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The Peer Review Process

The DAC conducts periodic reviews of the individual development co-operation efforts of DAC
members. The policies and efforts of each member are critically examined approximately once every
four years. Five or six programmes are examined annually. The OECD’s Development Co-operation
Directorate (DCD) provides anaytical support and is responsible for developing and maintaining the
conceptual framework within which the Peer Reviews are undertaken.

The Peer Review is prepared by a team, consisting of representatives of the Secretariat working with
officials from two DAC members who are designated as “examiners’. The country under review
provides a memorandum setting out the main developments in its policies and programmes. Then the
Secretariat and the examiners visit the capital to interview officials, parliamentarians, as well as civil
society and NGO representatives of the donor country to obtain a first-hand insight into current issues
surrounding the development co-operation efforts of the member concerned. Field visits assess how
members are implementing the major DAC policies, principles and concerns, and review operationsin
recipient countries, particularly with regard to poverty reduction, sustainability, gender equality and
other aspects of participatory development, and local aid co-ordination. A recent innovation is to
organise “joint assessments’, in which the activities of several members are reviewed in asingle field
mission.

The Secretariat then prepares a draft report on the member’s development co-operation which is the
basis for the DAC review meeting at the OECD. At this meeting senior officials from the member
under review respond to questions posed by DAC members led by the examiners. These questions are
formulated by the Secretariat in association with the examiners.

This review contains the Main Findings and Recommendations of the Development Assistance
Committee and the report of the Secretariat. It was prepared with examiners from the European
Commission and the United States for the Peer Review on 12 December 2003.
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LIST OF ACRONYMS

Asian Development Bank

Aggregate measure of support

Asia-Pacific Economic Co-operation

Assaciation for the Promotion of International Co-operation
Association of South East Asian Nations

Basic Socia Services

Country Assistance Programme
Comprehensive Poverty Reduction and Growth Strategy

Devel opment Assistance Committee

European Community
Economic Co-operation Bureau

Foreign direct investment
Free Trade Agreements

Gross national product
Generalised System of Preferences

Heavily indebted poor countries
[DAC] High Level Meeting

International Development Strategy
International financial ingtitutions
International Monetary Fund

Japanese NGO Centre for International Co-operation
Japan Tropical Forest Action Network

Japan Bank for International Cooperation

Japan Chamber of Commerce and Industry

Japan External Trade Organization

Export-Import Bank of Japan

Japan International Cooperation Agency

L east developed countries

Ministry of Agriculture, Forestry and Fisheries
Multilateral Development Banks

Ministry of Economy, Trade and Industry
Millennium Development Goals
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MOF Ministry of Finance

MOFA Ministry of Foreign Affairs

NEXI Nippon Export and Investment Insurance

NGOs Non-governmental organisations

ODA Official development assistance

OECF Overseas Economic Co-operation Fund

OECO Overseas Economic Co-operation Operations

OOF Other Official Flow

PRSPs Poverty Reduction Strategy Papers

PSE Producer Support Estimate

TICAD Tokyo International Conference on African Development
UN United Nations

USAID United States Agency for International Devel opment
UNCTAD United Nations Conference on Trade and Development
UNDP United Nations Devel opment Programme

UNESCO United Nations Educational, Scientific and Cultural Organization
UNHCR United Nations High Commission for Refugees
UNICEF United Nations Children’ s Fund

UNIDO United Nations Industrial Development Organization
WFP World Food Programme

WHO World Health Organization

WIPO World Intellectual Property Organization

WSSD World Summit on Sustai nable Devel opment

WTO World Trade Organization

Exchangerates (JPY per USD) were:

1999 2000 2001 2002 2003
113.9 107.8 1215 125.2 120
Signs used:

0 Secretariat estimate in whole or part

- Nil

0.0 Negligible

.. Not available

Not available separately but included in total
n.a Not applicable
P Provisional

Slight discrepanciesin totals are due to rounding
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Japan’s Aid at a glance
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DAC’SMAIN FINDINGSAND RECOMMENDATIONS

New developments, overall strategy, and the public

Japan’'s development co-operation programme has undergone major reforms and significant
restructuring since the last Peer Review in 1999. Most importantly, its Official Development
Assistance (ODA) Charter was revised to reflect changed domestic and international circumstances. In
addition, the legal status of the Japan International Cooperation Agency (JICA) was changed in 2003
to make it more autonomous. The former Overseas Economic Cooperation Fund (OECF) and the
Export-Import Bank of Japan (JEXIM) merged into the Japan Bank for International Cooperation
(JBIC) in 1999. Also, the Ministry of Foreign Affairs (MOFA) has become the de jure co-ordinating
body for the diverse implementing institutions of ODA. In the international arena, Japan has played a
leading role in fostering new initiatives and in hosting major conferences on devel opment issues.

The ODA Charter, revised in 2003 from the 1992 version, forms the policy basis of Japanese
development co-operation. It proposes that the ultimate objectives of ODA are “to contribute to the
peace and development of the internationd community, and thereby to help ensure Japan's own
security and prosperity”. For Japan, as for other DAC members, ODA is an integral part of its foreign
policy. As such, it is important that narrower national interests do not over-ride the primary
devel opment objective of ODA.

Poverty reduction is listed in the Charter as one of four priority ODA issues. In practice, Japan
needs to more fully mainstream poverty reduction and other cross-cutting issues throughout its
development co-operation system though poverty reduction is addressed through interventions in
various sectors. Past emphasis on economic growth has not always taken full account of the poverty
reduction dimension, and Japan, with its experience, could usefully contribute to better document the
relationship between economic growth and poverty reduction. While the ODA Charter recognises the
common development goals of the international community, the achievement of the MDGs could be
further elaborated in a statement of strategy.

Thereis clearly a sign of aid fatigue among the Japanese public. Although in part due to Japan's
weak economic situation, the public is also becoming critical regarding the effectiveness of the aid
programme and the commercia sector has become less supportive of aid. Simultaneously, the publicis
supportive of humanitarian efforts and responding to crises. While substantial effort is made to
disseminate official development information, the public is only marginaly influenced by it, is
generally unfamiliar with ODA issues, and has misconceptions concerning the bilateral aid
programme. Therefore, a recent decision to incorporate development education in school curriculums
is encouraging as a way of broadening support. With better understanding of development issues from
early formative years, the students will hopefully become the future supporters and participants of
Japanese and international development co-operation efforts.
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Recommendations

e In implementing the ODA Charter, Japan should highlight that the primary objective of
ODA is for the development of the recipient country, and should ensure that narrower
national interests do not over-ride this objective.

e Japan should devel op a government-wide approach to mainstream cross-cutting issues, rather
than treat them as separate sectors, particularly concerning poverty reduction as part of
achieving the Millennium Development Goals.

Aid volume and allocations

In 2002, Japan’'s net ODA volume of USD 9.3 hillion was the second largest among the DAC
countries. In 2001, Japan conceded its status as the largest bilateral donor to the United States, a
position it had held for a decade. However, Japan recorded an ODA/GNI ratio of only 0.23%. The
continuing recession has had an effect on the gradually declining trend of ODA funds. At the 2002
Monterrey Conference, Japan was one of the few DAC members which was unable to commit to
maintain or increase ODA. With loan repayments from devel oping countries steadily increasing, Japan
may have to increase the ODA budget so asto maintain current levels of net flows.

A prominent feature of Japanese bilateral aid is the significant proportion of loans, representing
55% of total bilateral ODA in 2002. This is easily the most extensive use of loans of any DAC
country. Japan’'s reason for focusing on loans is mostly due to its own experience of having had
borrowed credit from the World Bank for its post-war reconstruction. The ODA loans are normally
untied, with the recent exception of a short-term, tied Special Yen Loan facility (1999-2002) that was
set up to help countries affected during the Asian crisis. As a result of providing large amounts of
loans, Japan is by far the largest bilateral creditor to developing countries, including Least Developed
Countries (LDCs). In response to the Heavily Indebted Poor Countries (HIPC) Initiative and other
internationa efforts, Japan's involvement with debt relief is rising. As Japan continues to disburse
ODA loans to low-income highly indebted countries, more attention should be given to debt
sustainability issues.

Japan has a clear policy on priority attribution of ODA to Asia and some 74% of bilateral ODA is
disbursed to the region. The top ten recipients of Japanese ODA in 2001-2002 were China, India,
Thailand, Indonesia, Philippines, Viet Nam, Bangladesh, Pakistan, Sri Lanka, and Brazil. Six are Low
Income Countries and the list includes the five countries with the most number of absolute poor. In
addition, Japan is the largest donor in several African countries. This suggests that Japan could
usefully clarify its policy on how it intends to focus on poor countries or the poor populations within
countries.

Concerning sector allocations, only a small portion of Japanese resources in the social sector is
actually directed towards Basic Socia Services (BSS). Aswas noted in the 1999 Peer Review, Japan’s
alocation in the socia sector tends to be directed to the tertiary levels, such as universities, research
ingtitutions, urban water systems or hospitals.

Recommendations

e Japan should make every effort to increase ODA levels as economic conditions improve,
building broad-based public support to facilitate this.
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»  Lessons learned from the provision of loans to indebted poor countries that resulted in large
debt relief should be factored into future lending policies.

»  Thedevelopment of aclearer policy on how Japan intends to focus on poor countries or poor
populations within countries should be considered.

e Japan should strive to achieve a more balanced sector portfolio in line with new ODA
Charter directions, by focusing more investment in basic heath and education services to
reduce poverty.

Policy coherence

At the 2002 Minigterial Council Meeting, OECD Ministers recognized the need to bring greater
coherence across a wide range of policies that impact on developing countries. Among the palicies,
trade and agricultura policy issues became the most urgent as a result of the Doha Development
Agendafor negotiations at the WTO. Japan has promoted FDI into the Asian region, based on its view
that economic growth is the main driver of development. The private sector role in FDI is facilitated
by the Japanese government, using both ODA and non-ODA funding. The Japanese government is
negotiating regional economic co-operation agreements and Free Trade Agreements, which are
expected to be mutually beneficial to Japan and its partners. Japan is also carrying out capacity
building activities, particularly in the APEC countries. Furthermore, JBIC has recently developed
environmental guidelines for borrowers using ODA loans or export credits, which encourages
coherence between the two instruments. At the same time, Japan needs to establish a system for
monitoring compliance with codes of conduct by the private sector, covering social, environmental
and governance issues.

Japan imports 60% (by caorific value) of its food and is the largest net food importer from
developing countries. It does not provide export subsidies for agricultural products. Agricultural
policies have addressed the decline of Japanese agriculture by promoting rura development,
preserving the landscape and securing Japan’s food supply, which are characterised as the
“multifunctionality of agriculture.” There are still import barriers to agricultural products, including
high tariffs on rice, tariff escalation on processed foods; and other restrictions such as sanitary and
phyto-sanitary procedures, and state management of certain agricultura products. Based on
Agricultural Policiesin OECD countries: Monitoring and Evaluation, (OECD, 2002), Japan’s support
remains among the highest in the OECD countries and is dominated by the most production and trade
distorting measures. These barriers and restrictions make access to the Japanese market difficult for
developing and other countries. To address the problems of LDCs, however, Japan has proposed an
initiative for enhancing the Generalized System of Preference scheme. It covers 2 287 duty-free and
guota-free products from 47 LDCs, including 436 from agriculture, forestry and fisheries. At the same
time, significant challenges of market access remain for some commodities that are excluded from the
scheme, notably rice and sugar.

The ODA Charter and institutional arrangements for co-ordination among ODA related
ingtitutions provide opportunities for enhancing policy coherence, but there is a need for an explicit
government-wide statement on policy coherence for development so that the public is made more
aware of the issues. Thereis arisk of incoherence if officials promote domestic interests at the cost of
development of developing countries. Japan appears to do relatively little analytical work on policy
coherence for development issues (a notable exception is a research programme with the OECD on
East Asia) and should give attention to this issue. In this respect, MOFA, given its co-ordinating role,
could take leadership in enhancing the capacity of the Japanese system to analyse policy coherence
issues. Rather than promoting particular interests;, MOFA could facilitate discussions on policy
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coherence for development, including the possible long term mutual benefits to Japan’ s consumers and
taxpayers as well as developing countries.

Recommendations

»  The government of Japan should make a policy statement on coherence for development and
seek ways to educate the public on this issue.

e The Japanese government should enhance analytical capacity on policy coherence for
development in order to improve its ahility to take appropriate policy decisions.

e Japan should establish a system for monitoring the environmental, social and governance
aspects of FDI and of regional economic co-operation agreements.

Aid management and implementation

Important initiatives for the reform of ODA operations began in 2002 and have led to a variety of
new options for future Japanese development co-operation, including pilot work at the field level in
Vietnam and Tanzania. The current Japanese ODA management system is actualy a locally
co-ordinated network of separate ODA administrations. MOFA now plays a core role within the ODA
organisational hierarchy, over which it was accorded the de jure responsibility for co-ordination in
2001, in addition to its responsibilities for policy formulation and provision of grant aid. Of the two
implementation agencies, JJCA undertakes about half of Japanese technical co-operation. The other
agency is JBIC, which was formed in 1999 as the result of a merger of the former OECF and JEXIM.
JBIC constructed an administrative firewall between the two functions of ODA loans and export
credits, the administrative units for which report separately and maintain different sets of procedures.
The Ministry of Finance also has an ODA role, mainly by passing funds to JBIC and through its
liaison responsibilities with the IFIs. In addition, there are about 10 different ministries responsible for
ODA operations, most of which istechnical co-operation.

Within MOFA, the Economic Cooperation Bureau has responsibilities for ODA policy
formulation, inter-agency co-ordination, and grant aid management. Bureau operations are largely
organised around instruments (operation of grants and supervision of loans and technical co-operation)
rather than on a country basis, which raises the issue of how to relate with the other geographic
bureaus, the implementation agencies, and the field. The fact that Japan is now putting in place a
country strategy and country-based team approach should help MOFA to move more rapidly to a more
decentralised operational system. Also of particular interest to the future efficiency of Japanese ODA
management is the divison between grants and technical co-operation, both of which are so
operationally related that the digtinction between them often appears artificial. Operationdly, the
separate administration of MOFA grants and JICA technical co-operation can lead to transaction costs
and difficulties in maintaining the linkage between strategy and implementation, not to mention
confusion among development partners. To enhance system complementarity and synergy, the entire
sequence of project planning and implementation of both grants and technical co-operation could be
delegated to an experienced developmental agency like JICA. Such an arrangement would offer
MOFA the advantages of ending its operational role and redistributing its limited resources toward the
priority mandate of system co-ordination, strategy and policy development.

At the time of writing, Japan had atotal staff level of 2 097 development professionals to manage
its worldwide portfolio of USD 9 billion, an estimated 668 of whom were located in the field. Japan
continues to be one of the more thinly-staffed systems among DAC members. Its overall human
resource capacity is further reduced by the fact that MOFA development staff and those seconded by
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other ministries rapidly rotate out of development co-operation. As regards training, there is currently
no requirement for specific experience or substantive formal development training for MOFA officials
who work on development co-operation. MOFA is encouraged to consider establishing a career track
in the “development” category, so as to attract and maintain high level staff that will be needed to
carry out the current Ministry mandate in strategic co-ordination and policy.

Japan's highly centralised administration and the special interests of the different ODA
ingtitutions have created bureaucratic obstacles to operationa decentralisation. However, Japan is now
slowly moving towards greater decentralisation through a new ODA Task Force team concept. The
ODA Task Force is an al-Japan co-ordinating body in the field that can foster internal Japanese
co-ordination around a common vision and build synergies among agencies dealing with grants,
technical co-operation and loans. Japan is now testing in Vietnam and Tanzania the use of such an
ODA field team to design the country strategy in a manner consistent with locally-owned national
approaches, such as the PRSP. Nevertheless, Japan currently lacks a country-based budget approach,
which would make its work more efficient and more easily understandable for its partners. It will be
important to retain the current flexibility to respond to sudden needs. Although Japan continues to
organise its programmes mainly on a project basis, it remains open to whatever modality seems to
make the most sense, including sector programmes.

Concerning harmonisation policy, Japan is globally supportive of the harmonisation of its
implementation procedures with other partners and has played a lead role in pilot loan harmonisation
activities in Vietham and elsewhere, and is Vice-chair of the DAC's Working Party on Aid
Effectiveness. At the same time, the practice of tying ODA grants to Japanese primary contractors,
despite the extensive use of non-Japanese sub-contractors, remains under discussion in the context of
the 2001 DA C Recommendation on Untying ODA to the LDCs.

Recommendations

e Japan should consider moving away from an instrument based co-operation system to a more
country based approach, as well as establishing country budget envelopes. Japan should
replicate more broadly its decentralisation pilot efforts, such as that of Vietham and
Tanzania, with special emphasis on an effective use of a country-based, all-Japan team and
strategy approach.

e The Ministry of Foreign Affairs should consider delegating most grant management to the
Japan International Cooperation Agency and focusing its energies on dtrategy, policy
development and system co-ordination.

* More development co-operation staff are needed across the system, particularly if
decentralisation is to succeed. An integrated ODA personnel policy should be established
that includes planning and analysis of development staff levels and skills.

e Japan should work with the DAC on identifying concrete measures to progressively untie the

use of grant funds for primary contractors in the spirit of the Recommendation on untying
ODA to the least-devel oped countries.
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CHAPTER 1

NEW DEVELOPMENTSAND OVERALL FRAMEWORK

New developments

Japan’s development co-operation programme has undergone major reforms and significant
restructuring since the last Peer Review in 1999 (see Annex |). Perhaps most importantly, its Officia
Development Assistance (ODA) Charter was revised to reflect changed domestic and international
circumstances (see Annex Il). In addition, the legal status of the Japan Internationa Cooperation
Agency (JICA) —which undertakes technical co-operation —was changed in October 2003 to make
JCA more autonomous. The former Overseas Economic Co-operation Fund (OECF) —which
manages the ODA loans —and the Export-Import Bank of Japan (JEXIM) were merged into the Japan
Bank for International Cooperation (JBIC) in 1999. Other reforms include making the Ministry of
Foreign Affairs (MOFA) the de jure co-ordinating body for the diverse implementing institutions of
ODA; strengthening other co-ordination mechanisms; establishing decentralisation, and increasing
transparency by facilitating participation of the public and non-governmental organisations (see
Chapters 5 and 6).

In the international arena since 1999, Japan has played a leading role in fostering new
initiatives and in hosting maor conferences on development issues, including the initiatives for
Human Security, and Consolidation for Peace (see Chapter 3), the Initiative for Development in East
Asia—IDEA —and the Tokyo International Conference for African Development — TICAD (see
Chapter 2). Japan’s pro-activeness in organising these forums has been welcomed by all members of
the Development Assistance Committee (DAC).

Japan’s aid reforms, particularly revision of its ODA Charter, reflect, in part, increasing
public concern regarding the efficient and effective use of aid, especialy in light of reports of misuse
of MOFA resources; the economic recession; the size of the fiscal deficit; and rising unemployment.
All of these factors led to a decline in public support for ODA, as well as specific reductions in the
ODA budget. As aresult, in 2001, for the first time since 1992, Japan lost its position as the largest
bilateral donor, in volume terms, and is now the second largest donor after the United States. Japan
was also one of the few DAC members that did not pledge to maintain or increase ODA at the 2002
International Conference on Financing for Development in Monterrey. On the other hand, Foreign
Direct Investment (FDI) has picked up, particularly to East Asia, indirectly due to the tied Specia Yen
Loan Facility (see Chapter 2).

Overall aid administration structure

The overall structure of Japan’s ODA administration has changed little since the last Review.!
MOFA now has ade jure as well as de facto co-ordinating role, although it consults with the Ministry
of Finance (MOF) and Ministry of Economy and Trade and Industry (METI) on ODA loans. MOFA
remains the supervisory ministry for JCA and co-ordinates the ODA-related efforts of at least ten

1. Except the Economic Planning Agency was merged into the new Cabinet Office.
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other ministries and agencies that implement ODA programmes (see Figure 1). In that respect, Japan’s
aid system remains one of the most dispersed and complex among DAC members, which presents
clear challenges for co-ordination. Japan also maintains separate programmes for ODA loans, grants
and technical co-operation. Some options regarding rethinking of roles within the ODA architecture
are explored in this Review (see Chapters 3 and 5).

