmes were drawn up jointdy by the recipient
government and the Commission to reflect the prioriry
aceas for spendiag.

Non-programmable funds were generally quick-
disbursing instruments and prior allocations by
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country were not defined. They were granted on a case-
by-case basis to whichever countries met the specified
coritions. The main non-programmable resources
of Lomé were support for scructural adjustment,
STABEX and SYSMIN, and humanitarian and rehab-
ilitation assistance. The latter two were additional o
the EU budger lines that existed in paralie] for the
same purpose.

Aid for structural adjustment took rhe form of
general budgetary support for public expenditure as
2 whole or for particular sectors in ACP countries.
While linked to the structural adjustment efforts of
these countries, under Lomé 111 (1985-1990) there
were no specific reform objectives either at a sectoral
or macroeconomic level. This changed radically with
Lomé IV (19901995}, under which the EU only pro-
vided import support to those countries which had
signed up to a structural adjustment programme
agreed with the World Bank or che IMF.

STABEX was introduced in Lomé I to compensate
ACP countries for the shortfall in export earnings due
to fluctuations in the prices or supply of non-mineral
commodities, largely agricultural. The idea was to
encourage economic development by stabilizing the
purchasing power of export earnings. [n the earlier
Lomé Conventions, a few of the more advanced ACP
countries were liable to have ro repay these cxansfers,
but subsequently they were all paid in the form of
grants. STABEX was joined in Lomé 1l by SYSMIN, a
scheme to help alleviate fluctuations in revenue arising
from the production and sale of minerals. Funds could
be requested by ACP countries which were dependent
on mineral exports for a substantial part of their export
earnings, if there were problems in the production
of minerals or developmenr projects were threatened
by a substantial fall in export earnings. In addition,
some Lomé funds are ser aside for emergencies and
rehabilication. The level of funding available through
each Convention and through the European Investment
Bank (EIB) is shown in Table 25.4.

The volume of resources was nort increased signifi-
cantly under the new Agreement. The new Financial
Protocol for the 9th EDF amounts to 15.2 billion
eurg, compared 0 14.625 billion euro for Lomé IV
bis (13.5 billion euros for the 9th EDF, plus 1.7 billion
euro from the EIB}. In addition, the remaining funds
from previous EDFs {9.9 billion euro} are to be trans-
ferred ro EDF 9 and used in accordance with the new
condirions. Because funding can only begin after the
Agreement is ratified, a process which was expected o
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take two years, the Financial Protocol covers the + too much emphasis was placed on monitoring
. 2000-2007 period. Although an increase in nominal procedures and inputs and too little was placed
- T g 0| o terms, it represents a reduction in real terms and even on evaluating outputs and results, Projects and
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o 1w 2.8y NS o more pronounced in per caput real terms, particularly rogrammes rarely had performance indicators
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- P prep pap g y 3
= €8 eneral guidelines for using the aid as well as an  to six years for EDF funds {QECD, 2002a}, Courrt of
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o E: @8 F: external reasons for the difficulties in drawing down
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grammes. DG ENLARG rerains responsibility for
overall programme very inflexible; the PHARE and TACIS programmes while ECHO
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manages humanitarian relief. Macro-financial Ias.s.is-
tance, including debt relief, remains the r85pon51b.1hty
of DG ECFIN. The idea of a single External RE!B(IOUS
Counci! was introduced in 2002, thus abolishing the
Development Council. Development NGQOS regard
this as a rerrograde step, fearing that develogment
will become subordinate to foreign policy within che
RELEX family. _

In January 2001, Furopeaid was creared to
strengthen the implementarion of. EU dev_elopment
programmes worldwide and o brn"tg’ consistency to
PIOgramme Management. EpropeAld s mission is 0
implement the external aid instruments of the Euco-
pean Commission which are funded by the EU qu-
get and the EDF. It does not deal with pre-accession
aid programmes (PHARE, ISPP% ar.ld SAP.'-\I‘U;); see
Chapters 22 aad 26), humanitarian activities or
macro-financial assistance. It has undertaken a series
of reforms to improve the efficiency and eﬂecn.ve—
ness of EU aid, including screngthening the project
evaluation process and devolving project an.d pro-
gramme management o Commission delegations in
the field.

25.2.5 Strategic issues in the_EU
development cooperation
programime

Coordination with bilateral programmes

Coordination in aid policies and programmes between
the EU and member states is a tegat obligation follow-
ing the Maastriche Treaty, but is., pn.:)ving harder to
achieve in practice. Policy coordination at the most
lasic level might include the exchange of infonlmft'son
bertween donors on their current and future activities,
on their experiences with project management and on
their evaluation and monitoring results, At a more
intensive level, it could involve agreement on devel-
opment objectives or on aid strategies for individual
counrry recipients. The EU and memb.m.- states have
attempted o formulate common positions in E.OL“
priority sectors: food security; health and popu-lat.lon;
education and training; and poveriy alleviaton.
However, one evaluation found only timited evidence
of information exchange, with member states reluct-
ant to shace information on cheir activities with other
donors {Cox et al., 1997). It reported that a Con'!—
mission study into the effect of 50 or 60 Council

tesolutions had found that they had very little i.nfluen.ce
on development policy making in member states. Joint
country programming would appear an obvious way
for different donors to agree on common strategies,
but formal common country programming among EU
donors is only beginning. In the absence of S}gl‘li.ﬁn:u
ant coordination of policy priorities, coordinaticn
in operational in-country programming has also
made limited progress, although there was much more
information exchange in programming the 9th EDF
{Lehtinen, 2003). Cox et al. {1997) caution that_coor-
dination at country level may often be more efficiently
undertaken by muicilateral agencies such as the World
Bank or UNDP who can also bring non-EU dq11ors
into the picture. For example, the EU increasmgly
aligns its development strategies ac ﬁelc! level with
the World Bank-inspired Poverty Reduction St.rategy
Papers for the poorest countries invo.lyevd in the
Highly Indebted Poor Countries {(HIPC) ininative.

Complementarity

Complementarity between the EFJ and membgr state
aid programmes was another principle enunaate.d in
the Maastriche Treaty, but no guidance was provided
as to how this might be interpreted. One interpreta-
tion is that it should lead 1o a division of labour
berween donors, whether on geographical, sec:oFaL
tuncrional or thematic lines (Cox et af., 1997). Specific
aid activities would be assigned to individual donors,
based on thetr comparative advantage, proven com-
petence in the area, etc. Possible advantages would. be
the creation of economies of scale and concentration
of expertise in particular agencies, a reduction_ i1? un-
necessary duplicarion of programming, and minimiz-
ing the administrative burdens oa recipie.nr countries
of having to deal with multiple donors wnth c.llften?nr
objectives, reporting requirements and admn.usrranlve
procedures even in the same sector, But the difficulties
are also obvious. Donors would have to agree on the
realiocation of rasks, and Cox et al, (1997! argue that
there is little evidence on the balance of costs fmd
benefits either for donors or recipients. They see ilftlc
advantage in trying 1o achieve country rasionalization
but recomrmend thac the EU might try to encourage
greater sectoral specialization among _rne_n?ber state
donors at country level. The sectoral priorities set out
for EU aid in the 2000 Development Policy Starement
can be seen as reflecting the principles of complement-
arity in action.

CONCLUSIONS

Coherence

Policy coherence was the third important principle
established in che Maastricht Treaty. Coherence is the
need to ensure the objectives and impacts of different
EU policies and agreements do not coniradicr or undee-
mine each other. The QOECD {20022) report on FU
aid policy highlighted some areas where the EU faces
challenges in this regard. For example, while adopting
a less protectionist trade policy will benefit most
developing countries, some least developed countries
which currently benefit from commodity protocols
under the Cotonou Agreement or from the restric
tions imposed on other developing countries under
the Multi-Fibre Arrangement may find themselves
losing out. EU agricultural policy has frequently been
attacked for its adverse effecrs on developing world
agriculture. Agriculture is usually che sector where the
teast liberal concessions are offered by the EU in its
free trade agreementcs. EU subsidized farm exports have
undermined local markets 1o the detriment of local
producers in a number of documented instances in-
cluding beef exports o coastal West Africa in the late
1980s, dairy exports to Tanzania, Brazil and Jamaica

and canned fruit and vegetables to South Africa. The

purchase by the EU of fishing rights in the coastal

waters of ACP countries ro support the EU’s fishing

industey may have a detrimental effect on focal arri-

sanal fisheries and accelerate the decline in fish stocks.

To address such problems, the EU includes a section

on policy coherence in each of its country strategy

papers which is intended 1o get the right *policy mix’

for each country. However, where policy changes
are required, these will inevirably meet with resistance
from the EU producer interests who benefic from them.

Conditionality

Policy conditionality has been a further contentious
issue in EU development cooperation policy, not least
in its relations with the ACP states. In the original
formulation of the Lomé partnership model, the
intention was that ACP governments would idesrify