Figure 1. Japanese co-operation system

Core ODA ministries
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The new ODA charter

In August 2003, Japan revised and updated the 1992 version of its ODA Charter. Although it
was not approved by the Diet (Parliament), and thus does not have the force of law, the Charter was
approved by the Cabinet, and thus forms the policy basis of Japanese ODA. The objective of the
revision was to address new development challenges as well as to strengthen support for ODA and to
make it more strategic, efficient and transparent. The year-long revision process was participatory and
consultative with aid agencies, academia, civil society, and ordinary citizens involved. An ODA
Comprehensive Strategy Board” was established and formal comments were submitted by the Liberal
Democratic Party, Japan Federation of Economic Organisations (Keidanren) and non-governmental
organisations (NGO) groups.

2. Established in June 2002, the Board's mandate is to strengthen MOFA'’s role in co-ordinating related
agencies and to ensure further transparency in ODA operations. It consists of 18 members, including
the Minister of Foreign Affairs as the chairperson and 17 members with representatives from
academia, NGOs, press and the devel opment and financial sectors.
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In the Charter, the objectives of ODA are stated as “to contribute to the peace and
development of the international community, and thereby to help ensure Japan’s own security and
prosperity”. Other benefits to Japan through provision of ODA are mentioned as “promoting the
welfare of its people’, “promoting friendly relations and people-to-people exchanges with other
countries’, “strengthening Japan’'s standing in the international area’, and “gaining sympathy and
support from the international community for Japan’s position”. For Japan, as for other DAC
members, ODA isan integra part of itsforeign policy. Asiawill remain the priority region since it has
“amajor impact on Japan’'s stability and prosperity”. Although the term “national interest” is not used
in the Charter, this concept has so far featured prominently in the Japanese aid programme, not
necessarily in terms of direct economic benefits, but also through sharing Japanese experience and
expertise, raising visibility of Japanese presence (“ showing Japan’sface”), as well as ensuring national
environmental protection and security.

There is a perception that Japan has at times used its development assistance also for various
purposes other than those directly related to development. This should be seen in the context of the
DAC definition of ODA — which Japan has agreed to — stipulating that the primary objective of ODA
must be for the development of the recipient country. Moreover, gaining benefit for Japan does not
appear to reflect the general sentiment of the Japanese public which considers that the objective of
ODA is for the benefit of developing countries (see Box 1). All DAC governments, including Japan,
need to be vigilant that narrower national interests do not supersede the objective of development of
recipient countries.

The Charter’s principle for ODA implementation, which includes environmental conservation,
non-military use, attention to recipient countries' military activities, and democracy and human rights,
remains basically the same as the 1992 version. At the same time, the last Charter has been applied in
such away asto alow the provision of aid to nuclear powers such as India and Pakistan (suspended in
1998 when both countries carried out nuclear weapons tests), one-party states such as China and
Vietnam, and to military regimes such as Myanmar (though it is understood that Japan stopped
funding new ODA projects in Myanmar in May 2003, in view of that country’s human rights
situation). In 2001-02, over athird of allocable bilateral gross ODA was disbursed to these countries.
How the new Charter would affect funding levels to these countries remains to be seen.

Basic palicies in the Charter introduce new concepts such as “human security” which focuses on
the protection and empowerment of individuals, and “fairness’, which addresses gender issues and the
gap between the rich and the poor. Japan has hitherto been relatively reticent in applying these two
concepts in its aid programme, and their future mainstreaming will be of interest. The new Charter
also expresses more willingness to collaborate with the international community, which includes
multilateral organisations, other donors, NGOs, and the private sector. While Japan’s position towards
self-help efforts and respect for ownership through request-based proposals remains the same, the new
Charter states the need for more active engagement in policy consultation before requests are made by
developing countries. This may somewhat change the current approach of deciding on projects
predominantly based on the request of the recipient country (see Chapter 3).

The Charter also calls for active engagement in policy dialogue; strengthening field missions;
increased participation of civil society and the public; increased development expertise; promation of
intellectual assets in development; enhancement of development education; and transparency. These
are positive directions which could improve the quality of Japanese aid significantly. While the
Charter promotes enhanced synergies and collaboration within the aid system (termed “ coherent”), the
term “coherent” here does not mean “policy coherence for development” of non-aid policies. Japan
could do more in this area, starting with a clear policy statement on policy coherence for development,
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establishment of a system to enhance analytical capacity on coherence, and the creation of a
mechanism to monitor environmental, social and governance guidelinesin FDI (see Chapter 4).

In the Charter, poverty reduction is listed as one of four priority issues, the others being
sustainable growth, global issues, and peace-building. Here, poverty reduction is not clearly stated asa
cross-cutting issue but would be primarily addressed through direct forms of intervention such as
education, health, water, sanitation, and agriculture. While mentioning that sustainable economic
growth is indispensable for realising poverty reduction, the Charter treats sustainable growth as an
independent priority issuein itself, not necessarily leading to the objective of poverty reduction.

In practice, Japan has yet to develop a system to mainstream poverty reduction in
development co-operation, although its treatment varies widely depending on the three main aid
implementing organisations (see Chapter 3) and there is some exchange of views among them.
Japanese officials state that economic growth is an important means for poverty reduction. Past
emphasis on economic growth has not always taken full account of the poverty reduction dimension,
and Japan could usefully contribute to better documenting the relationship between economic growth
and poverty reduction. Japan’s promotion of economic growth isimportant in the international debate,
but its links with poverty reduction could be clearer. While the ODA Charter recognises the common
development goals of the international community, the achievement of the Millennium Devel opment
Goals could be further elaborated in a statement of strategy.

The Diet and other advisory bodies

Although legal, the Japanese Diet’'s influence over aid issues is generally limited to the approval
of the ODA general budget, there has been growing political involvement in ODA matters. The Diet is
increasingly raising questions, especially after recent revelations of misuse of funds by MOFA
officials and certain politicians. It has al so become more critical about Japan’s substantial aid to China
(see Chapter 2), especidly in view of the latter's expanding economy and its effect on Japanese
industries. In addition, the Diet requires MOF to consult on issues such as contributions to the
Multilateral Development Banks (MDBS). The Cabinet also approves the list of ODA projects every
few months, although thisis more or less aformality.

On a more selective basis, the Diet Committee on Foreign Affairs and Defence which handles
ODA issues, has promoted, for example, the delivery of medical supplies by NGOs to Kurdish
refugees and the dispatch of the Sdf Defence Force to Irag for humanitarian aid. The Liberal
Democratic Party’s ODA Reform Working Team also submitted a recommendation concerning the
new ODA Charter before finalisation. Furthermore, some politicians pressure MOFA to try and
intervene in project selection for their visiting or favourite countries or sectors. Special lobby groups
such as the construction industry also try to mobilise Diet members to act on their behalf.

Japan has created severa ad hoc groups consisting of a wide range of representatives from aid
agencies, academia, mass media, NGOs, and the private sector to advise on various ODA matters.
Examples include the Second Consultative Committee on ODA Reform® and the ODA Comprehensive
Strategy Board. Other specialised advisory groups include those on ODA Country Assistance Strategy,
which reviews Japan’'s country strategies, and on ODA Grant Assistance, which reviews al grant
proposals before submission to the Cabinet. There are many positive aspects to wide participation and

3. To follow up the discussion held by the First Consultative Committee of ODA Reform, MOFA
established a second external committee where intellectuals discuss necessary changes in ODA for
better use of limited resources. The committee is composed of academics, journalists and financial
specialists.
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transparency, including wider public understanding of ODA matters and increased accountability. On
the downside, the burden of managing the consultative process by the already understaffed aid
agencies (see Chapter 5) cannot be overlooked. Furthermore, with such wide representation, there may
be atendency for discussions to result in “constructive ambiguity”.

Public opinion

There is clearly a sign of aid fatigue among the Japanese population. According to the opinion
polls of the Cabinet Office, which have been conducted annualy since 1977, there is a noticeable
decline in the proportion of people who believe that ODA should be augmented (41% in 1991 to 19%
in 2002) and an equally clear rise among those who feel that ODA should be reduced (8% to 24%) or
even abolished (1% to 5%). Although the proportion of those who responded that “the current ODA
level should be maintained” has remained relatively constant at around 45%, the trend regarding the
two extremes is worrisome. There was a dight increase in ODA support in 2001, attributable to the
post September 11 effect, but it was not sustained in 2002.

Among those who preferred reduction or abolition of ODA, 75% attributed their choice to the
deteriorated economic situation in Japan® and 44% mentioned fiscal deficit - both slight increases
compared to 2001. However, there were substantial increases in those who cited lack of transparency
(27% in 2001 to 41% in 2002), unsatisfactory achievements (24% to 31%) and inefficiency (11% to
17%), which indicate that the public is becoming disappointed and critical regarding the effectiveness
of the aid programme. At the same time, the commercial sector has become less supportive of aid. On
the other hand, another survey shows that the public is supportive of humanitarian efforts and
responding to crises (see Box 1), which indicates a possible disconnect with the ODA Charter.
Surveys by the Ministry of Agriculture, Forestry, and Fisheries (MAFF) also show the public’'s
increasing interest in environmental issues.

Box 1. APIC Opinion Survey

The Japanese Association of Promotion for International Co-operation (APIC) carried out a survey on ODA in
2002, which showed that the public seemed to be more humanitarian minded and less concerned with national
interests. Of those who were positive about ODA, only 15% (see footnote 4) responded that ODA should be for
Japan’s benefit - to enhance friendship with developing countries, increase understanding of Japan by the
developing countries, or secure food and energy. More than 56% considered it necessary for humanitarian
reasons, 50% to help the economic development of developing countries, 31% to help world peace, and 15% as
an obligation of an economically powerful country. Regarding regional preferences, 43% responded Asia and
24% Africa - compared to the actual disbursement of bilateral aid (75% Asia and 10% Africa). Preference for
Africa is most likely due to humanitarian reasons.

The survey also showed that efforts on development information did not seem to be wide-reaching. Fifty-five per
cent of respondents answered that they were not familiar with ODA whereas 44% were. Even those who were
familiar had the misconception that ODA was mostly about the Japan Overseas Co-operation Volunteers,
supporting NGOs, as well as activities in basic health and education, which are minor components of the
Japanese aid programme. Generally, the public obtains information on ODA from the media, particularly TV
programmes and newspapers.

Development information and education

Numerous official aid organisations continue to make substantial efforts in development
education. APIC, which is subsidised by MOFA, runs an information centre to provide materias on

4. Respondents were allowed to choose multiple answers.
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development co-operation in Tokyo and jointly with 40 local administrations throughout Japan.
MOFA'’s annual ODA report aso remains the most comprehensive among the DAC members’. At the
same time, APIC's survey shows that the public is generaly unfamiliar with ODA issues, has
misconceptions of the bilaterd aid programme, and does not usualy obtain information on
development issues from these public materials (see Box 1). Japan could carry out a comprehensive
assessment of its development information activities so as to enhance support and appropriate
understanding of ODA by the public.

Japan does not have along-standing history of private humanitarian or philanthropic aid towards
other countries (in comparison with its 50-year history of official development assistance). The NGO
sector in Japan is young and small (see Chapter 5). Strong ODA supporters were hitherto mostly in the
commercia sector, which started to wane as Japan untied its aid in the 1980s. Some critics say that
since then, the government has not really managed to replace this support by capturing the wider
public’sinterest in ODA matters.®

On the other hand, in the last decade, many academic courses in development co-operation at
undergraduate and post-graduate levels have been established. This movement has been a response
partialy to the growing interest in development issues by Japanese adolescents who grew up in the
relatively affluent period of the 1970s to the 90s that led them to broaden their views on the less
fortunate parts of the world. The Kobe earthquake of 1995 is also said to have raised the interest of the
youth in helping others in crisis and need. A maor progress is Japan's decision to incorporate
development education in elementary to junior high school curriculums, which was a recommendation
by the Second Consultative Committee on ODA Reform. With better understanding of development
and global issues from early formative years, it is hoped the students will become the future supporters
and participants of Japanese and international development co-operation efforts.

Future considerations

* In implementing the ODA Charter, Japan should highlight that the primary objective of
ODA is the development of the recipient country and ensure that narrower national interests
do not override this objective.

e Japan could consider setting out a plan to inform the Japanese public of the policy and
operational implications of the new ODA Charter, especidly in light of the interest in
increased aid effectiveness.

e Japan should assess its development information activities so as to enhance support and
appropriate understanding of ODA by the public.

5. It serves as a best practice report that includes a wide range of data and topics from ODA general
budget and disbursement details, descriptions of activities in regions, countries, and sectors,
chronology of events, various DAC data, as well as ODA descriptions of other DAC Members. JICA
and JBIC aso publish various reports and informational materials, respectively.

6. Mitsuya Araki, “Who will Cheer for ODA?: Thoughts on the ODA Support Base for the Future” (In
Japanese. OECD trandation of title), International Development Journal, February 2003, p 6-7.
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CHAPTER 2

AID VOLUME, CHANNELSAND DISTRIBUTION

Official development assistance volume and the economic situation

In 2002, Japan’'s net ODA volume was USD 9.3 hillion and ranked second among the 22 DAC
member countries. Since the previous Peer Review, Japan conceded to the US its status in 2001 as the
largest bilateral donor, aposition it had held since 1992. While Japan’s net ODA accounted for 25% of
total DAC ODA in 2000 (the highest figure), this proportion is now reduced to 16%. In terms of
ODA/GNI ratio, Japan recorded 0.23% and was the 5th lowest among the DAC countries (see Figure
[11-1). In terms of per capita ODA contribution, however, with USD 97, Japan ranked 7th and was the
highest among the G7 countries in 2000-01.

The continuing recession, following the burst of the economic bubble in 1990, has had an effect
on the gradually declining trend of the ODA budget and net ODA disbursement. The difficult
economic Situation is inevitably causing chalenges to organisational resources as well, such as
administrative costs, staffing, and decentralisation. The exception to the decline is between 1997 and
2000 when Japan increased ODA in order to respond to the problems of the Asian Crisis (see graph in
Table 1l1-1). The short-term increase, however, was somewhat offset in 2001 when the Asian
Development Bank (ADB) returned to Japan approximately USD 3 billion of the unutilised special
fund’ that Japan had contributed from 1999, which was deducted from ODA flows.

Although Japan subscribed in 1970 to the UN target of 0.7% ODA/GNI ratio, this has long been
put aside. The highest that Japan has ever achieved was 0.34% in 1984. At the 2002 Monterrey
Conference, Japan was one of the few DAC members which did not pledge to maintain or increase
ODA volume and the ODA/GNI ratio. With loan repayments steadily increasing from developing
countries and amounting to USD 2.9 billion in 2002, Japan may have to further increase the ODA
budget to maintain current net ODA disbursement levels. At present, there is no visible evidence to
suggest that ODA budgets take into consideration expected repayment amounts from developing
countries and the government does not disclose repayment projections to the public. According to
MOFA'’s projections regarding Japan's ODA in 2006, Japan’'s ODA/GNI ratio may drop to between
0.14% and 0.21% and its ranking in ODA volume may become fourth or fifth among the DAC
members.® According to the aforementioned APIC opinion survey (see Box 1), the public regards the

7. Asian Currency Crisis Support Facility.

8. Under the scenario of (@) no increase or decrease; (b) 5% decrease annually; or (¢) 10% decrease
annually, the ODA/GNI ratio could be: (a) 0.21%; (b) 0.17%, or (c) 0.14% in 2006. Assuming that
other DAC members keep their commitments of ODA increases made in various forums, MOFA
projects that Japan’s ranking in terms of ODA volume will become fourth amongst the DAC with
scenarios (@) and (b) and fifth under (c). Source: MOFA paper presented to the ODA Comprehensive
Strategy Board.
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current ODA/GNI level and ranking to be appropriate and does not see the necessity of Japan being a
leading donor like the US and certain European countries.’

Japan’s economy is sill in a serious deflationary state with recovery being narrowly based on
exports and inventory correction. There is also continuing weakness in the labour market, which is
restraining consumption growth. However, the economy recovered from negative growth by the end of
2002, and market consensus suggests that the growth rate could reach 2% for 2003. Furthermore,
although the fiscal budget was cut 4.4 % between 2000 and 2002 in order to reduce the current large
deficit, the 2003 budget remained the same as 2002. Therefore, given the state of its economy and
fiscal situation, at least maintaining the current ODA level seems possible.

Bilateral aid
Loans

A prominent feature of Japanese hilatera aid is its large proportion of loans, which are
concessiona and administered by JBIC. In 2002, of bilaterd ODA, the distribution was as follows:
55% loans'® (see Tablelll-2, athough the percentages in the table are of tota ODA and not of
bilateral ODA), 19% technical co-operation, and 27% non-technical co-operation grants. Japan's
proportion of loans was by far the largest among DAC Member countries — the loan share in Total
DAC ODA was 19%, and would have been 8% without Japan. Although there has not been a
noticeable proportional decrease for Japan since the last Review (56% in 1998), over the long run, it
has decreased from a peak of 82% in 1975. The number of loan recipient countries has aso decreased
from a peak of 62 countriesin 1989 to 52 countries in 2002. The proportion of loansin bilateral ODA
differs according to geographical regions, for example, Asia had 71% loans while Sub-Sahara Africa
(SSA) had only 10% in 2001. SSA had a higher proportion of loans peaking at 81% of bilateral ODA
in 1975. There are also differences in loan provision according to income levels. In 2001, the share of
loans in bilatera ODA was: 75% to Other Low Income Countries, 57% to Middle Income Countries,
10% to the Least Developed Countries (LDCs) and 0% to High Income Countries. JBIC has ceased
providing loansto African LDCs since 1997.

Japan’ s reasons for focusing on loans is mostly due to its own experience of having had borrowed
credit from the World Bank for its post-war reconstruction. It considers that loans promote “ self-help
efforts’ that respect more ownership of the recipient country as opposed to grants that have no
obligation of repayment. Loans could also finance large scale infrastructure projects which would be
more difficult to justify with grants. Furthermore, although the loans are substantially concessional
(over 70% grant element), they would be of less burden to the Japanese tax payers. Loan projects also
tend to comply with the priorities of the recipient governments as they are selected more carefully. For
example, in Indonesia, the Parliament has to approve loans whereas it does not for grants.

The ODA loans are normally untied. This is to be complimented since untied aid is generally
considered to be more cost effective and allows for greater partner country ownership and for
harmonisation of donor procedures. However, Japan established a short-term tied Special Yen Loan
facility from 1999 to 2002 which aimed to help the countries that were affected by the Asian crisis and

9. Asked what they thought of Japan’s ODA/GNI ratio of 0.23% in 2001 and the fact that Japan was 18"
out of 22 industrialised country donors, the responses were: 48% appropriate, 19% too low, 10%
should be lower, and 23% didn’'t know. Asked what ranking Japan should have in terms of ODA
volume, 31% responded 4™, 17% 3", 129% 1% and 35% didn’t know.

10. Called “non-grant bilateral ODA”.
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to simultaneously assist the ailing Japanese economy. They were used mainly for three priority areas:
the establishment of infrastructure for an improved flow of goods (roads, ports, airports, bridges,
railways); the strengthening of the production base (power stations, irrigation, natural gas pipelines,
water supply); and counter-measures against large-scale disasters. As aresult, the proportion of tied or
partialy tied ODA loans were 27% in 1999, 34% in 2000, 41% in 2001, and that fell back to 4% in
2002 on acommitment basis.™*

Debt relief

As aresult of providing large amounts of loans, up to the end of 2002, the ODA debt owed to
Japan by al developing countries amounted to USD 97 hillion (including USD 8 hillion to LDCs).
This amount was over four times more than that of the second largest ODA creditor, Germany, at
USD 22 billion. In general, Japanese officias expect loan recipient countries to repay loans
punctually, as Japan did to the World Bank, and consider unconditional debt relief to cause “moral
hazard”. Since most of the loans are generated from a separate source from the ODA’ s general budget,
namely, from the Fiscal Investment and Loan Programme, whaose source is predominantly the postal
savings account, it also makes debt relief somewhat difficult due to administrative and accounting
complications to replace the foregone repayments. Nevertheless, with the Heavily Indebted Poor
Countries (HIPC) Initiative and other international efforts, Japan has been carrying out its
commitments to debt cancellation for poor countries.

Japan’s involvement with debt rdief is rising. In 2001-02, this amounted to USD 1.3 hillion or
13% of hilatera ODA, which was an increase from 4% in 1991-92 (see Table 111-5). Between 1999
and 2002, Japan committed debt relief (including rescheduling) to 37 countries, particularly the
following countries and amounts: Indonesia USD 1.3 billion, Pakistan USD 1.0 billion, Bangladesh
USD 660 million, Tanzania USD 405 million, and Bolivia USD 334 million. During the same period,
Japan continued to disburse the following amounts of loans to most of these countries: Indonesia
USD 4.1 hillion, Pakistan USD 804 million, Bangladesh USD 435hillion, and Bolivia
USD 21 million.

Japan is committed to cancel all the HIPC claims when the debtor countries reach the Completion
Point in the Enhanced HIPC Initiative. It has aso contributed USD 256 million to the HIPC trust fund
of the World Bank. Aside from ODA debt, HIPC countries owe Japan Other Official Flow (OOF) debt
which include commercia debt. Under the HIPC Initiative, Japan has cancelled all these commercial
debts in recent years, athough it does not report the distinction between ODA and OOF debt
cancellation to the DAC. For example, this amounted to about USD 360 million to Tanzania in 2000
and 2001, which were for Japanese commercial loans provided from the mid-80s and early 90s that
were insured by METI [now by the Nippon Export and Investment Insurance (NEXI)] (see Chapters 4
and 6). The origina contracts insured by METI were primarily for exporting vehicles, steels, and
various machines by Japanese trading companies to the Tanzanian government or to a state
corporation. While these contracts are commercial, the debt relief uses tax payers’ funds and is
counted as ODA. At the same time, although the ODA Charter requires increased transparency, the
Japanese government does not publish detailed information regarding the contractor due to business
confidentiality rules. Japan is encouraged to carry out lessons-learned in having provided non-ODA
loans and credits to poor countries that resulted in using public funds to relieve the debt.

Some aid officias realise that it is important to pay more attention to the debt sustainability of
poor countries. Although Japan’s lending is based on its own experience of reconstruction, its post-war

11. Source: MOFA.
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foreign debt service ratio to exports did not exceed 4%." That of some other DAC members was also
low.™ By contrast, Japan continues to lend to countries that have debt service ratios between 8% to
27% (e.g. Vietnam 8%, Bangladesh 9%, Sri Lanka 10%, India 13%, Philippines 14%, Thailand 16%,
Indonesia 25%, Uzbekistan 26%, and Pakistan 27%)."* However, it can be noted that Japan has been a
lender to some countries which have experienced rapid development and graduation from aid though
their debt-service ratios were high: Korea 32% (1987); Maaysia 25% (1988). Japan’s position is that
it provides ODA loans to developing countries that it does not consider are facing debt repayment
problems and that debt relief will be arranged within the framework of the Paris Club when debt
repayment difficulties occur.

As described in the last Review, regarding HIPCs and some eligible poor countries, Japan
provided debt relief by first making the debtor country pay the amounts due and then giving an
equivalent amount in grants. This was an attempt to enable the recipient country to maintain integrity
and minimise the moral hazard. However, there was criticism over the cumbersome nature of the
procedure for the recipient country, particularly in preparing the foreign exchange, for what ultimately
resulted as financia equivalence. In response, Japan decided to change its modality to a
straightforward debt cancellation like other DAC members, starting April 2003. The Japanese officials
and population have had to come to terms with the fact that many developing countries do not
necessarily have the same capacity as Japan in terms of ability and commitment to repay, recognising
the impact of political instability, ethnic conflicts, primary commodity price declines and natura
disasters. In general, although JBIC applies the IMF debt sustainability analysis, clear lessons-learned
on providing loans to poor countries would seem to be essential in determining the future lending
policies in Japanese co-operation.

Allocation by region and income group

In terms of substance, Japan has a regional perspective and has recently carried out some
initiatives for Africaand Asia (see Box 2). In terms of quantity, Japan’s hilateral regional and income
level disbursements have remained more or less the same since the last Review. As suggested in the
ODA Charter, the mgjority went to Asia at 70% in 2001 (Total DAC 39%), 11% to the Americas
(Total DAC 15%), and 14% to Africa (Tota DAC 33%), of which 10% was SSA (Total DAC 26%).
In 2002, disbursements to Asiaincreased to 74%, of which most went to the Far East (see Table [11-3).
However, over the long term, this constitutes a reduction from 83% in 1976. With about
USD 6.7 billion aid to Asia, Japan is still by far the largest donor, providing aimost half of all DAC
ODA to the region. Although the proportion of allocation to SSA is relatively small in real terms and
has not increased despite the TICAD mestings, with its USD 722 million, Japan was the fourth largest
bilateral donor to the sub-region in 2001.

The 2001 DAC High Level Meeting (HLM) statement mentions that “ priority will be accorded to
countries with low incomes. Some targeted assistance to other countries with a large proportion of
poor people may also be provided”. Although Japan has a clear policy on focusing on Asia due to
geographic, economic, historic, and cultural reasons, it is yet to develop a policy regarding poor
countries or specifically on the poor population. In 2001, of Japan's bilatera ODA, 16% went to

12. OECD estimate. Other datain this section are from MOFA.

13. In 1951, after World War |1, Germany was asked to use 10% of its export earnings to repay the debts,
but it renounced this ratio as unsustainable. Eventually, the Allies agreed on payments of 3.5% of
export revenues. British repayment of debts owed to the US after World War |1 was capped at 4%.
Source: Jubilee Research, http://www.jubilee2000uk.org/opinion/archive/ghana.htm.

14. World Development Report 2002.
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LDCs (Total DAC 26%), 45% to Other Low Income Countries (Total DAC 33%), and 34% to Lower
Middle-Income Countries (Tota DAC 35%). Japan’'s disbursement to LDCs as a proportion of
bilateral ODA isthe fourth lowest among the DAC. The top ten recipients of Japanese ODA for 2001-
02 were China, India, Thailand, Indonesia, Philippines, Vietnam, Bangladesh, Pakistan, Sri Lanka, and
Brazil (see Table 111-4); only Bangladesh was an LDC. However, six were Low Income Countries and
the list includes the world's top five countries with the most number of absolute poor. In addition,
Japan figured as the largest donor in 54 countries and as the second largest donor in 27 countries.
Among African countries, Japan was the largest donor in seven countries. Japan could usefully clarify
its policy on how it intends to focus on poor countries or the poor populations within countries.

Box 2. Examples of Japan’s recent initiatives and conferences

TICAD: Japan hosted TICAD IIl in September 2003, a decade after the first conference. TICAD |
contributed to raising the challenges of African development when many donors were shifting their assistance to
post Cold War Eastern Europe. TICAD Il adopted the “Tokyo Agenda for Action”, a comprehensive strategy
based on Africa’'s ownership and international partnership, which encompasses areas such as i) social
development (e.g. education, health) and poverty reduction; ii) economic development (e.g. agriculture and
private sector); and iii) good governance and post conflict development. TICAD Il carried out stocktaking of
TICAD | and Il, including exploring concrete measures to support the New Partnership for Africa’s Development.
In the TICAD process, Japan has been especially promoting “Asia-Africa co-operation” so as to foster linkages
and knowledge sharing between the two regions.

IDEA: In 2002, Japan launched a new initiative to consolidate the experience and knowledge accumulated
through the economic growth in East Asian countries. A meeting was held in Tokyo with Ministers of foreign
affairs and development from 10 ASEAN countries plus China and South Korea. A Joint Ministerial Statement
was issued which recognised ODA as a catalyst in promoting investment and trade. Particularly deemed useful
was the appropriate combination and sequencing of various ODA schemes, such as south-south cooperation
and macro-economic assistance. The synergy between IDEA and TICAD lll is currently being explored in order
to enhance Asia-Africa Cooperation. The second IDEA meeting is expected to be held soon.

In 2001-02, Japan had atotal of 144 recipient countries, a slight decrease from 152 in 1991-92.
The top five™ have not changed for a decade and, in total, receive almost half of allocable bilateral
ODA, which means that Japan’s country distribution is relatively concentrated and stable. In 2000,
Japan was the largest donor to 54 countries (20 in Asia, 15 in Latin America, 7 in Africa, 6 in the
Middle East, 5 in Oceania, and 1 in Europe) in net disbursement terms. From this point of view,
further concentration of recipient countries may not be entirely appropriate for Japan, but from a
management perspective — particularly with understaffing (see Chapter 5) — the need for a Japanese
presence in countries receiving small levels of ODA could be re-evaluated.

ODA to China alone amounted to USD 1.2 billion or 14% of alocable ODA in 2001-02. As
mentioned in Chapter 1, aid to China has recently been under increasing criticism due to the country’s
rapid growth. In particular, some Japanese industries have suffered from Chinese competition, which
the population often considers as a factor that exacerbates the recession. As a result, the government
announced in 2001 a reduction of about 25% aid to China for 2002 as well as a change in the focus of
its aid from coastal to the poorer inland areas - although the latter had been mentioned during the last
Review (see China Report in the 1999 Review).

15. China, India, Thailand, Indonesia and the Philippines.
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Sector distribution

A consistently prominent feature of Japan’s bilateral ODA in terms of sector distribution is its
relatively high proportion of economic infrastructure, which amounted to 37% (mainly through loans)
in 2001-02 while the Total DAC for 2001 was 15% (see Table 111-5) and unweighted average of 8%.
The difference is more prominent if compared with the Total DAC without Japan figure of 10% and
unweighted average of 7%. In particular, the road sector followed by the energy sector took up large
shares.

The second largest category was socia infrastructure and services at 21% (Total DAC 33%), of
which education - mostly tertiary - was the highest at 8%. In 2000-01, Japan’s allocation to Basic
Socia Services (BSS) was the fourth lowest among the DAC members at 7% (DAC average 15%).
This aso contrasts with the World Summit on Sustainable Development (WSSD) target level of 20%.
While pro-poor economic growth is necessary for poverty reduction, there is also a strong link
between effective commitments in BSS and achieving six of the MDGs, which requires specific
resource allocations.

Japan could usefully rethink the fact that only a portion of resources to the social sector is
actually directed towards BSS™ which would qualify for the WSSD 20/20 Initiative. As mentioned in
the previous review, Japan’s allocation in the social sector tends to be directed to the tertiary levels
such as universities, research ingtitutions, urban water systems, hospitals, and so on. Sustainable
development would be impossible without access for the poor to adequate services for health,
education, water, and sanitation. MOFA could revisit its position regarding Japan’s commitment to the
Copenhagen 20/20 Initiative and consider having a more balanced portfolio in Japan’s aid programme.
In particular, Japan has had strong national basic education and health care systems which would seem
to giveit an incentive for being engaged more in the software aspects of these areas.

Multilateral aid

Although there are some references to priorities in the ODA charter, Japan is yet to develop an
official and comprehensive policy on multilateral aid. Nevertheless, as a leading contributor to
international organisations, Japan is endeavouring to take greater initiative and to influence the
management of these organisations in the direction of its basic policies, especially in the enhancement
of their effectiveness and strengthening of their financial integrity. Japan also pursues collaboration
and co-operation with organisations in areas where they are especially experienced and have
comparative advantages, such as assisting countries that are difficult for Japan to reach. MOFA states
that the budget allocation to multilateral organisations is decided under the following criteria, although
not exclusively: efficient management; role and visbility; reflection of Japanese policies in the
strategy; effort to increase Japanese staff;'’ and effective utilisation of Japanese contributions.

Japan is the second largest donor of multilateral aid and contributed USD 2.7 billion to various
organisations in 2002. At the same time, its proportion of multilateral aid in tota gross ODA has
generally been lower than Total DAC average. In fact, Japan's proportion was ranked the lowest
among the DAC member countriesin 2001 at 19% when the DAC’ s unweighted average was 34%.

16. Page 228 in the 2002 ODA Annua Report (in Japanese), which states that Japan has achieved the
20/20 Initiative from 1993 to 1998, may be inconsistent with the data it submitted to the DAC.
17. Japan is one of the most under-represented countries in international organisations compared to its

funding levels.
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Among the UN agencies, Japan provides relatively high levels of support to agencies such as the
World Intellectual Property Organization (WIPO), the United Nations Development Programme
(UNDP), the United Nations High Commission for Refugees (UNHCR), the United Nations
Children’s Fund (UNICEF), the World Food Programme (WFP), and the World Health Organization
(WHO). In 2001, Japan was the largest contributor to the United Nations Educational, Scientific and
Cultura Organization (UNESCO), the United Nations (UN) University, WIPO and the United Nations
Industrial Development Organisation (UNIDO). The head of UNESCO is a Japanese national and the
UN University is situated in Tokyo. WIPO is an important organisation for Japan as it gives assistance
to developing countries in respecting intellectual property, which is vital for the Japanese commercial
sector. UNIDO is also a key organisation for Japan since it promotes industrial and private sector
devel opment, technology transfer and FDI.

Concerning the International Financial Institutions (IFIs), Japan sees that these institutions have
advantages in donor co-ordination and policy advice based on their wealth of experience, technical
knowledge, and political neutrality. Japan tries to actively contribute to their activities, utilise their
policy dialogue and aid co-ordination functionsin its bilateral programme, and also have Japan’s ODA
policies and development philosophy reflected in their activities. Some examples of collaboration
include support to the Asian financial crisis, Afghanistan reconstruction, and the report on the East
Asian Miracle. As for the regional banks, Japan has clear preference for the ADB, but also contributes
to the African Development Bank and the Inter-American Development Bank (the share of Japan's
contribution is as follows : ADB 15.8%; EBRD 8.5%; AFDB 5.5%; and IADB 5.0%).

Domestic co-ordination on multilateral aid issues is improving. The MOF, which is the lead
ministry for the IFIs, co-ordinates with MOFA on positions to take at the board meetings. MOF also
meets with NGOs regularly to discuss, for example, Japan’'s positions on policies and projects of the
IFIs and other macro-economic issues. In the Executive Board of IFIs, MOFA and JBIC staff are
being seconded to provide technical support to assist the executive director sent from MOF. As for
co-ordination with other DAC members in multilateral aid, there seems to be some scope for
enhancement, as Japan has had a tendency to remain independent. Japan could try to join forces with
other like-minded members, and help further shape discussions on issues such as on economic growth,
infrastructure devel opment, and the promotion of the private sector.

Future considerations

» Japan should make every effort to increase ODA levels as economic conditions improve,
building broad-based public support to facilitate this.

» Lessons learned from the provision of loans to indebted poor countries that resulted in large
debt relief should be factored into future lending policies.

»  The development of a clearer policy on how Japan intends to focus on poor countries and
poor populations within countries should be considered.

» Japan should revisit its definition and practice of support for Basic Social Services, which

includes only basic health and education and poverty-focused water systems, as opposed to
tertiary and urban level support which Japan is predominantly supporting in the social sector.
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CHAPTER 3

SECTOR PRIORITIESAND POVERTY REDUCTION

Sector priorities

The overreaching framework of Japanese sector priorities is the ODA Charter, from which a
hierarchy of strategies cascade down through the Medium Term Policy, country programming, sector-
specific initiatives and to detailed project design (see Chapter 5). The Charter shapes the new vision of
Japanese sector prioritiesinto the following issue areas:

»  Poverty reduction (education, health, water and sanitation, agriculture).
e Sustainable growth (infrastructure, trade and investment).

» Global issues (environment, infectious diseases, population, food, energy, natural disaster,
terrorism, drugs, organised crime).

»  Peace-building (conflict prevention, emergency assistance).

In contrast, the current statement of Medium Term Policy on ODA (1999-2004) established a
priority for sectors under seven broad themes, ranging from poverty alleviation to debt relief. In recent
years, Japan has aso attempted to use its ODA to flexibly address emerging global challenges and
Japanese domestic perspectives, usually multi-sector in nature. They include the Koizumi Initiative on
Sustainable Development, the Consolidation of Peace Initiative, Human Security (see Box 3), the
Okinawa Initiative on Infectious Diseases, the Environment Conservation Initiative for Sustainable
Development, the Initiative for Japan's ODA on Water, and Japan's Comprehensive Co-operation
Package to Address the International Digital Divide. This multiplicity of sector themes and initiatives
sponsored by Tokyo leadership also has had the side effect of further dispersing the operational focus
of Japanese ODA agencies.
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Box 3. Two major initiatives

Human Security: Human security is a concept that calls for the removal of various threats to human
survival, livelihood, and dignity so that individuals can lead free and creative lives. Japan has promoted human
security as a key issue in development co-operation since 1998, particularly emphasising areas such as
poverty, health, refugees, environment or peace building. Japan played a lead role in establishing the
Commission on Human Security in 2001. It also initiated a Trust Fund for Human Security to carry out UN
agency projects in this area and contributed USD 170 million to it. Strategically, the “human security” concept
covers many interconnected sectors and themes that overlap substantially with existing Japanese priorities.
The Japanese Government has yet to elaborate a plan for mainstreaming the concept within its own bilateral
ODA.

Peace Initiative: In May 2002, the Prime Minister announced Japan’s intention to “strengthen co-
operation for the consolidation of peace and nation-building in countries suffering from conflicts”. Since then,
this policy has become a new pillar of development co-operation and one which has already resulted in support
for security, humanitarian and rehabilitation assistance in East Timor, Afghanistan, Sri Lanka, Aceh (Indonesia),
Mindanao (Philippines), and Iraq. As an example of Japan’s commitment to the Peace Initiative, USD 450
million was allocated for Afghanistan after the International Conference on Reconstruction Assistance to
Afghanistan in 2002 in Tokyo. The Afghanistan funds focus on infrastructure, but also support activities in
disarmament, reintegration of ex-combatants, education, health, water, resettlement and gender. Japanese
NGOs were provided some USD 4 million by the Japanese Government to implement emergency humanitarian
activities. Japan also hosted the Donors' Conference on Reconstruction and Development of Sri Lanka. In July
2003, the Japanese Diet passed a bill to dispatch the Japanese Defence Force to help rebuild Iraq through
humanitarian and reconstruction assistance. The bill had met large opposition domestically, and from Japan’s
former Asian colonies which feared the gradual re-militarisation of the nation.

As mentioned in Chapter 1, the Diet has become increasingly vocal in calling for a prioritised
rethinking of Japanese ODA. Although the new Charter gives more strategic direction for the future
shaping of Japanese ODA than did the 1992 version, to be effective, a more sharply defined and
consistent sector prioritisation would be required through the Medium Term Policy, country strategy,
sector and project level design. To move in these new directions, Japan would aso need to re-examine
the priority use of its ODA budget which is currently heavily oriented to economic infrastructure and
other interventions that may not appropriately reflect the new spirit of the Charter priorities (see
Chapters 1 and 2).

In practice, Japan has treated topics such as poverty reduction, gender, environment, and
HIV/AIDS as specific sectors rather than cross-cutting issues. JICA is the exception and has
developed some operational guidelines for dealing with the topics as cross-cutting issues within its
own agency, such as poverty reduction (see Box 4). JBIC has treated them more as sectors.”® MOFA,
which administers grants, is still at the stage of studying possible options (specia units and guidelines)
for its involvement. In other words, Japan has yet to develop government-wide and monitoring
systems in order to mainstream these cross-cutting issues - particularly poverty reduction - throughout

18. JBIC’'s main priority area (by the amount of funding) is infrastructure for economic growth, but other
areas include poverty reduction, environment, global issues, human resources development,
information technology, and provincial development. JBIC defines projects that target poverty
reduction directly when @) the proportion of poor in the project target group is larger than the national
proportion of the poor, or b) if more than half the target group is poor. In 2002, 13% of projects (in
volume commitments) fell into this category. JBIC has recently issued a Handbook on Socia
Dimensions to address topics such as poverty reduction, health, social environment, gender, and so on,
but the adherence to the guidelines is not mandatory. How to mainstream these issues throughout its
ODA loan programme beyond just issuing a handbook would need to be elaborated. It has been
announced very recently that the JBIC guidelines will take a proactive stance on the socialy
vulnerable, including the poorest, women and minorities.
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the entire aid system. At a general level, Japan could better address these cross-cutting issues through
a new system of inter-ministry co-ordination, described in Chapter 5. For this, MOFA, as the ODA
ingtitutional co-ordinator, has the main responsibility to ensure disciplined collaboration among all
ODA actors.