Conclusions

From an aid relationship with its ex-colonies, the
EU has evolved 2 complex ser of relationships with
the DCs embracing trade prefecences, development
assistance and political dialogue. This chapter has
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their own priorities and jointly manage project imple-
mentation. Wich the growing emphasis on strucrural
adjustment lending and policy conditionality by the
Bretton Woods institutions and diminishing confid-
ence in goveraance structures in many ACP states, the
EU began to take a more interventionist approach.
The dilemma, of course, is that a greater role for the
EU in policy formulation may lead to a loss of ‘local
ownership’ and AGP countries accepting wnrealistic
commitments. Implementation of conditionality has
also been a problem where different donors insist on
different and possibly even contradictory policy con-
ditions, thus overwhelming the local adminiscration,
Another important change which has increased
conditionality has been the growing concern with
human rights and good governance, which we have
seen was enshrined as an objective of the EUs develop-
ment policy in the Maasericht Teeary. All EU trade
and cooperarion agreements now include provisions
for political dialogue, with the EU makiag clear thar
sanctions will be imposed if human tights are
breached or the rule of Jaw overturied {McMahan,
1998). Again, the most comentious debates have
taken place wich the ACP states. Lomé [V and particu-
tarly Lomé IV bis which began in 1996, had already
introduced some provisions in this area, In the larter
agreement, human righrs, democracy and the rule of
law were accepted as essential elements of the agree-
ment, 2 legal concept which allows cooperation 1o be
suspended. In the negotiations on the Cotonou Agree-
ment, the EU pushed strongly for the concept of good
governance as a central part of che poljtical dialogue,
with a view particulasly to targeting corruption in the
administration of recipient countries. The ACP srates
saw this as an intrusion on cheir national sovereignty
and were reluctant to agree to what they saw as an
open-ended extension of conditionality, In the end, the
final compromise pur into the Cotonou Agreement does
not consider good governance an essential element in
the above sense, bu it is designated as a fundamenta!
element which could, in certain circumstances, trigger
non-execution of contracted aid fows,

summarized the main feasures of these telationships
and how they are changing over time. For reasons
of space, not all aspects of these relationships could
be covered. The chapter concentrared an trade
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arrangements and development assistance, and nothing
was said, for example, about EU humanitarian aid or
food aid. Both trade and development cooperation
policy have been areas of dynamic poiicy development
in recent years. Four themes in particular stand out as

shaping the EU’s relations with developing countries

over the next decade.

First, the forging of free trade area agreemenrs with
DCs brings the EU into uncharted territory. These
agreements not only require reciprocal tariff conces-
sions from the EU’s partners, but are also much more
comprehensive in their scope than anything the EU
has negotiated with its DC partners until now. In
some cases, these negotiations have not been easy. In
the case of the trade and cooperation agreement with
ating line and he final agreement has beén criticized
for being less than generous to Scuth Africa. The key
unresolved problem for the EU in such negotiations
concerns the status of trade in agriculcural products
protected by the CAP, which is very often an area
where the DC partner has a comparative advantage.
An agreement with Mercosur, for example, is hard
o envisage unless the EUJ is more forthcoming on
agricultural trade concessions. For the DC partmners,
offering concessions on services and approximating
regulatory provisions with EU taws will be major eco-
nomic and administrative challenges. Although the
potential gains are large, they are also uncerrain.

Second, the changing status of the ACP countries
in the EU’s development policy priorities is clearly
evident. The success of this grouping in maintaining a
negotiating unity, when it is bound together more by
historic links to the EU than by common interests,
has been remarkable. Bur it does look an increasingly
[ragile unity. The EU insistence on negotiating regional
EPAs will fragment ACP countries into regional
groupings, leaving EDF funding and political dialogue
as the only unique parts of the EU-ACP relationship.
Budgetization of the EDF has long been sought by the
Commission and the European Parliament, meaning
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that it would be programmed as part of the EU bud-
get process rather than remain the extra-budgerary
instrument it is today. If this were to occur, a further
rationale for the special status of the ACP states
would be removed. This is not to argue thar Africa,
in particular, will not remain a central concern for
EU development cooperation policy, but this may be
justified more by the latter’s poverty alleviation man-
date than by historical sentment.

Third, successive enlargements have had a signi-
ficant influence on the orientation of EU development
policy and the next enlazgement is not likely to be dif-
ferent. UK entry in 1973 shifted the focus from Africa
to Asta, while Spanish and Pertuguese membership
raised the profile of Latin America. The traditional aid
links of the countries of Central and Eastern Europe
havé licte in common with the regional orientation
of current EU members, and they are likely to have
a greater interest in cooperation with south-eastern
Europe, the Caucasus and central Asia, The accession
countries currently provide ne more than 0.03% of
their GDP on development cooperation, only one-
tenth the average for OECD members. Even making
a proportionate contribution to the EDF, which is
financed by contributions from the member states,
would imply a substantial rise in their development
cooperation spending. Unless there is a prior agree-
ment on burden-sharing, these countries may be reluct-
ant to support further increases in the volume of aid
resources.

Fourth, the internal management of EU aid policy
will coarinue to be a mareer for debate. Although
greae strides towards improved coordination have
been made, the allocation and effectiveness of EU aid
remain controversial isszes. The growing emphasis
on policy conditionality has introduced a much
stronger political element into development policy.
Strengthening its poverty focus, in line with the object-
ives of development policy introduced by the Treaty
of Maastricht, will be one of its major tasks in the
coming decade.