Box 4. JICA: Guideline for Poverty Reduction

In accordance with the global movement towards a greater poverty reduction orientation, JICA has begun to
place more emphasis on direct poverty reduction efforts. Based on the DAC’s Poverty Reduction Guidelines, the
Agency developed a guideline for poverty reduction in 2002 (previously there was a manual) which elaborates its
basic approach. It includes facts and a definition of poverty, principles for poverty reduction, strategy, as well as
steps to initiate and points to heed in implementing poverty reduction projects.

The guideline explains the multi-dimensionality of poverty following the recent international discussions. It
divides the types of intervention into three categories: poverty reduction through direct aid to the poor (micro level),
poverty reduction through aid to each region (meso level) and poverty reduction through engagement in specific
policies (macro level). It also mentions the importance of supporting not only economic infrastructure, but also
education, health care and political and social stability. The guideline clearly mentions that JICA will be actively
involved in the process of developing Poverty Reduction Strategy Papers (PRSPs) and will be consistent with the
strategy. It also states the importance of ensuring the reduction of income gaps. The guideline also gives detailed
approaches and methods for poverty reduction in the field according to the project cycle and key issues in dealing
with poverty in rural and urban areas, respectively, as well as HIV, gender and the environment.

Aside from poverty reduction, of particular importance is the cross-cutting issue of HIV/AIDS.
While Japan has made major commitments to the Global Issues Initiative on Population and AIDS
(USD 3 billion in seven years) and the Okinawa Initiative on Infectious Diseases (USD 3 hillion in
five years), it is still treating it as a discrete development challenge of funding related to the health
sector, such as research, provision of egquipment, counselling, and educational material devel opment.
In other words, Japan is yet to see HIV/AIDS as a cross-cutting development challenge that needs to
be addressed systematically in many other areas such as agriculture, rural development, education,
public administration, tourism, business development, and so on. In particular, with significant
activities in road construction and transportation development, it is crucial for Japan to analyse the
situation and estimate the impact of HIV/AIDS at early project design stages and ensure incorporation
of measures to mitigate the spread. JBIC has assisted in developing guidelines to mitigate HIV/AIDS
risks in a bridge construction project in Vietnam - these types of measures should be systematically
considered in all appropriate projects. Japan is strongly encouraged to establish a mechanism for
effectively ensuring a government-wide approach to mainstream the cross-cutting issue of HIV/AIDS.

Japan’s approach to poverty reduction

At the High Level Meeting in 2001, the DAC members, including Japan, resolved “to ensure
centrality of sustainable poverty reduction in development co-operation, particularly at country level”.
Japan was one of the promoters of the Shaping the 21st Century Strategy and is also officially
committed to the MDGs. At the same time, poverty reduction has yet to be treated as a central
objective in the Japanese aid programme, and while the MDGs are sometimes referred to, thereislittle
correlation with projects and programmes. In the previous Charter, although poverty was referred to as
a chalenge in developing countries, poverty reduction was neither a clear objective nor a priority. In
the new Charter, however, poverty reduction is now included as one of four priorities.

Some MOFA officials state that poverty reduction and MDGs are not the only concerns in
devel opment co-operation. Hence MOFA could clarify what else is important for developing countries
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(in peaceful situations) as well as what it means for Japan to be “committed” to poverty reduction and
achieving MDGs. It could also give a definition of development — how to measure it — and clarify how
it could be sustainable if alarge segment of poor, unhealthy, and uneducated people till exist. MOFA
also mentions that countries need to “graduate”’, but could elaborate on what this implies, especially
since Japan still provides significant amounts of Official Aid to ODA graduated countries and
territories such as Brunei, Hong Kong, Macao, and Singapore, in particular to Korea, which amounted
to USD 206 million in 2000-02.

MOFA has been emphasising “economic growth” or “development” more than poverty reduction.
Japanese officials often say that they are proud of having contributed to the growth of Asia, but rarely
mention whether they have contributed to its poverty reduction. The DAC Guideines on Poverty
Reduction state that economic growth is important but that “it is not enough” and that “pro-poor
growth” and “the quality of growth — its sustainability, composition and distribution — is equally
important”. This implies that economic growth is a necessary but not a sufficient condition and that
supplementary measures and prerequisites are needed in order to realigtically achieve the objective of
poverty reduction. As some MOFA officials and particularly JBIC and JICA staff are beginning to
refer to “pro-poor economic growth”, the concept could be clearly defined and mainstreamed. As
Japan holds the Vice Chairmanship of the DAC’'s POV NET, it could also actively pursue this concept
with other DAC members.

The DAC and partner countries are progressively recognising the importance of economic growth
in poverty reduction and therefore Japan’s advocacy is a mgjor contribution to the global debate. For
example, both the Tanzanian and Vietnamese governments acknowledged the necessity of economic
growth, which isreflected in their poverty reduction strategies. MOFA could substantially advance the
discussion in development co-operation by focusing and linking growth clearly with poverty
reduction, elaborating definitions, concepts, strategies on pro-poor growth, carrying out more
empirical analysis, disseminating lessons learned from its extensive experience in Asia, and
articulating what works and what does not. In particular, there are a growing number of studies and
discussions among the Japanese implementing agencies, academia, and research ingtitutions that
MOFA could tap into as sources of information. As Japan aspires to take a more active role in the
international aid community and in “strengthening Japan's standing in the international arena’ —
mentioned in the new Charter — it could increase its influence by taking more intellectual leadership.
The following are some topics that may be useful for Japan to examine in order to pursue the
discussion on poverty reduction and economic growth.

Applicability of Japan’s development model

As mentioned in the last Peer Review, MOFA’s devel opment philosophy is based on Japan’s own
experience after World War 11. It generally states that the nation developed itself rapidly by building
infrastructure after borrowing loans from the World Bank and diligently repaying them. It therefore
applies a similar principle in its aid programme, particularly to Asian countries, by supporting
infrastructure development through mostly ODA loans and promoting FDI.** However, not many
Asian countries today have similar conditions as Japan did after the war.”® As one indication, Japan's

19. Frequently stated in Japan’s ODA annual reports.

20. In post-World War Il, Japan had aready had a relatively well educated population, strong
administrative and governance structures and systems, as well as a burgeoning domestic private
sector. In particular, the Japanese bureaucracy had enough capacity to clearly determine what it
needed in order to reconstruct the nation. Furthermore, under the US occupation, Japan also carried
out an agricultural land reform which gave small farmers land ownership and direct means to reduce
poverty.
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post-war debt service ratio to exports did not exceed 4% while some of Japan’s top loan recipients
have ratios up to 27%, as mentioned in Chapter 2. Japan itself was aso never dependent on FDI as it
had its own capital and other domestic resources. In applying Japan's post-war nation building
experience, clearer criteria regarding what pre-conditions must exist in the recipient countries, and
what approaches are required when they do not, would seem desirable.

The Japanese government’s request-based principle for project proposals — they are initiated by
the recipient countries instead of being imposed by Japan — is commendable for respecting the
sovereignty and ownership of the recipients. As explained in the last Review, this is also partidly
based on Japan's experience in nation building. The drawback is that good governance is a major
bottleneck in many developing countries. Many observers have commented that project proposals
generated from individual ministries of recipient countries are frequently influenced by Japanese
trading companies, manufacturers, technical co-operation advisors or politicians who operate under
objectives which may not necessarily coincide with national priorities of recipient countries and could
possibly lead to stand-alone projects with limited prospects for sustainability. While further efforts are
required, Japan holds policy consultations with partner countries which the new Charter aims to
strengthen, in order to promote local ownership and partnership and prevent such situations.

In the last Review, it was mentioned that Japan was reconsidering this request-base principle. The
new Charter confirms this and states that it will be essential for Japan to engage “actively in policy
consultation before requests are made by developing countries’” and that it will set out its assistance
policies through dialogue. The Charter recommends that Japan support efforts to improve policies and
systems, “including the ability to formulate and implement assistance projects’ and to “take into
consideration whether such efforts by developing countries are sufficient in the implementation”.
While this pro-active approach could potentially lead to better project selection for poverty reduction,
MOFA could clarify how it plans to balance respect for ownership, nationa interest, and the objective
of poverty reduction.

Japan’s comparative advantage in infrastructure - FDI model

Domestically, Japan has by far the highest per capita investment on general construction among
the industrialised nations.® This appears to have influenced attitudes with respect to the role of
infrastructure in development and the share of Japanese ODA going to support infrastructure. Also, as
a major donor by volume, Japan has the financial scope to support infrastructure investment in a
meaningful way. Given the high proportion of bilateral allocable ODA going for this purpose (37%),
the question regarding Japan’s comparative advantage in promoting infrastructure in developing
countries is of mgjor significance. The ultimate success of infrastructure development in developing
countries is not only dependent on the hardware and engineering finesse but also on the software and
financial aspects, including cost recovery, availability of recurrent and maintenance financing, pro-
poor user charges, as well as adherence to socia and environmental standards such as appropriateness
of resettlements, environmenta impact, and capacity building. How Japan incorporates these factors
into its work in the infrastructure domain is important in assessing effectiveness and as a source of
lessons and good practice for other donors, especially since there is renewed recognition of the role of
infrastructure in development.

Due to their visibility, large infrastructure projects inherently carry high risks of being criticised
when problems occur - the Japanese government is currently being sued by residents of Kotapanjung
region in Indonesia regarding an ODA loan financed hydroel ectric power project. However, JBIC has

21. In 1998, Japan's per capita investment was USD 4 975, while Germany’s was USD 3 838, and the
US'swasUSD 2 411.
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recently developed a guideline for environmental and socia issues, which is considered one of the
strictest guidelines among DAC members. This guiddine is also applied to the export credit arm of
JBIC, which is a good example of policy coherence (see Chapter 4). Regarding FDI, Japan’s corporate
management principles such as just-in-time delivery has also been adopted as a model in many South-
east Asian companies. The guideline approach could be taken further; for example, MOFA could
become more explicit on how ethical practices are applied to the private sector, such as attention to
child labour, indigenous populations, gender equality, safety and health standards, and anti-corruption.
MOFA could elaborate on where Japan is setting a leading example and has a comparative advantage,
incorporating these issues, in promoting the infrastructure-FDI model (see Chapter 4).

Recurrent costs, opportunity costs, and debt sustainability

Whether economic infrastructure is provided by grants or concessiona loans, there is
nevertheless a cost associated for partner countries. The recipient country must generate recurrent and
maintenance financing as well as human resources to manage the system. Poor countries often have
difficulty in meeting these requirements. In Vietnam JBIC, together with the World Bank and ADB, is
now supporting the establishment of mechanisms for maintenance capacity and corresponding
budgets. Since resources are fungible, these partner country requirements for infrastructure also have a
high opportunity cost with respect to spending for other important areas. Therefore, the expected
economic, fiscal, and socia returns from infrastructure development must be sufficiently high in order
for them to be justified.?? When large-scale loans are provided — including for infrastructure —
thorough analysis on debt sustainability is required (see Chapter 2). Close co-operation with the
Bretton Woods Ingtitutions is aready carried out by JBIC staff, but MOFA could aso build more
capacity in economic analysis. As Japan is currently faced with carrying out massive debt relief to
many countries including HIPCs, MOFA could elaborate on the lessons learned from its past loan
programme which resulted in debt relief as well as plans to prevent creating heavy debt burdens and
shortage of recurrent/maintenance financing of poor countriesin the future.

Lessons learned from infrastructure development, economic growth and the Asian crisis

Assistance to induce growth through infrastructure development has been a key activity among
DAC members since the 1960s. Thisisin line with repeated Japanese statements about the central role
of economic growth for poverty reduction, however, genera economic growth does not necessarily
lead to effective poverty reduction. In this regard, MOFA could explain step by step how the large
JBIC loans to support, for example, the subway (USD 1.6 billion) and airport (USD 277 million) in
Bangkok, railway electrification in Indonesia (USD 338 million), and highway rehabilitation in
western Turkey (USD 243 million) could effectively contribute to poverty reduction and reaching the
global MDGs. In the meantime, JBIC has recently attempted to measure impact of its infrastructure
project on poverty reduction (see Box 5). It has aso initiated a joint study with ADB and the World
Bank regarding, inter alia, the importance of infrastructure development in economic growth and
poverty reduction. Japan is in addition, playing a leading role in the DAC’s new work programme on
economic growth and poverty reduction, in particular the infrastructure component of this work.

While economic growth in Asia has been remarkable, Japanese leadership could reflect on the
guestion of how to direct future programmes to address poverty reduction. Rapid economic growth has
raised additional challenges, particularly prominent in many Asian capitals which currently face
enormous challenges in mega urbanisation, pollution, traffic jams, sum sprawls, and other
environmental and health degradation. Japan has provided assistance to redress some of these

22. JBIC is introducing an ex-ante evaluation method for expected returns from ODA loans projects,
which is accessible to the public.
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emerging problems through urban environment and transportation projects, but it would also be useful
to analyse whether these actions address the root causes of poverty. The 1992 Charter directed that
“consideration will be given to redressing the gap between the rich and the poor and the gap among
various regions in devel oping countries’. Some Japanese academics” encouraged Japan to take greater
account of these disparities in the provision of its aid. * The new Charter repeats the “assurance of
fairness’ as an important aspect of current Japanese development co-operation. Japan now faces the
challenge of documenting lessons learned in this area. Japan is helping lead a project, together with the
OECD Secretariat, to evaluate policy coherence issues in the East Asiaregion. This project will throw
light on lessons learned regarding the successes and failures of economic growth, the determinants of
growth, the role of aid and a deeper analysis of what underlay the Asian crisis and what can be done to
minimise future risks, as well as to address more directly pro-poor growth needs and issues such as
environmental sustainability. The risk of FDI dependency, as opposed to aid dependency, could also
be explored in light of the volatile global FDI climate.

Box 5. JBIC’s Impact Assessment of Transport Infrastructure Projects in Vietnam

While carrying out impact assessment of projects is extremely difficult, JBIC has tried a unique ex-post external
evaluation that attempted to measure the impact of two transport infrastructure projects in Vietnam, which included
effects on poverty reduction. The projects were: a) Rehabilitation of the national highway between Hanoi and
Hai Phong (1994-2002, total cost USD 175 million) and b) Rehabilitation of Hai Phong Port (1994-2000 : Phase |
completed, total cost USD 33 million) The assessment basically included a longitudinal and cross-sectional comparison
such as the volume of cargo compared to 10 years ago, growth rate of gross regional product compared to non-project
regions, increase in FDI, employment creation and so on. As for impact on poverty reduction, rates of reduction of poor
households were compared between 1998 and 2000 based on the Viethnamese government statistics which showed
that there were reductions along the highway, particularly in the province that included Hanoi. A household survey was
also conducted that showed average per capita increases by communes and diversification of income sources. In
addition, the evaluation analysed concurring interventions by the Viethamese government that contributed to project
outcomes, such as revision of the Foreign Investment Law, Doi Moi in agricultural policy, and expansion of agricultural
extension and service credits.

JBIC sees the challenges of attribution and of evaluation design as significant, but nevertheless sees this as a
valuable experience and example that is worth building upon, especially with an enhanced focus on the impact on
poverty reduction.

Alternative model of economic growth through agricultural development

One of the key features of the MDGs is that each target has a timeline. This requires donors and
partner countries to take necessary actions that would reach the goal most expeditiously and
sustainably, for example, in halving poverty. While MOFA has been promoting the infrastructure-FDI
model, particularly in Asia, it is somewhat reticent on the issue of growth through enhanced
agriculture, though the majority of the poor in developing countries are rural farmers, even in Asia
Japan's MAFF is involved in project selection to identify suitable projects, but also to ensure that the
activities will not be in conflict with the domestic agricultural industry. Even in Africa, where Japan’s
approach, stated in TICAD’s Tokyo Action Plan, is to promote economic growth through agricultural
development, the actua proportion of bilateral ODA allocated to the sector is still smaller than
economic infrastructure, though the assistance to the agricultural sector is the highest percentage
among DAC members.

23. Hiroshi Nemoto, Journal of JBIC Institute #16, June 2003.

24, Between 1996 and 2002, among Laos, Thailand, Cambodia, Singapore, Indonesia, Vietnam,
Philippines, and Malaysia, GDP growth has fallen in al countries except Cambodia and GDP per
capitahasfallenin all countries except Vietham. Source: World Bank, IMF and ADB.
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On the other hand, Japan is taking key actions in agriculture, and the assistance provided to the
sector is the highest among DAC members. For example in Tanzania, JCA has carried out extensive
capacity building inirrigated paddy farming, and in West Africa, it has promoted the development of a
new type of NERICA (New Rice of Africa) rice that is suitable to the conditions of the region. JBIC
also states that agriculture is the engine of growth and provides substantial support to the sector.
Furthermore, Japan has opened up and expanded its market access for LDC products, including
436 items from agriculture, forestry and fisheries, which could potentially benefit many African
countries. If MOFA is to promote the concept of pro-poor economic growth, it could aso explore
more possibilities in agriculture, including addressing the issue of policy coherence (see Chapter 4) as
an effective means to support poverty reduction.

Future considerations

e Japan should devel op a government-wide approach to mainstream cross-cutting issues, rather
than treating them as separate sectors, particularly concerning poverty reduction as part of
achieving the Millennium Development Goals.

e Japan should ensure the centraity of poverty reduction in its programmes and increase its
influence in the global community by elaborating strategies on economic growth and poverty
reduction, carrying out more empirica analysis, disseminating lessons learned, and
articulating clearly what works and what does not.
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CHAPTER 4

POLICY COHERENCE

The need to promote policy coherencefor development

DAC documents emphasize that there are many areas where policies of industrialised countries
can complement or frustrate development efforts® and the concept of coherence across a spectrum of
policy areas has gathered increasing support at high level OECD discussions.®® At the 2002 Ministerial
Council Meeting, OECD Ministers recognized the need to bring greater coherence across a wide range
of policies that impact on developing countries. These policies include trade, investment, agriculture,
health, education, environment, fisheries, and security. Among these, the Doha Development Agenda
for negotiations at the WTO makes agricultural and trade policy issues the most urgent, but the failure
of talks a Cancun to resolve the conflict of interests between developed and developing countries
show the challenges involved. The task is to identify and implement approaches that promote the
mutual reinforcement of these policies to have a positive impact on development. At the same time,
OECD member governments recognize that approaches are necessarily different; “ one size does not fit
al”.

Examples of policy coherencefor development in Japan’s policies
Foreign direct investment

OECD considers FDI a mgjor catalyst to development and suggests that developed countries can
contribute to the promotion of these benefits by using ODA to leverage investments. It also advocates
policy coherence for development more generally, for instance by facilitating developing countries
access to markets and promoting the OECD Guidelines on Multinational Enterprises.”” Japan has
promoted FDI in the Asian region, developing its own model for enhancing economic growth by
linking trade and investment policies with development co-operation. At the heart of this model is
Japan’'s belief in economic growth as the main driver of development. Other principles of its
indigenous model, drawing inspiration from Japanese industria practice, emphasize long-term
partnership relations, regional clusters of suppliers, research and quality improvements, self-help and
mutual benefit.

While the driving force behind FDI is Japan’s private sector, the government of Japan has played
an important facilitating role in the expansion of FDI, using both ODA and non-ODA funding. Severa
government ingtitutions are involved in promoting FDI, under the overall charge of METI. For
example, the Japan External Trade Organization (JETRO) promotes trade and economic co-operation
between Japan and other countries. Specific activities with devel oping countries include the promotion
of industrialisation in selected countries, especialy Asia, to assist the development of the “supporting

25. Shaping the 21% Century (OECD/DAC, 1996) p. 18.
26. The DAC Guidelines: Poverty Reduction (2001).
27. Foreign Direct Investment for Development: Maximising Benefits, Minimising Costs (OECD, 2002).

36 © OECD 2004



Peer Review of Japan

industries” that supply parts and components; exhibitions to help local suppliers find Japanese
companies looking for sources; and human resource development. NEXI manages the Japanese trade
and investment insurance, which insures both ODA and non-ODA investments, to reduce risks to
Japanese firms involved in overseas transactions, and to deal with their diverse global finance needs.

The Japanese government considers that this outward FDI has benefits to the developing
countries in the Asian region because of the impact on regional economic growth. OECD and Japanese
studies show that this positive impact is achieved through the lifting of financial constraints leading to
employment; enhanced access to Japanese and other markets resulting from intra-company trade;
direct impacts on domestic and regional competition and enterprise development; and spillovers of
technology and competences to the host economy. Japanese observers also point to the “ graduation” of
partner countries up the value chain.®

The concept of mutual benefit has been central to the success of Japanese trade and investment
policy in East Asia for some years. The importance of mutual benefits was reiterated in 1998 when,
despite a policy to reduce ODA, Japan approved an emergency aid package for countries affected by
the financia crisis - recognition that Japan’s economy is intertwined with the regional economy of
East Asia. The package included special tied ODA Y en loans partially to encourage Japanese outward
FDI in the region (see Chapter 2). Following this package, outward FDI recovered to Asia athough
the linkage was indirect. There isasignificant risk, however, that the concept of mutual benefit will be
eroded if the new ODA Charter leads to a narrow view of “national interest”.

East Asian countries are key trading partners for Japan yet, currently, simple average tariffs are
high (China 10%, Malaysia 15%, Korea 16%, Philippines and Thailand 26%, and Indonesia 38%).
The Japanese government is pursuing bilateral and regional Free Trade Agreements (FTA), with the
support of the private sector. Japan’s priority is to move towards a Comprehensive Economic
Partnership in the ASEAN region. These agreements deal with the overall trade policy context, and are
expected to be mutually beneficial to Japan and its partners. The Japanese government considers that
the advantages from increased competition from FTA are expected to outweigh negative impacts on
domestic industries, which can be mitigated by economic reforms. It is interesting to note the contrast
with the case of China- while the concept of mutual benefit is apparent in relation to ASEAN
countries, Japan is challenged by the growth of China.

Some international observers have questioned the mutual compatibility of regional economic
co-operation agreements and WTO disciplines, but Japan argues that it is aware of the necessity for
WTO consistency. Japan has also been broadly supportive of the WTO agreements and negotiations,
and would like to lower tariffs further on non-agricultural products in a multilateral deal. Along with
other countries, Japan promoted these ideas at the Cancin meeting. The failure of these multilateral
talks is too recent for a full appreciation to be considered. Japan could explain whether it will now
more strongly pursue its bilateral regional economic co-operation agreements and FTA.

In recent years, severa UN conferences (Millennium Summit, Doha, Monterrey, and
Johannesburg) have called on countries to give importance to trade in promoting development. In this
regard, developed countries have been criticised for not providing enough technical assistance to help
developing countries to cope with the regulatory and institutional challenges they face when

28. See JBIC Institute (2002) “Foreign Direct Investment and Development: Where do we stand?’;
(Research Paper 15); A. Kuchiki (2003) “Changing Industrialization Policy of East Asia under
Globalization”, Nagoya University Discussion Paper No. 113; M. Kagami and M. Tsuji (2003),
“Industrial Agglomeration: Facts and Lessons for Developing Countries’. Institute of Developing
Economies, JETRO, and Kenichi Ohno (2002) “Development with Alternative Strategic Options”.
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integrating into the multilateral trading system. In particular, the Doha Development Agenda was
based on this adverse perception, and the setback at Cancin has reinforced it. In 2002, Japan provided
USD 16 million for trade-related technical assistance and capacity building (TRTA/CB), which
focused on trade policy and regulations. The aim was to assist developing countries to adapt to the
new issues in the Doha agenda (such as investment, competition, trade facilitation, transparency in
government procurement, and trade mainstreaming in PRSPs). This made Japan the third largest DAC
member to contribute in volume terms on thisissue®® Of this amount, Japan’s contributions to LDCs
on trade policy and regulations (Doha) amounted to USD 400 000. Japan also contributed USD 1 500
000 to the Doha Development Agenda Globa Trust Fund, and a contribution of USD 500 000 to an
Integrated Framework for LDCs.

According to MOFA, severa developing countries have faced difficulties in meeting their
obligations under WTO Agreements.® In this context, Japan launched its “ Strategic Plan” for capacity
building to help some APEC countries (e.g. Indonesia, Malaysia, Philippines and Thailand) implement
WTO agreements and gain benefits from the multilateral trading system. For instance, Thailand faces
significant constraints in developing its legal system to facilitate the private sector. Japan provides
support for trade-related technical assistance and capacity building by JICA and other bodies, covering
4 500 peoplein the five-year period from FY 2000. This will supplement the work that JETRO doesin
training for developing countries. At the same time, METI is encouraged, through JETRO, first to
increase support for mainstreaming trade into developing countries' development policies and poverty
reduction strategies, and secondly, to supplement this capacity building with further work to address
developing countries’ supply side constraints, such as helping to raise product standards.

Japan has carried out studies of the East Asian experience and has indicated in various
international meetings that the experience may have lessons for other regions, while recognising the
challenges of applying this FDI model to other parts of the world. MOFA is encouraged, with JBIC,
MOF and METI, to undertake an analytical review of the lessons learned from Japan’s experience in
this area and to work with other DAC members to reflect on this experience to apply elsewhere. Such
areview might consider, inter alia, the risk to countries of FDI dependency.

Studies of FDI impact should also consider environmental and social effects, which are not
generally addressed by regional economic co-operation agreements (though Japan-Singapore may be
an exception). ** Some Japanese NGOs have claimed that forestry investments had resulted in negative
effects but Japan has taken steps to address these issues (see Box 6). JBIC research considered
whether there might be adverse environmenta and social dimensions of FDI and examined if OECD-
based firms move production to countries where there are lower environmental standards or where
there is weak protection of core labour standards. Although JBIC concludes that there is no empirical
evidence for this argument, it has recently developed guidelines for “Confirmation of Environmental
and Social Considerations’. It expects these to be applied to borrowers when recipient countries apply
for ODA loans or where companies seek export credits, thus encouraging coherence between the two
forms of support. At the same time, the borrower and related parties should supply the necessary
information for JBIC to monitor the application of the guidelines. JBIC has established objection

29. TRTA/CB aso includes work on trade development, for which Japan provided USD 35 million. This
made Japan the sixth bilateral donor in volume terms for this category of technical assistance. Japan's
contribution to LDCs for trade development (technical assistance/capacity building) was

USD 2 million.
30. See http://www.mofa.go.j p/policy/economy/summit/2002/policy-f.html.
31. This issue was discussed at a presentation in September 2003 at the OECD by Shujiro Urata, “New

Partnership Agreements and Development Strategy in East Asia.”
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procedures for outsiders and an Office of Examiners. When necessary JBIC also conducts its own
investigations. Although problems in projects can affect future applications for loans and export
credits, thereis aneed for amore rigorous monitoring system.

Box 6. Enhancing Environmental Controls on Japan's Forestry Investments

Japan is the world’s largest importer of wood, pulp and paper products. In 1999, its total tropical timber
imports — logs, sawn wood, plywood etc. (calculated in terms of roundwood equivalents) - accounted for 25% of
world trade. Malaysia and Indonesia are the source of more than 80% of Japan’s tropical timber.

In the past, many complaints were lodged against Japanese timber and trading corporations, but also
against JBIC and JICA for providing ODA for the development of plantations and pulp mills in Malaysia,
Indonesia and elsewhere. Japan Tropical Forest Action Network (JATAN), Greenpeace Japan, and Friends of
the Earth Japan have claimed links with deforestation, illegal logging, environmental pollution and loss of local
livelihoods in these countries. JATAN has also traced how Japan shifted its timber sources since the 1950s every
time forest resources became depleted or action had been taken to curb logging.

In 2002, the Japanese Government stated its support for certification for wood producing countries through
ITTO. Various importers, traders and users of tropical wood have also expressed their interest in forest-friendly
certification. For example, the Mitsubishi group (and other large companies) have signed up to the Forest
Stewardship Council’s certification scheme, which audits forest management practices and certifies “well
managed” forest areas. In June 2003, the Japanese Government signed the Joint Announcement on the
Co-operation in Combating lllegal Logging and Trade in illegally logged timber and wood products with the
Government of Indonesia. Japan has also promoted international efforts to tackle the problem of illegal logging,
such as at the G8 Summit at Evian.

Governance is another area of concern in FDI for all OECD members. Japan has signed the
Convention on Combating Bribery of Foreign Public Officialsin International Business Transactions,
which requires countries to establish the crimina offence of bribing foreign public officials and to
have in place reliable means for detecting the offence and adequate sanctions and enforcement. At the
same time, MOFA and METI do not have guidelines on governance issues in export credit operations
which appears to be an area for self-regulation by the private sector.®” In this respect, the Japan
Business Federation (Keidanren) has a Charter on Corporate Behaviour, which stresses attention on
environmental, social and governance issues. The private sector is concerned by such issues because
they can affect the reputation of Japanese companies, with implications for future activities.
Governance is often addressed in regional economic co-operation agreements, but thisis usually in the
context of the partner country’ s governance.

For al these environmental and social concerns and governance issues, OECD recommends the
Guidelines for Multinational Enterprises, which represent standards for responsible corporate conduct.
Therefore, Japan is encouraged to consider these issues in its regional economic co-operation
agreements. In particular, the DAC encourages Japan to establish a convincing system for monitoring
compliance with such a code of conduct, covering social, environmental and governance issues during
the project identification and implementation phases. The system should be developed with the
collaboration of implementing agencies and Japanese companies, and make clear the framework of
sanctions to be applied in the case of non-compliance.

32. For ensuring good governance under ODA loans, JBIC has “Implementation Rules for Sanctions
Against a Party Engaged in Corrupt or Fraudulent Practices under a Contract funded by JBIC ODA
Loans’.
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Japanese food and agriculture policies and imports from developing countries

Recent DAC Peer Reviews have been critical of other DAC members providing export subsidies
to their farmers since this can adversely affect developing country agriculture. Japan does not provide
export subsidies on agricultural products and such a policy is not on Japan’s agenda.®® However, as
with other DAC members, there is protectionism of the domestic agricultural market, which is effected
through administrative prices and state purchases, trade protection and production limits. This
protectionism has implications for imports from devel oping countries.

Agricultural policies have addressed the decline of Japanese agriculture by promoting rural
development, preserving the landscape and securing Japan’s food supply. Japan characterises these
various aims in terms of the “multifunctionality of agriculture”. Furthermore, the domestic food policy
emphasises stable food supply, food safety, and facilitation of consumer choice by provision of
information. The Basic Law on Food, Agriculture and Rural Areas (1999) sets out the framework for
Japan to secure a stable food supply by managing domestic food production and imports, with an
official policy target of producing 45% of total calorie intake by 2010. Japan’s agricultural support is
provided predominantly through price support and administered prices, underscored by restrictions on
imports and supply management regimes; though the number of agricultural commodities subject to
administered prices has declined and the remaining administered prices have been reduced or frozen
since 2000.

Japan imports 60% (on caloric intake basis) of its food. In 1999, 45% of its imports of
agricultural and fisheries products came from developing countries, an increase from 40% in 1990.
Japan is the largest net food importer from developing countries (USD 15 billion), ** representing
USD 135 per capita in 1999. Fishery products comprise the largest category of imports from
developing countries. On the other hand, the main exporters of key commodities (rice, wheat, and
sugar) to Japan are developed countries. Nonetheless, liberalisation of Japanese agricultural markets
could benefit several Asian developing countries and territories — particularly China, India, Indonesia,
Philippines, Taiwan, Thailand, and Vietnam, although primary benefits might accrue to higher-income
countries. South Africa and various South American and Pacific countries would also benefit on
present trade patterns, and others could also benefit as production is stimulated by the opportunities
offered by enhanced market access.

The 1999 Peer Review discussed import barriersto agricultural products, including high tariffs on
rice, tariff escalation on processed foods, and other restrictions such as sanitary and phyto-sanitary
procedures, and state management of certain agricultural products, such as rice, milk products, and
raw silk. These barriers and restrictions are still applicable, including on severa important agricultural
commodities. One result is that Japanese consumers pay high prices for these commodities, especially
for rice.

In recent years, there has been policy development aiming at setting the scene for agricultural
negotiations in the WTO. The import quota on rice was abolished, as Japan moved to tariffication.
There are two tariff levels - a very low one for the minimum access quantity and a much higher one
for imports above the minimum. Japan implements Minimum Access rice importation in accordance

33. Japan does not generally export food, except under its food aid scheme. Japan uses a part of imported
rice, as well as domestic rice, for food aid in response to requests by international organisations such
as WFP. Japan exports some processed foods, but thisis minimal.

34. The EU and US are larger gross importers with USD 34 billion and USD 21 billion respectively, but
they also export significant amounts to developing countries.
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with WTO rules to implement rice production adjustments inside the country. Imports of rice have
barely exceeded the minimum access quantity, suggesting that the higher tariff is acting as a block on
imports. In defending its policy in relation to WTO rules about agricultural liberalisation, Japan
maintains that the multifunctionality of agriculture and food security should be considered, along with
issues of benefits to devel oping countries and consumers.

To address the problems of LDCs, Japan has proposed a specific initiative for enhancing the
Generalized System of Preference (GSP) scheme. With a view to further enhancing LDC access to the
Japanese market, Japan expanded the coverage under duty-free and quota-free treatment for LDC
products from April 2003 (see Box 7). Thisis asimilar approach to those taken by the EU (Everything
but Arms) and the US (African Growth and Opportunity Act) and the aims of the Japanese scheme to
help the developing countries are equaly welcome. At the same time, as in those other schemes,
significant challenges of market access remain for some commodities that are excluded from the
scheme, notably rice and sugar. These exclusions adversely affect developing countries with high
proportions of low income employment in agriculture. There are also provisions for emergency
suspensions of the scheme and for excluding certain products from certain countries, which could
introduce unpredictability into the scheme. These provisions have been used in recent years, justified
by food safety concerns, but it is important for Japan to avoid possible criticism that it uses these
provisions for protectionist reasons. Japan is thus encouraged to reconsider these anomaliesin its GSP
scheme and to develop measures to help developing countries to reach the full potential (e.g. capacity
building in production and marketing to meet Japanese standards, and promotion of good
environmental, social, and safety regulations).®

Box 7. Japan's Tariff Preferences for Agricultural Products from LDCs

From April 2003, Japan enhanced the terms of GSP for LDCs. It covered 47 LDCs and 436 agriculture,
forestry or fisheries products out of 2 287. This includes duty-free and quota-free access of products originating
from LDCs, which includes vegetable products, fats and oils, animal products, and marine products. Japan
estimates that 93% of the value of all products imported from LDCs - both agricultural and industrial - will be
covered by the new scheme (up from 83%). Specifically for agriculture, forestry and fishery items, the coverage is
estimated to rise to 83% (up from 56%) of imports from LDCs for these items. Those agricultural, forestry and
fishery items that remain outside the scheme include rice, specific forestry products, sugar, beans, and beef.
These exclusions are because there would be “significantly adverse effect on the production of domestic farm
products competing with such imports”.*

The WTO Agreement on Agriculture also committed Japan to reduce the Aggregate
Measurement of Support (AMS) by 20% (against the 1986-88 level). After some initial efforts,
support for some key products crept back up until 1999 when it became the same as before 1986 (Rice
88%, Wheat 88%, and Sugar 67%). In 1999, 65% of farm receipts came from support from
government policies.® OECD estimates that Japanese agricultural support was USD 59 billion in 2001
(1.4% of its GDP, representing 59% of the value of the agricultural output).® OECD also concluded

35. OECD promotes full trade liberalisation as a more effective means than GSP to support LDCs in the
long term.

36. MAFF (2000), The Basic Law on Food, Agriculture and Rural Areas, Article 18 (policies on
imports/exports of farm products).

37. The average proportion for OECD countries is 40%.

38. Comparable figures in 2001 were for the United States USD 95 hillion (0.9% of GDP, and 21% of

value of output) and for the EU Member states USD 106 billion (1.4% of their combined GDP and
35% of value of output). Source: OECD (2002), Agricultural Policiesin OECD Countries: Monitoring
and Evaluation.
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that the “support remains among the highest in the OECD countries and is dominated by the most
production and trade distorting measures.” An earlier OECD report calculated the overall Producer
Support Estimate (PSE)* for Japanese agriculture to be 63% during 1998-2000, and producer prices
were about three times world prices in 2000, even though administered prices have been lowered. In
contrast, Japan had significantly reduced its production support for beef and tariff protection; by 2000,
the tariff equivalent for beef was about 39% (a fall from 50% in 1993). The result was that consumer
prices had fallen and consumption had risen significantly. Japan has now imposed emergency
restrictions, which raise its tariff up to the bound rate of 50% by responding to an import surge and
were in place until March 2004. However, most beef imports originate from the US and Australia, and
not from devel oping countries.

The Japanese government maintains that general liberalisation in Japan will mainly help
developed countries, rather than devel oping countries. Japan argues that, within developing countries,
China will be the most likely winner, while other developing countries will lose their preferential
trading arrangements which help them to compete. LDCs will not benefit much at all, because of the
lack of capacity to supply the needs of the Japanese economy. Other constraints are concerns over
Japan’s high dependence on food imports and desire to maintain the multifunctionality of agriculture
in society. The government also refers to public opinion to support its policies in these areas. For
example, the public is wary of environmental damage caused by the liberal use of pesticides on crops
in some developing countries and wishes to maintain quality and freshness of food. Japan is
encouraged to undertake further analysis on these issues and, where they are valid, to explore
aternative solutions that will be of mutual benefit to devel oping countries and Japan’s consumers and
rural aress.

Challenges and opportunitiesfor improvement in policy coherence for development
Policy

Some DAC members, recognising the impact that their domestic and foreign policies can have on
development, have started to develop policy statements that set development co-operation policy
within a broad range of other palicies. They have also started to make institutional arrangements to
deal with the issues of policy coherence for development. In contrast, Japan does not have an explicit
statement about policy coherence for development, covering the whole of government. Nor does
policy coherence for development find an explicit place in the new ODA Charter (see Chapter 1).
Furthermore, there is no visible promotion of the concept among the public, which appears sceptical of
ODA and unaware of issues of policy coherence for development. Nonetheless, Japan’'s Charter
recognises the broad dimensions of development, since Japan’s own economic growth, environmental
health and security are dependent on globa events and on regional developments - a recognition
shared by the public. Japan should set out explicitly the links of development co-operation with other
foreign and domestic palicies, giving emphasis to the broad dimensions of development, including
pro-poor economic growth, social and environmental issues, and the rationale and mutual benefits of
such a broad concept.

Co-ordination

There are many government, private and non-profit organisations involved in operations that
promote Japanese trade and investment in developing economies, particularly in China and the

39. The PSE measures the level of support to producers irrespective of its nature or impact. The PSE is a
more comprehensive measure than the WTO's AMS, which only includes those forms of support
agreed to be the most trade-distorting.
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ASEAN countries. Since 2000, a council of these organisations has been meeting under the Chief
Cabinet Secretary. The new ODA Charter also aims to strengthen collaboration between ODA related
ministries and agencies, using the consultation forum of the Inter-Ministerial Meeting on ODA.
Therefore, the institutional arrangements for co-ordination between ODA related institutions provide
opportunities for enhancing policy coherence. In particular, this concerns three ministries - MOFA,
METI, and MAFF. Although MOFA has been assigned the central role of co-ordinating ODA related
organisations, METI also has a key role in Japan's economic co-operation system by providing
leadership in policy formulation on trade and investment. In contrast, MAFF is one of the many ODA.-
related organisations, dealing with domestic food and agriculture policies, which can provide technical
experts for development operations. MAFF is consulted on the linkages between devel opment projects
and domestic policy interests, with emphasis on the latter. If MAFF officials promote domestic
interests at the cost of development, there would be a risk of policy incoherence for development.
Attention should be given to mechanisms for managing this risk, such as MOFA to represent the voice
of developing countries.

Analysis

In comparison with the wealth of information on developing countries’ market access into the EU
and the US, Japan appears to do relatively little analytical work on the impact on developing countries
and its own consumers of opening its markets and liberalizing its domestic agriculture (a notable
exception is a research programme with the OECD on East Asid). The lack of understanding of the
issues at hand may be as much an obstacle to policy coherence for development as the lack of political
will. Potentially, the co-ordination Council could deal with policy coherence for development, but
there is little information gathering or anaytical capacity, and the Council has only met rarely. Japan
should give urgent attention to the need to establish capacity for analyzing policy coherence for
development issues, and to promote these throughout the Japanese system. It may also be possible to
increase the capacity of the Japanese system to analyze potential cases of incoherence, by creating
networks between the existing ministerial institutes. Other DAC members are also trying to find ways
to address these ingtitutional challenges through the development of specialised policy coherence
analysis units. MOFA, given its co-ordinating role, could also discuss approaches and experiences
with these members, with aview to sharing lessons and formulating its own institutional approach.*’

Broad-based involvement

Improvements in the area of policy coherence for development will depend on poalitical
leadership perceiving the benefit to Japan. There are clear indications of a broad interpretation of
national interests among some private sector interests, which support the policy of improving trade
capacity of partner countries so they can become better partners for Japan. For example, supermarkets
wish to reduce the cost of food by seeking imports and have already transformed the structure of the
Japanese food industry. Consumers are also concerned with food safety, quality and price of food.
These voices have differentia effects on the government ministries. It will be important for Japan to
take a proactive stance in leading the discussion on these issues, rather than reacting to the advocacy
of particular interests. It is recommended that the Japanese authorities seek ways to educate the public
on the issues of policy coherence for development and to promote a discussion of the way poverty
reduction of developing countries might converge with Japan’ s long-term interests.

40. MOF is supporting a joint research project with OECD by conducting a regional case study on the
impact and coherence of OECD country policies on Asian developing economies.
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Future considerations

The government of Japan should make a policy statement on coherence for development,
and seek ways to educate the public on thisissue.

The Japanese government should enhance analytical capacity on policy coherence for
development in order to improve its ability to take appropriate policy decisions.

The Japanese government should collaborate with the private sector and civil society to set
up a system for monitoring the environmental, social and governance aspects of FDI and of
regional economic co-operation agreements.

Japan should reconsider anomalies in its GSP scheme regarding LDCs and help them to meet
Japan’ s safety and quality standards through trade-related capacity building.
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CHAPTER 5

ORGANISATION AND MANAGEMENT

A mandate for change

In 1998, Japan initiated a government-wide reform which included a 2001 law that reaffirmed the
overal co-ordination of ODA agencies by MOFA. It aso assured JCA the status of “Independent
Administrative Institution”, new requirements for evaluation and feedback of ODA policies and
projects, and a variety of Diet recommendations for improved ODA transparency, effectiveness and
efficiency. The Diet’s debate on the reform concerning the management of Japanese ODA highlighted
the extent to which it has been less a “system” than a loosdly co-ordinated network of actors. The
debate noted the historically compartmentalised approach to the different Japanese mechanisms of
ODA (loans, grants, technical co-operation) carried out by the separate ODA administrations. One
suggestion was to organise ODA operations around a single bureaucratic entity, but this was
considered to contain operational disadvantages and to be politically unrealistic in the current context.
However, the Diet insisted on greatly improved co-ordination among all ODA actors and the urgent
requirement for MOFA to ensure greater “system” synergies. Some Diet members believe that strong
cross-government co-ordination may create ODA efficiency (e.g., common strategic vision, more
timely and co-ordinated inputs, common operating systems at reduced cost).

The most important proposal for the reform of ODA operations since the last Peer Review was
produced in March 2002 by the Second Consultative Committee on ODA Reform. Its report™
underscored the importance of effectively using ODA for nationa interests and made operationa
recommendations on better use of human resources, clearer articulation of ODA strategy and a more
efficient ODA implementation system. Consistent with this proposal, MOFA declared its intent to
implement immediately a reform process based on public participation, transparency and efficiency.
This process has begun in five specific areas: (i) auditing, (ii) evaluation, (iii) partnership with NGOs,
(iv) human resources, and (v) information disclosure. Part of that process was the launching of a
major, participatory exercise which led to the revised ODA Charter.

A network of development co-oper ation institutions

Development co-operation is the shared responsibility of institutional actors located both in the
Japanese government (ministries, implementation agencies) and outside it (NGOs, private sector
entities, academic institutions). Table 1 below provides a highly simplified outline of the roles of some
key institutional actors. The maor players in the government are the three ministries, MOFA, MOF
and METI, of which MOFA has a core co-ordination role, and two agencies (JCA and JBIC) play
major roles in implementation. With the exception of JICA, these organisations have major
responsibilities in areas other than development co-operation as well. The administrative units
responsible for ODA programmes within these institutions are highlighted in Annex V.

41. The first consultative committee, the “Council on ODA Reforms for the 21% Century” produced
similar conclusions four years earlier (1998) in its final report.
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Table 1.

Institution
Ministry of Foreign Affairs (MOFA)
(essentially Economic Cooperation Bureau —
ECB)

Key Development Co-operation Institutions

ODA Responsibility
Leads ODA policy and interagency
co-ordination; administration of most
grants, administrative oversight of JICA and
JBIC/OECO; co-ordinates UN operations.

Size
33% of ODA (of which MOFA
administered 19%,
transferred to JICA 10% and
to UN 5%), 435 development
staff.

Japan International Cooperation Agency
(JICA)

Implementation of technical co-operation
and “expediting” of much of MOFA grant
assistance and JBIC project design.

10%
from
development

overseas offices.

of ODA, re-allocated
MOFA; 1200
staff; 90

Japan Bank for International Cooperation
(JBIC)

(essentially Overseas Economic Cooperation
Operations — OECO)

Implementation of ODA loans,
sector investment finance, studies.

private

51% of ODA (of which, 14%
re-allocated from MOF, and
37% from special FILP loans).

Ministry of Finance (MOF)

Manages pass through funds for JBIC; co-

59% of ODA (of which 11%

ordinates IFl operations; specialised | transferred to IFIS, 1% to
analysis. others, and 47% transferred
to JBIC).
Ministry of Economy, Trade and Industry Trade and investment; Asia-Japan | 3% of ODA
(METI) economic relations; energy and
environment. Also includes trade promotion
institutions JETRO and NEXI.
Other important official institutions (@) Overseas students and university | 5% of ODA

(a) Ministry of Education - MECSST

(b) Other: Ministries of Health - MHLW,
Agriculture - MAFF, Land - MLIT, Public
Management - MPMHPT, Justice - MOJ,
Environment - MOE, and agencies for the
National Police, Financial Service, and

exchange.
(b) Technical co-operation.

Cabinet

Non-official institutions (@) Policy advocacy and debate, project | (a) 0.4% of ODA obtained
(a) Non-governmental organisations implementation. from official sources;
(b) Private sector (b) Policy lobby, implementation 250 NGOs in

(c) Academia contracting.

(c) Studies, policy advocacy.

development, most with
budgets in the
USD 50-250,000 range.

Source: OECD, Government of Japan
(See Figure V-1 in Annex V)

MOFA plays a core co-ordination role in Japanese ODA. The Minister co-ordinates the
operational responsibilities of 10 different foreign affairs bureaux, headed by the respective Director
Generals (see organigramme in Annex |V). The Economic Co-operation Bureau (ECB), and to alesser
extent the Multilateral Cooperation Department (humanitarian assistance, and international
organisations such as UNCHR and UNICEF), the Economic Affairs Bureau (international
organisations such as WTO), and the geographic bureaux (regiona development conferences such as
TICAD) are responsible for development-related operations, including grant assistance and parts of
the UN’s ODA portfolio. ECB leads the ODA policy formulation and interagency co-ordination,
including on the annual ODA budget process. In system terms, this places the ECB in the forefront of
ministry interface with the other implementation agencies and ministries.

The location of the ECB’s role for development co-operation within MOFA offers opportunities
for greater policy coherence among the various aspects of Japanese foreign policy, athough
development co-operation is only one part of overall ministry priorities. As was pointed out in the
1999 Peer Review, ECB is very thinly staffed and includes a large number of secondments, who
rapidly rotate back to their ministries of origin. ECB (and, therefore, development co-operation)
competes with the other nine director generals for the attention of the minister, who is generaly the
main voice of development co-operation on the cabinet. Current internal organisational reform is
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intended to strengthen ECB’s ability to co-ordinate with the development agencies, athough staffing
will continue to be an issue. ECB operations are largely organised around assistance instruments
(Grant, Technica Co-operation, Loan and Development Co-operation divisions) but the lead Aid
Policy Division (see ECB organigramme in Figure 2) and the Country Assistance Planning Division
give growing importance to strategic co-ordination at the country level. This emphasis at the country
level also raises the operational issue of how to co-ordinate with the other MOFA geographic bureaux,
the implementation agencies, and the field. For example, the Africa Division of the geographic bureau
has been responsible for TICAD while it does not have any ODA instruments. JICA and JBIC are
organised around country desks, but their interlocutors at ECB are not. Many other DAC members
have had to grapple with similar issues of co-ordination within headquarters and the field, and it
should be possible for Japan to use this experience to move more rapidly to an effective, country-
based operational system.

Figure 2. Organisation Chart - Economic Co-operation Bureau of MOFA

— Aid Policy Division (21 staff, including 3 deputy directors)

t NGOs Assistance Division (10)

Overseas Disaster Assistance Division (7)

__Research and Programming Division (16)

| Evaluation Division (10)
Director — Multilateral Co-operation Division (17)
General —
— Technical Co-operation Division (28)
— Country Assistance Planning Division (17)
— Loan Aid Division (30)
— Grant Aid Division (33)

Source: OECD

Of the two “implementation agencies’ of Japanese development co-operation, JICA isthe largest
ODA institution in terms of the size of the staff and is the only institution to be entirely specialised in
development co-operation. It has multiple responsibilities, including lead implementation of about half
of Japanese technical co-operation, a support role (“expediting”)* for the implementation of much of
the MOFA'’s grant portfolio and for some JBIC project design, and a variety of other tasks, from
training programmes to administering the Japan Overseas Co-operation Volunteer programme.

In October 2003, when JICA took on the status of an "Independent Administrative Institution”,
agency operations became more autonomous and flexible, including personnel and organisational
management, subject to organisational performance evaluations and various disclosure obligations.
JICA operates according to mid-term (3-5 years) objectives defined by MOFA, around which it
prepares a mid-term plan and subsequent annual plans. The initial ICA mid-term planning is currently
focused on increasing efficiency (“reduce unit costs for major forms of input by 10% on average over
the next three years’) and improving the quality of services (e.g. shifting to a field-oriented approach,
reinforcing project formulation, implementing peace-building operations, promoting public

42. “Expediting” is defined as supporting the proper execution of Japanese grant assistance.
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participation, and mobilising non-governmental resources). Organisational evaluations of JCA is
made by the Evaluation Committee of MOFA.

This new status introduces a number of challenges for JICA management, including the need to
adapt to a multi-year planning system. However, it is expected that this new status will improve its
efficiency, transparency and accountability. Perhaps one symbol of the new JICA is the recent
appointment by the Foreign Minister of aformer head of the UN Commission for Refugees as the new
President of the Agency.

A second, somewhat smaller implementation agency (but not in terms of its funding
responsibility) is JBIC. It was formed in 1999 as the result of a merger of the former OECF and
JEXIM. JBIC now believes that this organisational merger has reduced transaction costs through the
use of common systems and the closer collaboration on important issues like the relationship between
ODA and FDI. A concern of the 1999 Peer Review was that this merger could cause a blurring of
responsibilities between very different development and commercial operations. JBIC constructed an
administrative firewall between the two functions to address this concern which left it with a
bifurcated organisational structure composed of the Overseas Economic Co-operation Operations
(OECO) group and that of International Financial Operations (IFO). OECO’srole (ODA loans, private
sector investment finance, studies) is essentially ODA funded, while that of IFO is not. To accomplish
their different mandates, the two sides of JBIC report administratively to two different entities (MOFA
and MOF, respectively) and maintain largely different sets of procedures. About one-third of JBIC
funding is allocated to the OECO, and approximately one-third of staff works there. JBIC has 27 field
offices, most of which have some type of OECO functions.

The MOF has arole in development co-operation by virtue of its 59% share™ (including FILP*
funds) of total Japanese ODA - mainly pass through funds for JBIC and the IFls - and its lead liaison
responsibilities with the IFIs. The MOF also maintains a specialised analytical capacity (sector
strategies, debt issues, macro-economics) that could prove helpful in supplementing other agency
capacities in these areas as the ODA network is co-ordinated better over time. As with MOFA, the
MOF also is responsible for a wide range of domestic functions. The International Bureau is the MOF
organisational focus for development co-operation. Some 67 staff in the International Bureau are
engaged in ODA rdated issues. The MOF addresses issues of development in the IMF, the World
Bank and the regional development banks.

Outside the government ODA system, but collaborating closely with it, is a significant variety of
NGOs, as well as the private sector and elements of academia. They collectively play an important
role in the Japanese system, particularly in influencing political decisions in the Diet, but are fairly
minor in terms of their operations in development. In particular, the NGO movement in Japan is small
but growing in acceptance with the emergence of important umbrella organisations. NGO funding as a
proportion of total ODA in 2002 was only 1% (2% of gross bilateral ODA or 3% of grants), but it has
been increasing continuously since 1999. As was noted in the 1999 Peer Review, the mgjority of
Japanese NGOs working in development co-operation are still under-funded and under-staffed
compared to their counterparts in other DAC member countries. According to the Japanese NGO

43. Japanese officials note, however, that this share is only 29% in terms of the General Account ODA
budget (see Annex V).

44, The Fiscal and Loan Programme (FILP), is alarge, government-wide system to collect funds through
government financial ingtitutions (most notably postal savings) to finance public projects undertaken
by the government. JBIC uses the FILP system to fund some two-thirds of its ODA loan operations.
Also see Annex V.
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Centre for International Co-operation, it is estimated that only 19% of NGO funding comes from
subsidies and contracts from government and UN agencies, and some 66% comes from donations,
membership fees and income generating activities. Key ODA agencies are now taking a greater
interest in funding NGO projects and in organising other collaborative events, such as study groups or
joint evaluations. NGO relations with these governmental bodies were described as cordial, but yet too
complicated and slow. Experience from elsewhere within the DAC would suggest that the government
could be more proactive in supporting NGOs, including innovations in grants for NGO organi sational
development or better understanding of the NGO comparative advantage so as to promote additional
collaboration and funding.

Changing management systems
I ssues of system flexibility

There are at least three characteristics of Japanese ODA management that appear central to future
reform: (i) institutional specialisation, (ii) co-ordination, and (iii) decentralisation.

Institutional specialisation

Japan dtill carefully distinguishes among its three key aid instruments: (i) grants, (ii) technical
co-operation and (iii) ODA loans. Lead institutional responsibility for each of these categories largely
belongs to MOFA, JICA and JBIC, respectively. Of particular interest to the future efficiency of
Japanese ODA management are the categories of grants and technical co-operation, both of which are
so operationally related that the distinction between them often appears artificial. The separation of
bureaucracy between MOFA and JICA can cause additional transaction costs and challenges, e.g.
when JICA has to carry out technical co-operation for a grant assistance programme but must also fit
into MOFA'’s fiscal timeline, or, aternatively, when the grant assistance is suddenly inserted into
JICA’s multi-year rolling plan. This separation between grants and technical co-operation also causes
confusion at the level of co-ordination with development partners who do not easily identify their
Japanese counterparts.

From the perspective of MOFA, for whom development co-operation ought to be a strategic
preoccupation, the essential rationale for its control over grant assistance is its role in Japanese
diplomacy and the furthering of national interest. Indeed, after identifying uses for the grants, MOFA
allocates much responsibility for implementation to JICA. This process, while politically consistent,
introduces operationa inefficiencies and a tendency to separate strategy and implementation.

The DAC encourages its member states to accord priority to the needs of the recipient country
and to the efficiency and effectiveness with which this aid is implemented. Growing acceptance of
field-based approaches to aid programming, including the use of sector approaches and locally-led
strategies, is causing donors to question long-standing, traditional management approaches and
complexities which are increasingly seen as constraints to these new directions of development. Japan
is now seeking to test flexible sector approaches that complement those of other partners in the field.
This suggests that Japan should continue to weigh carefully the political and bureaucratic interests
underpinning its distinction between grants and technical co-operation with the parallel and sometimes
conflicting Japanese policy objectives of ODA transparency, efficiency and effectiveness. Attention
should be given to those administrative arrangements that bring these two types of aid into a more
complementary and synergistic relationship. To the extent that MOFA maintains its leadership at the
strategic level, the entire sequence of project planning and implementation could be moved to an
experienced developmental agency like JCA. Perhaps a relatively non-controversial step could be a
formal re-delegation of grant leadership and funding responsibility for the project cycle - project
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identification, design, implementation, monitoring and evaluation - to JICA. Such re-del egation would
offer MOFA the advantages of ending its management of aid instruments, and redistributing its limited
resources toward the priority mandate of system co-ordination, strategy and policy development.

Extensive co-ordination

To co-ordinate the many official agencies within the Japanese development co-operation system,
Japan has put in place an extensive network of management mechanisms. At the inter-agency level in
Tokyo, instruments of co-ordination have recently been set up at almost every administrative level.
This new and ambitious scheme of co-ordination (see Table 2) across government is now being
implemented around a system of liaison bodies at the bureau and division level. MOFA also recently
strengthened its collaboration with the other ODA ministries.

Table 2. Inter-ministerial Co-ordination

Forum Responsibility Participants Observations
Council of Overseas Economic  Basic economic Chief Cabinet Secretary Chair; — (re) Established December
Cooperation-Related Ministers  development policy Ministers of all (8) economic co- 2000
operation ministries — Meets when necessary

Inter-Ministerial Meeting on Discussion of major ODA bureau directors-general, — Established March 2000
ODA ODA issues plus Cabinet; MOFA Chair — Meets when necessary
Bureau Meetings for Inter- Negotiates ODA All (12) ODA division directors; — Meets more frequently than
Ministerial Meeting on ODA proposals for Inter- MOFA chair Inter-Ministerial Meetings
Ministerial meetings
Experts Meeting on Technical Exchange views and All (12) technical co-operation — Established April 1997
Co-operation collaborate on related division directors, plus Cabinet
projects
Experts Meeting of ODA Formulate guidelines All  (12) evaluation division — Established July 2001
Evaluation for evaluation, review directors; includes scholars,
evaluation outcomes experts, NGOs as observers
Experts Meeting of Financial Discuss and MOFA, MOF, METI, JICA, JBIC, - Established November 2002
Co-operation coordinate grants, NEXI| financial co-operation
loans, OOF and trade division directors
credits
Board on Comprehensive Public advisory council ~ Senior Vice-Minister and a wide - Established in June 2002
ODA Strategy to MOFA on issues of range of civil society, chaired by - Role in determining future
ODA strategy MOFA Minister target countries

Source : the Government of Japan and OECD.

At theinter-agency level in thefield, all embassies with development co-operation portfolios are
now required to set up an “ODA Task Force” which brings al agencies at post together on a regular
basis for purposes of collaboration. The Task Force is also expected to form networks with experts,
NGOs, foundations and other Japanese expertise in the field. The Task Force has officially been given
a role in information gathering, strategy development, negotiations with the local government, and
collaboration with other local donors. Japanese agencies with similar mandates, such as JBIC and
JICA, are now working more closdly together in their field operations. Inter-agency co-ordination
seems to be more easily obtained at this more operational level where specific actions can be discussed
and where operational efficiency takes precedence over respect for bureaucratic boundaries. This
could suggest the utility of Japan decentralising some aspects of its co-ordination processes in line
with current interest in greater delegation to the field. At the level of its co-ordination with other
partners, Japan increasingly seeks mutually acceptable development options through collaboration in
international forums on regiona strategies (e.g. TICAD and IDEA), topical alliances with specific
donors (e.g. with the US on HIV/AIDS), or broader consultation with international groups such as the
DAC. Field evidence shows Japanese interest in more actively engaging local collaborative efforts
such as the PRSP or Consultative Group forums and their sector co-ordination groups (see Chapter 6).
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The overall spirit of operationa collaboration with this range of other key partners is highly
consistent with DAC guidelines and the current world-wide interest in improved aid efficiency.
However, many interlocutors point out that Japan is a consensus based society and that the complexity
of the system being put in place will have high transaction costs. Many of these mechanisms are very
new and therefore merit periodic senior management evaluation to determine their value and best
directionsfor the future.

Towards new forms of decentralisation

Stimulated by the mandate from the Diet, the ODA Charter and the external committees on ODA
reform and strategy,” Japan is now aso slowly moving toward greater decentralisation of operations
to the fidd level, especialy through use of country strategies and the new ODA Task Force team
concept. Although no legal obstacle to greater decentralisation of ODA operations and decision-
making appears to exist, Japan’s historical context of highly centralised administration and the special
interests of the different ODA institutions create bureaucratic obstacles. The vertical organisation of
Japanese ODA structures means that operational decentralisation will take place at different speeds.
JICA, for example, already has initiated its decentralisation planning; JBIC remains largely Tokyo-
based but with many operational authorities delegated to field offices; and MOFA is observing the
initial results of its pilot efforts in countries like Vietnam (see Boxes 8 and 10 and Chapter 6). A first
major challenge is to determine how far the Japanese government ultimately wishes to delegate
authority to the field and then to shape the necessary system for decentralisation. More specific and
critical organisational issues, such as the exact role of the ambassador or how to best manage the very
different mandate and interests of embassies and the implementing agencies, will need to be
addressed. Finally, it is also clear that current government-wide downsizing and ODA budget cuts will
make the staffing of decentralised systems difficult, once the vision is more clearly established.

Box 8. The Vietnam ODA Task Force

An ODA Task Force in Vietham was established in March 2003, after a directive from MOFA requiring all
Japanese embassies with ODA programmes to establish such a group. The Task Force meets weekly under
the leadership of the embassy minister and includes developmental representatives of the embassy, JBIC, JICA
and JETRO. Special meetings are also organised with Japanese NGOs and other partners. Since the ODA
Task Force model is a priority, the minister remains extremely involved. The Task Force pursues a task-oriented
agenda, currently highly focused on the new Country Assistance Programme (CAP). Sub-groups can be formed
to address specialised topics (e.g. drafting an education sector strategy). As this team concept evolves, it may
be expected to cover a growing spectrum of more operational issues (ensuring that strategy leads project
design, policy coherence, co-ordination issues among ODA institutions and partners, etc.) which may require
increasingly specialised management and resources.

As with severa other donors, the extensive use of externa contractors and consultants has
historically been a way for Japan to keep the size of its official development staff and organisation
relatively small, while substantially satisfying the commercial and intellectual interests of the Japanese
private and academic sectors. Contractors are involved at each stage of the project cycle. At the design
stage, the implementing agencies sub-contract much of the responsibility for project development to

45, DAC guidelines on decentralisation note: “Locally-owned country development strategies and targets
should emerge from an open and collaborative dialogue by local authorities with civil society and with
external partners, about their shared objectives and their respective contributions to the common
enterprise. Each donor’s programmes and activities should then operate within that local framework,
and respect and encourage strong local commitment, participation, capacity development and
ownership.”
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(especially Japanese) contractors and consultants, under the general supervision of the agency. Project
implementation and monitoring and evaluation also make extensive use of contractors (including non-
Japanese), who work closely with the recipient country counterparts, especiadly in the context of
“project management units’ or similar host country administrative mechanisms. Although perhaps
technically competent, criticism inside and outside the Japanese aid system frequently point out to the
lack of language capability of these contractors who can often work only in Japanese. Being able to
carry out dialogue with local partners in participatory approaches and ensure co-ordination with other
actors on the ground is becoming increasingly important. Therefore, Japan is encouraged to establish
and implement an all-government criteria for minimum language requirements according to recipient
countriesin the selection of contractors.

Making management strategic

The use of the CAP in recipient countries is seen by Japanese leadership to be one of the most
important tools in support of more strategic, better co-ordinated and more effective allocation of ODA.
A CAP s generally designed around afive-year cycle. Only 15 CAPs have been approved to date but
the intention is to develop one for al major recipient countries. This systematic approach to country
strategy is consistent with DAC experience in strategic alocation of ODA and with the
recommendations of the 1999 Peer Review.

Since 2003, new CAPs are designed by the Japanese ODA Task Force with local development
partners and aim to be consistent with locally-owned national development strategies, such as the
PRSP. This is consistent with the strategic principles that are increasingly gaining acceptance within
the DAC. At the same time, the country-based approach aso calls into question some aspects of the
ODA administrative system. For example, Japan currently lacks a country-based budget approach (see
Box 9) which would make its work more efficient and more easily understandable for its partners.
With Japan now moving away from its “request-based” approach to programming, the construction of
its budget around a CAP will make it easier to engage in local dialogue on key policy issues.

Box 9. Country envelopes

Japan does not organise its funding around country envelopes, as the budgetary system is largely
instrument- (ODA loans, technical co-operation, grants) and organisation-based (MOFA, JBIC, JICA, etc.).
Remembering that Japan is one of the largest donors to many developing countries, this can cause difficulties for
recipients and partners alike, since there is little predictability in terms of financing commitment toward the
partner country. This approach also creates inflexibility concerning the transfer of funds within the sector when
problems occur. A country envelope would allow more flexibility in adapting to the changing situations of a project
or the country. The lack of such a flexible approach is particularly at odds with the increasing trend toward sector
approaches, where different instruments need to be complementary within a predefined financial and
programmatic framework. Some aid officials have also found this to be a handicap in carrying out policy dialogue
and negotiating with recipient countries.

Evaluation management

Japan has actively pursued improvements to its system of ODA feedback since the last Peer
Review. Impetus for this change has come from public and political messages to reform the ODA
system in favour of greater transparency, accountability and efficiency. The specific roles and
responsibilities for ODA performance feedback depend on the institution. MOFA (and other related
ministries), JICA and JBIC all evauate their portions of the ODA portfolio of activities. MOFA
(ECB’s Evaluation Division) focuses on policy (ODA Charter, mid-term policies, country policy,
specia policy issues) and programme (sectors) evaluation, and JICA and JBIC place their primary
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emphasis on project-level evaluation. While this information tends to rise vertically within the
framework of each of the ODA organisations, a growing effort is being made to share feedback among
agencies so as to encourage a process of common learning. MOFA formed joint committees on ODA
evaluation feedback (Internal ODA Evaluation Feedback Liaison Committee) and to share
perspectives among ministries (Experts Meeting of ODA Evaluation).

At the level of implementation, the degree of co-operation between JICA and JBIC is noteworthy
and has led to numerous efforts to share information, including joint evaluations. Japan has aso
emphasised the importance of ODA recipient countries taking greater responsibility for their own
evaluations, which it promotes through the use of joint seminars (Tokyo Workshop on ODA
Evaluation, 2001 and 2002) and other opportunities, as they arise. Japan now aso assists in building
the evaluation capacities of some recipient countries as part of their local ODA programme.

Ensuring the transparency and credibility of ODA performance feedback currently is a growing
preoccupation of Japanese political leadership. All evaluation reports are public, whether produced by
MOFA, JICA or JBIC, and most are made electronically available on the agency web. Each ODA
ingtitution has its own Evaluation Committee, composed of external specialists, through which
individual evaluation quality and methodology can be examined. An annua evaluation report is sent
separately to the Diet members for their reference by MOFA, JICA and JBIC. The Board of Audit also
has a special administrative section to track the use of ODA® and external audits have now been
extended to all schemes of development co-operation (ODA loans, grants, technical co-operation).
Nevertheless, these various efforts are not complemented yet by a regular system of follow-up on the
findings and recommendations to ensure that lessons-learned are applied in future programming. In
particular, challenges by recipient countries in securing recurrent and maintenance costs have been
pointed out in numerous evaluations over the years, and yet new projects do not seem to address this
point adequately. It is important that these evaluations are not perceived as being simple data
generating exercises that ultimately become an end in themselves.

Japan is in the earliest stages of setting up a more operationa “results-based management”
(RBM) approach to its ODA. Efforts to date are specific to the individua agency. JBIC has introduced
aform of RBM at project and agency levels, but not yet at the country programme level. Its Evaluation
Office is attempting to better link the results of its projects to the MDGs. JICA uses the individua
project logical framework to shape its results-based system. It also plans to use mid-term planning
targets as a way of addressing the MDGs. JICA staff aso noted the difficulties of developing a useful
baseline in many of the LDCs. Some Japanese specialists noted their concern that excessive focus on a
results-based approach may limit Japan’'s ability to undertake the development activities actualy
needed.

If Japan continues to reform its systems in line with current political expectations of greater
transparency and effectiveness, ODA organisation could become less compartmentalised. This would
offer the possibility of moving toward a more common, results-based monitoring and evaluation
reporting system among all agencies, a trend which has already been noted in the DAC. A second,
longer-term trend noted in the DAC has been the increasing donor emphasis on policy or programme
learning over that of projects. As Japanese ODA organisation and management continues to evolve,
evaluations - together with programming - should permit the entire ODA establishment to shape one
coherent national development programme. It will also require a further strengthening of the technical
and management capacity of Japanese ODA evaluation units, particularly that of the ECB, to foster
greater synergy among the different parts of the Japanese system.

46. However, the public outreach function of the Board of Audit may merit attention. Requests to the
Board to obtain information on Tanzania and Vietnam for this Peer Review were not successful.
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Human resources management

The Japanese government’s statistics are not organised so as to permit readily an integrated view
of all official staff responsible for development co-operation. At present, Japan does not have an
integrated ODA personnel policy, nor a mechanism which focuses on the co-ordinated use of this staff
across agencies. Table 3 attempts to assemble the evolution of most types of ODA staff over the last
several years.

Table 3. Estimated Evolution of Japanese ODA staff resources

Institution 1977 1982 1987 1992 1997 1998 2003
MOFA (a) 151 205 270 371 442 430 435
of which: overseas (b) 54 97 146 218 269 258 245
OTHER MINISTRIES 98 99 100 107 110 108 120 est.
() (9)
JICA 579 741 867 1023 1173 1180 1213
of which: overseas 57 111 156 254 324 329 369
JBIC (d) 180 235 252 297 333 332 329 est.
of which: overseas 15 22 33 49 54 54 54 est.
TOTAL STAFF 1008 1280 1489 1798 2 058 2 050 2 097 est.
of which: overseas (e) 126 230 335 521 647 641 668 est.
GROSS ODA/STAFF 1.6 2.6 5.5 7.3 6.1 6.2 6.1
(USD million)

Source: MOFA and OECD.

(a) Includes only those directly in charge of each ministry’s ODA budget; other bureaux may also be occasionally involved.
(b) Attachés seconded from other ministries to MOFA missions are counted as part of MOFA.

(c) Includes aid-related staff of MOF, METI and the Economic Planning Agency.

(d) The total for 2003 is the number of ex-OECF staff at the time of the JBIC merger in 1999.

(e) Does not include contracted experts or volunteers.

JICA isthelargest ODA agency in terms of staff size with atotal 1 213 development staff world-
wide, some 369 of whom are located in the field. JICA staff represent the full range of development
co-operation skills, from expertise in technical sectors to expertise in more general management field
(e.g. contracting, financial management and procurement). Second largest is MOFA, with an estimated
435 staff who are focused on ODA activities, some 245 of whom are located in the field. JBIC, at the
time of its merger in 1999, had an estimated 329 devel opment staff, including 54 personsin the field.
JBIC no longer differentiates between its development staff and those working in international
finance, but today’s staff levels overall have declined since then. This suggests that Japan currently
has a total staff level of some 2 097 Japanese development professionas to manage its world-wide
portfolio of USD 9 billion, an estimated 668 of whom are located in the field. Seen in ODA system
terms and as has been noted in previous peer reviews, Japan continues to be among the more thinly
staffed DAC members. Its overall human resource capacity is further reduced by the fact that MOFA
development staff and those temporarily seconded by other ministries often rapidly rotate out of
devel opment co-operation — representing aloss of human resources to the ODA system.

Under-staffing has frequently been mentioned as a magjor constraint to decentraisation. To the
extent that Japan deepens its resolve to operationalise this approach, a collaborative review of
personnel strategy and options will be needed, in a manner that is consistent with the organisationa
and management changes noted earlier. Options for this review that could be supportive of
decentralisation include: (i) better use of local professional or contract staff in the field, (ii) a potential
shift of functions to the field, reducing the size of certain types of Tokyo staffing in favour of thefield,
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pending review of cost and other factors, or (iii) better use of resources already in the field by reducing
ingtitutional compartmentalisation. On the last point, the new ODA Task Force team concept now
required of all ODA missions offers a promising opportunity to foster greater synergy among Japanese
agency field staff. Such a comprehensive review would not be complete, of course, without a more
holistic understanding of other organisational features, for example, (iv) are-evaluation of the need for
a Japanese presence in very small countries or greater prioritisation in the selection of recipient
countries, and (v) transfer of greater funding responsibility to the multilaterals or NGOs, among
others.

There is currently no experience requirement nor substantive formal development training for
foreign service officers of MOFA who work in the ODA area. Prior to their assignment in the field,
the Japanese Foreign Training Institute provides 2-3 days of general orientation to development issues
for MOFA staff and some 2-3 months of development training for secondments from other ministries.
Because of the need to maintain a cadre of experienced professionals, MOFA is encouraged to
consider establishing a career track in the “development” category, so as to attract and maintain the
kind of high level staff that will be needed to carry out the current ministry mandate in strategic co-
ordination and policy. Furthermore, under any decentralisation scenario, it will be important to raise
the level of professional skills (e.g. technical, negotiation, language) so as to create a more consistent
and dynamic ODA team that can progressively take charge of partnership and collaborative operations
inthefield.

Future considerations
e MOFA should consider organisationally moving away from an instrument based co-
operation system to a more country based approach as well as establishing country budget
envelopes.

MOFA should consider delegating most grant management to JICA. MOFA should focus on
its leadership role in strategy, policy development and system co-ordination.

»  Japan should move towards a more integrated ODA evaluation system as well as develop a
clearer follow-up mechanism on findings and recommendations.

* More development staff are needed across the system, particularly if decentralisation is to

succeed. An integrated ODA personnel policy should be established that includes planning
and analysis of development staff levels and skills.
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CHAPTER 6

COUNTRY OPERATIONS

Country strategy and or ganisation
Regional differences and country strategy”’

Japan's drategies for Vietham and Tanzania are representative of the different regiona
perspectives frequently referred to in Japanese development co-operation. Vietnam is a centrepiece of
Japan’'s approach to Asia (see Box 10). The Vietnam programme is judtified around strong,
geographical, commercial and security interests, but clearly aso notes the level of poverty of the
country and the extent to which the Vietnamese are actively taking charge of their own development.
Vietnam is the sixth largest recipient of Japanese ODA in the world and the aid mission there is
currently used as a pilot to test new organisational reforms. The CAP focuses on economic growth
strategies, especially with an emphasis on infrastructure, policy dialogue and institutional capacity
building as key to both national socio-economic development and to poverty reduction. The CAP
makes heavy use of development loans (65% of the current portfolio) and therefore offers a strong
ingtitutional role for JBIC. In contrast, and consistent with the cultural and economically different
context of Africa, Japan has adopted a more cautious approach in Tanzania. The Asian economic
growth model has worked less well in Tanzania and Japan is prudently moving toward an emphasis on
learning, particularly in collaboration with other partners. Because of Tanzania's low level of
development and its past inability to repay loans (80% of the Tanzania portfolio is currently composed
of debt relief), funding there is now totally in the form of grants, giving JICA a strong institutional
role.

The Country Assistance Programme

The CAP most clearly defines the rationale and strategic framework for Japanese development
co-operation in a specific country. In Vietnam, the initial CAP that was established in 2000 is now
being revised (see Box 8) by aloca ODA Task Force team in a manner more explicitly in line with
Vietnamese-owned strategy for poverty reduction and economic growth. Collaboration with partners,
including the Vietnamese government and civil society, Japanese NGOs and other donors, has been
conducted regularly, and main discussion documents are prepared in English. Japan’s pilot effort to
establish greater strategic co-ordination and integration at the field level in Vietnam is consistent with
DAC experience elsewhere and merits the attention and support of Japanese leadership. It could be
reinforced in the future by tighter linkages with local strategic processes (such as the sector working
group in agriculture) or any other sector level collaboration. Vietham could offer an ideal setting for
Japan (and others) to analyse and explain how poverty reduction is addressed through economic
growth, especially through activities in infrastructure (see Chapter 3). The clearer and more
convincing analysis and information that can be extracted from the Vietnamese experience is of
interest to the DAC, and will help Japan better target its large local portfolio while helping to inform
others of itsimportance.

47. The content of this chapter draws extensively on the field visits to Vietnam (7-11 July 2003) and
Tanzania (3-13 March 2003) made by the DAC review team.
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Box 10. The Vietnam field visit - A model for the future of Japanese ODA?

In spite of its natural endowment, Vietnam’s 80 million people live in pervasive poverty. The country has a
GDP per capital of USD 441 and one-third of its households are classified as poor. However, Vietnam’s poverty
rate is estimated to have fallen from 58% to 32% between 1993 and 2000, with the majority of the poor now
located in the more isolated, rural parts of the country. Particularly since the adoption of its policy of Doi Moi
(“renovation”) in 1986, Vietnam has been on the course of economic growth, with a GDP that grew by over 6%
per year in the 1990s. This growth has been driven by increasingly market-led economic policies, rising exports
and foreign investment.

Vietnam’s Doi Moi policy led it to seek out new partners in the early 1990s, and Japan was the first and
most responsive. Initial Japanese ODA loans were provided in 1992 as a form of commodity loan. Japan co-
sponsored, with the World Bank, a first donor conference on Vietnam (1993) where it also set the tone by
announcing major bilateral funding, especially in infrastructure. Japanese ODA to Vietham has grown
continuously over the last decade and today is the largest donor (USD 850 million per year) with responsibility
for 40% of the country’s total ODA. Co-ordination among the large number of foreign donors working in Vietnam
was facilitated recently through the establishment of a Comprehensive Poverty Reduction and Growth Strategy
(CPRGS), an innovative PRSP document that provides Vietnam’s partners with a common sense of strategic
vision for growth with equity. It also has led to the creation of key sector forums for operational collaboration, of
which the semi-annual Consultative Group process is another part.

The large size of its programme, the favourable working environment of Vietnam, and the relative
proximity to Japan have caused the Hanoi mission to be used as a testing ground for management reforms that
support future decentralisation of overall Japanese development co-operation. An initial action in this respect
was the creation in 2003 of an all-Japan “ODA Task Force” team that regrouped the official Japanese agencies
under the leadership of the embassy’s minister. This Task Force is currently undertaking a joint elaboration of a
new Vietnam CAP, built around the three CPRGS pillars: (i) promotion of economic growth, (ii) improvement of
social living conditions, and (iii) institution building. This all-Japan shared strategy and sector organisation could
become a framework for increasingly collaborative relationships among the different agencies. Because
Japanese strategic priorities have been chosen so as to coincide with the strategic priorities of the CPRGS, the
all-Japan team also will have a basis for operational co-ordination with other partners working in the same
sectors. If such a simply defined, coherent and decentralised operational system can be put in place, it can be
expected to invite a reassessment of the division of responsibility between Tokyo and Hanoi.

Tanzania (see Box 11) is also seen as a pilot country for the testing of new ODA principles and
organisation. As in Vietnam, this has been facilitated by the Tanzanian leadership in setting up
structures for strategic and operational co-ordination, essentially built around the PRSP process.
Because the current CAP preceded the PRSP, it does not refer directly to it, and neither the Tanzanian
government nor the loca civil society played an important role in drawing it up. Japan recognises
these weaknesses and will redress them in the next CAP design. As Japan works to address the
challenges of this more collaborative form of development co-operation, it does not hesitate to state
openly its interest in moving from past approaches to ones built around the more strategic concept of
“comprehensive efforts for each development subject”.”® A major evaluation of the current CAP
helped Japan to direct its research for new directions, including creative thinking in the areas of
partner co-ordination, greater emphasis on sector approaches and more emphasis on sustainability.

48. See “The Country Program Evaluation Study on JCA’s Cooperation in Tanzanid’, International
Development Center of Japan, March 2001.
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Box 11. The Tanzania field visit - The different context of Africa

Tanzania was Japan’s 9th top ODA recipient in 2001, and the largest in Africa, in terms of gross ODA
disbursement at USD 260 million. Even subtracting the USD 200 million of this total used for debt relief (largely
for commercial loans), Japan remained one of Tanzania’s top four donors. Japan has been co-operating with
Tanzania since its independence and has designated it as one of the pilot countries to enhance donor co-
ordination. Both the Embassy and JICA have increased staff for this purpose.

Japan produced a CAP Tanzania in 2000, the orientations of which were: 1) promotion of agriculture and
small-scale industries; 2) basic education; 3) basic health care, including HIV/AIDS prevention; 4) urban
infrastructure; and 5) forest conservation. Even though it was written before the Tanzanian PRSP, the strategic
directions of Japan overlap with those of the PRSP, except for the contract between the Japanese emphasis
on urban infrastructure, versus the Tanzanian infrastructure emphasis on rural roads.

Uncertainties over the most appropriate activities to promote, when coupled with the weak absorptive
capacity and management environment of Tanzania, has led Japan to move gradually from past policies that
focused on loan assistance, in favour of grant assistance and a lesser emphasis on large infrastructure, more
collaboratively designed strategy and projects, and a willingness to experiment with new approaches in
Tanzania. Japan’s efforts are bearing fruit and both the Government of Tanzania and other donors expressed
appreciation for the collaborative nature of Japanese operations. In particular, Japan has provided a
secretariat to lead donor co-ordination in the agriculture sector, played a significant role in the poverty
monitoring activities for the PRSP, and has contributed to the Poverty Reduction Budget Support - the first
time Japan has ever carried out direct budget support - using grants related to debt relief.

Whether emphasising principles of “self-help” or “cost-sharing”, Japanese ODA leadership in the
field is coming to see development co-operation programmes in a context of responsibility sharing,
built around the leadership of the recipient country. This policy-level stress on ownership can be
defined neverthdess in more than one way. In the case of Vietham, Japanese emphasis is actively
being placed on strategic collaboration, while in Tanzania the approach refers to a more operational
form of demand-driven projects that appears to reflect the interests and priorities of individual
ministries. The Peer Review took specia note of the longer-term potentia for tension inside the
Japanese system between strong field statements in favour of local ownership in the recipient country
and the range of Japanese domestic interests that have been recently reinforced in the new ODA
Charter. It will undoubtedly be an ongoing challenge for the ODA Task Force team in the field to
navigate a middle ground between these two potentially conflicting sets of interests.

Field organisation and staffing

ODA field organisation in Vietham and Tanzania appears to be a series of verticaly organized
agencies with separate lines of command to Tokyo. Such compartmentalised behaviour comes with a
range of transaction costs that merits greater analysis and attention in Tokyo, particularly as Japanese
ODA leadership seeks to promote greater decentralisation. The ODA Task Force concept that is
currently in its earliest stages of development in Vietnam and elsewhere could become an important
innovation in this respect. If this team approach can foster internal Japanese co-ordination around a
common vision, it has the potentia to build synergies among agencies and set the basis for even more
effective organisationa reforms (e.g. more optimal integration of grants, technical co-operation and
loans; improved co-ordination between headquarters and the field).

The staff in both Vietham and Tanzania appear to be organised and dedicated, abeit over-

worked. In Vietnam, 47 Japanese and local professional staff are currently employed by the different
agencies of the ODA Task Force (11 work for the Embassy, 28 for JICA, 8 for JBIC). There are 20
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professionals working in Tanzania, (5 for the Embassy, 10 for JICA, plus 5 national programme
officers). However, because the current system maintains key decision-making in Tokyo, the profile of
many professional field staff was not one of extensive development-specific skills or experience,
particularly the local staff and those seconded from sector ministries in Japan. A common complaint
heard in Tokyo was the difficulty of increasing the numbers of development staff in the field given the
current context of government-wide personnel compression. In Vietnam, the total of 47 professionals
for an annual country programme of USD 850 million appeared proportionately smaller size than most
donors in country.” In Tanzania, the Japanese programme relied on a total of 20 professionals for a
programme of USD 260 million, but of which some USD 200 million is in the less management-
intensive areas of debt relief. The prevalent opinion of Japanese management in the field was that the
current number of professional staff and their skill levels should increase. More importantly, perhaps,
the fact that the existing configuration of Japanese ODA staff is construed around an agency, rather
than team management concept, suggests that significant efficiencies could be gained from a greater
operational collaboration across agencies and the increased synergy that would result. Field staff roles,
depending on the agency, tend to be biased toward general co-ordination and administrative support
tasks (e.g. sector-oriented general oversight for Embassy development staff, largely composed of
seconded staff from Tokyo ministries; JICA genera support responsibilities for large numbers of
technical co-operation experts located in the host country ministries; selected monitoring and decision
making for ongoing ODA loan projects, research activities and information collection for JBIC
operations officers). In the case of Tanzania, the need to be more fully linked to ongoing donor
learning processes led to the alocation of some extra staff to the Embassy and the JICA mission. In
Vietnam, the availability of skilled local professionals has meant greater reliance could be placed on
local Vietnamese contract staff.

Country implementation: New approaches on the horizon

Consistent with the new directions of organisation and management change reviewed in
Chapter 5, several new approaches (all in the early stages of implementation) were noted in Vietnam
and Tanzania. Following the innovative leadership of local authorities in these countries, Japan and
other partners have begun to establish an important repertory of lessons learned for development
co-operation more broadly.

Decentralised co-ordination in the PRSP context

Both Vietnam and Tanzania were countries with awell advanced PRSP process which has hel ped
Japan undertake more efficient co-ordination of strategy and implementation. In both cases, Japan
supported the PRSP processes, at times with funding and technical assistance. The approach in
Vietnam of careful partner co-ordination at the strategic level would appear to have been generally
effective in diciting recipient country ownership. In both the case of Vietnam and Tanzania, it can be
assumed that Japanese (and other donor) programmes and implementation will be progressively better
co-ordinated in the context of the PRSP sector working committees over time.

The PRSP framework offers new opportunities for Japanese portfolio development, including
local operational linkages for the ODA Task Force. In Vietnam, this can permit the Japanese system to
work more efficiently by establishing increasingly explicit linkages with the CPRGS sector co-
ordinating groups, and thereby simultaneously linking up with the groups mutual |earning process and

49. In contrast, although not strictly comparable, the local World Bank office employed 95 professionals
for a portfolio size of USD 750 million. The Asian Development Bank office, which depends heavily
on Manila for technical support, employed 12 professional staff for a portfolio of dightly over USD
200 million.
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common policy dialogue process. To the extent it wishes to do so, this will also offer Japan an
opportunity to play a stronger |eadership position within the partner groups.

I mplementation modalities

Japan continues to organise the implementation of its programmes mainly on a project basis.
However, in principle, it remains open to whatever modality seems to make the most sense according
to field redlities, including sector programmes. In Tanzania, Japanese assistance is increasingly
co-ordinated through local sector working groups; and in particular, Japan is the leading donor in the
agriculture sector programme. In Vietnam, the new CAP is being explicitly organised along sector
lines that are linked to the local CGPRS and will presumably be actively co-ordinated through
implementation in that manner.

The topic of budget support is actively discussed within the Japanese system of development co-
operation. There is no legal obstacle to the selected use of budget support, and athough Japan is seen
by some as being averse to use it in its operations, it is important to note that it has provided
significant amounts of non-project grant assistance and sector programme loans, commoadity loans,
structural adjustment programme loans etc. over the last 40 years, largely in the form of balance of
payments support. As a matter of preference, Japan (as with other donors) remains concerned by the
accountability issues of using taxpayer funds in a context of poor financial management and potential
corruption often found in the devel oping world. Japan also wants to avoid paying for recurrent costs of
government and even requires that most local costs should be covered by the recipient country. Japan
is encouraged to continue to actively participate in the current donor discussion over the
appropriateness of the new forms of budget support (e.g. basket funding, performance based general
budget support) that are being attempted by some DAC members. It is further suggested that Japanese
ODA leadership in its pilot missions should be given the authority to participate in these schemes,
should they seem locally appropriate. As mentioned earlier, in Tanzania, where the practice is fairly
widespread within the donor community, Japan contributed to budget support targeted on poverty and
was contemplating participation in basket funding for the agriculture sector (see Box 12).

Field approaches to monitoring and evaluation

Current field approaches to monitoring and evaluation are very much determined by the overall
feedback system described in Chapter 5. Field monitoring across agencies at the project level is driven
by the contractors hired to provide technical assistance, especialy for technical and grant assistance.
This monitoring information is shared directly with host country and subsequently with Japanese
official staff, who appear to play arelatively modest role in guiding implementation once the contracts
have been signed. Regarding ODA loans, projects are monitored by JBIC field staff, including localy
employed staff and severa types of external specidists. Evaluation, on the other hand, is largely
driven by Tokyo, who may organise field work through contracting with specialists or through
internally led efforts, sometimes in collaboration with the host country government. In terms of
reporting on the MDGs, Japanese leadership in both Vietham and Tanzania see the logical source of
thisinformation at the level of the country PRSP. In both countries, Japan has attempted to support the
enhancement of PRSP capacity to measure the impact of donor programmes in this area. At the same
time, monitoring and evaluation are till fragmented dong instrumental and organisationa lines and lack a
comprehensive overview for the entire country programme. As the decentralisation thinking evolves, thisis
an aspect that warrants review and rethinking by Tokyo.

One area Japan could also develop is a system to assess performance of multilateral organisations

in the field, synthesise the information systematically, and reflect them in Japan’ s position in the board
meetings of the respective multilateral organisations. Some Japanese embassies such as that of
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Tanzania currently reports activities of multilaterals to Tokyo, but not to the degree of active
performance assessment. In contrast, since the 1980s the US has established a world-wide “Early
Warning System” that shares World Bank project proposals in advance of its review by the Bank’s
board. The proposds are emailed to the appropriate United States Agency for Internationa
Development (USAID) mission which then co-ordinates with other relevant speciaists in the country
before returning field observations and suggestions to the US Executive Director’s office via USAID
headquarters. As one of the largest contributors to many organisations, Japan could also become more
actively involved in shaping the policies and good governance of multilateral organisations through an
enhanced feedback mechanism from the field. To this end, sufficient integration of the multilateral and
bilateral efforts is necessary to create a more systematic learning process and to ensure that Japan's
positions are consistent with each other.

Harmonisation and aid effectiveness viewed from thefield

Japanese ODA |eadership supports the objectives outlined in the 2003 DAC report “Harmonising
Donor Practices for Effective Aid Delivery”. Japan explicitly bases its rationale for pursuing a policy
of harmonisation as being supportive of the objective of enhancing the effectiveness of its aid. It
actively participated in OECD/DAC harmonisation discussions® and subsequently co-sponsored a
regional workshop on the topic in Hanoi before carrying the messages of harmonisation to the 2003
High-level Forum in Rome. The specific focus of Japanese policy is on the harmonisation of
procedures of aid delivery. Japan has explicitly stated its view that the debate over harmonisation of
aid modalities is contrary to the spirit of using flexibility in dealing with the field redities of
individual countries, although it is not necessarily against such a concept if it makes sense in certain
circumstances. Japan is encouraged to continue working with other donors on the debate on
harmoni sation.

Japan uses the DAC system of classifying harmonisation efforts into three separate themes. First,
in working between donors and partner governments, Japan emphasises the fundamental
importance of ensuring partner country ownership and leadership. For Japan, this requires both the
alignment of donor activities with partner-owned development plans (e.g. PRSP) and an investment in
the building of loca capacity. Japan specificaly cites its experience on loan procedures in Vietnam
(see Box 12) as an example of harmonisation. Secondly, in working between donor agencies, Japanis
conscious of the need to reduce the heavy transaction costs exacted by complex donor requirements
and wishes to harmonise procedures in collaboration with other donors so as to reduce these costs on a
progressive and pragmatic basis, starting in the areas where margina benefits are greatest. Japan has
also stated itsinterest in each donor sharing country or sector analysis with others and, in this sense, is
promoting information sharing through its participation in the Country Anaytica Work website
launched by the World Bank. In Vietnam, Japan is working in partnership with the United Kingdom to
prepare a workshop on Aid Effectiveness. Thirdly, in working within individual donor systems,
Japan has dtated its determination to review its own aid procedures and systems to promote their
further improvement and rationalisation.

50. Japan contributed to the Task Force on Donor Practices by funding a highly appreciated needs
assessment of partner countries efforts at harmonisation. Japan aso holds the Vice Chairmanship of
the DAC Working Party on Aid Effectiveness and Donor Practices.
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Box 12. Loan harmonisation in Vietnam: the “Five Development Banks”

In Vietnam, three development banks (ADB, JBIC, World Bank), agreed at a May 2002 mid-year Consultative
Group meeting to undertake an effort to harmonise their procedures and practices in the areas of procurement, financial
management, environmental safeguards, portfolio management and economic-social work. Their joint effort has begun
to bear results over the first year and is considered by some as being among the leading examples of donor
harmonisation in the world. A Joint Portfolio Performance Review held with the Viethamese government in May 2003
noted initial gains since the 2002 agreement, including progress toward objectives and an improvement in the rate of
disbursement by over 10%. In light of this progress, two more bilateral development banks, those of France and
Germany, have joined the effort, which now cumulatively represents over 70% of all concessional lending in Vietnam.

One of the early lessons learned by the Group was to focus on a few key tasks rather than to attempt to
resolve all issues simultaneously. In support of this logic, the Group is now focused on the two themes of
(i) procurement and disbursement planning and, (ii) reporting systems, for which a mutually acceptable action
plan and common format are now being drafted. The Group soon hopes to invite greater integration of the
Vietnamese Government procedures into this harmonisation process.

In addition to the pilot work of the “Five Development Banks' group in Vietnam by JBIC, JICA
has participated on alocal task force on harmonisation. JBIC has also initiated a pilot programme with
the ADB in Indonesia which seeks to standardise documentation in procurement, financial
management and environment, and is attempting similar initiatives in the Philippines and Jamaica. At
the same time, the Japanese approach to tying ODA grants has been a challenge in the harmonisation
effort (see Box 13). The DAC encourages Japan to re-examine the necessity of this type of procedure.

Box 13. The special issue of Japanese contractors and the untying of grant aid

Operational grants are tied to Japanese primary contractors. However, the contractors are subsequently
under no legal obligation subsequently to procure Japanese goods, services or works. Therefore, MOFA considers
the grants to be untied and reports them as such to the DAC. According to MOFA, grants are tied to Japanese
primary contractors to ensure that the requirements of the Japanese budget process are being respected. The
Japanese budget system has little flexibility to carry over funds from one fiscal year to the next and, it is asserted,
only Japanese companies can ensure the procurement of project-related goods, services and works before the
end of the fiscal year. Japan believes that this required use of Japanese primary contractors ensures a greater
attention to the quality and durability of its investments.

This requirement raises a number of questions at the level of the DAC. First, it is interesting to note the
different approach for ODA loans. Here, when the primary contractor is tied to Japanese companies, such as for
the Special Yen Loans after the Asian crisis, the loan is reported as tied, regardless of whether procurement for
separate projects was untied. Second, the systematic use of Japanese contractors for grants raises questions
concerning Japan’s commitment to the principles of country ownership, partnership, and harmonisation of donor
procedures. Although the partner government is invited to Tokyo to participate in choosing the Japanese primary
contractor, and is consulted on the specifications for the procurement of goods and services, it is nevertheless also
true that the partner government does not carry the main responsibility for procurement. Similarly, if the use of
Japanese contractors relates to Japanese internal requirements, it should be possible to re-examine this approach
in the spirit of better aligning donor procedures to partner country systems. Finally, the DAC notes that tying of
operational grants to Japanese primary contractors is also applied for grants to the LDCs. This clearly implies that
the 2001 DAC Recommendation on Untying ODA to the LDCs has had little practical effect on Japan’s
procurement system for LDC grants.
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Future considerations

e Japan should replicate the Vietnam and Tanzania decentralisation experiences elsewhere,
particularly concerning the creation of an ODA Task Force and the emphasis on
co-ordination, harmonisation and sector |eadership.

e Japan should continue its growing involvement in the current donor discussions on budget
support, contributing its recent experiencein Tanzania.

* An enhanced feedback mechanism from the field on assessing multilateral performance
should be developed.

e Japan should work with the DAC on identifying concrete measures to untie progressively the
use of grant funds for primary contractors, in the spirit of the Recommendation on Untying
ODA to the least-devel oped countries.
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ANNEX |

THE 1999 DAC PEER REVIEW AND JAPAN ACHIEVEMENTS

Key issues

Concerns expressed in 1999

Progress achieved

Volume of aid

Japan should maintain and increase its
ODA volume.

Due largely to the weak Japanese national
budget, net ODA volume dropped sharply in
2001 and continued to drop in 2002-2003.

ODA administration

ODA administration should be
strengthened, including staffing, increasing
the roles of implementing agencies,
decentralisation of field offices, improved
aid co-ordination, and enhancement of
NGO involvement.

Some reforms are underway, including: a
stronger role for MOFA to co-ordinate the
ODA institutions; a more independent
operational status for JICA; greater support
for NGOs; pilot efforts to decentralise to the
field level.

Strategic framework

A new medium-term policy statement for
ODA will provide a basis for the re-
orientation of Japan’s aid policies and
management, in line with the new
International Development Strategy (IDS).
Country assistance strategies should be
prepared in accordance with the IDS and
with participation by recipient countries,
other donors, and NGOs; country strategy
design teams should be sensitised to the
IDS before they go out to the field; and
lessons learned from the seven IDS pilot
countries should be mainstreamed in the
overall ODA programme.

Japan revised its ODA charter in August
2003. Japan has been striving to make
ODA more coherent with IDS objectives.
The new Charter also makes greater use of
Country Assistance Programmes (CAP) and
a formal medium-term policy statement.
CAPs have been prepared for 15 countries
and have involved participation of civil
society.

Effect of
organisational reform

It will be important for the integrity of ODA
to be preserved within the OECF/JEXIM
merger, particularly through separate
policies and accounts.

JBIC uses an administrative “firewall” to
separate the two functions.

Lessons learned
from Asian crisis

There needs to be an analysis of the
domestic roots and the implications of the
Asian crisis, including the sustainability of
“economic take-off’, “self-help efforts”,
governance and corruption, and
institutional and human capacity
development.

Japan has yet to officially elaborate on the
findings.

Mainstreaming of
cross-cutting issues

Cross-cutting issues such as poverty,
gender and governance should be
mainstreamed, with clear definitions for
“basic human needs”, “the poor”, “poverty”,
and “poverty reduction”.

Japan still lacks a mechanism that cuts
across institutional boundaries to deal with
cross-cutting issues. Approaches to these
issues currently vary significantly from one
ODA institution to another.

Effectiveness,
sustainability, and
policy dialogue

Projects should be designed, monitored,
and evaluated with a view towards cost-
effectiveness, sustainability, technological
appropriateness, and  socio-economic
outcome/impact. Policy dialogue should be
given more emphasis.

Project processes have not changed
significantly. Reduction of cost is a major
factor in the current environment of budget
restraint. Sustainability is  primarily
addressed as a question of policy, and
includes greater interest in ownership,
CAPs and decentralisation of Japanese
institutions to the field. Policy dialogue is
being given additional emphasis.
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Policy coherence

Coherence between development co-
operation and other economic policies of
Japan affecting trade and investment vis-
a-vis developing countries needs to be
systematically promoted.

Japan does not have an explicit statement
on policy coherence for development. It also
lacks an analytical capability to identify, and
propose  solutions  for, issues  of
incoherence.

Untying of aid

Japan is encouraged to further promote
untying of its ODA, particularly to least
developed countries, bearing in mind also
the DAC’s work in this area.

Japanese grants for LDCs are not yet fully
untied.
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ANNEX I1

JAPAN'SOFFICIAL DEVELOPMENT ASSISTANCE CHARTER

August 29, 2003
Government of Japan
Ministry of Foreign Affairs
Economic Co-operation Bureau

(Unofficia tranglation)
Revision of Japan's Official Development Assistance Charter

Japan's Official Development Assistance (ODA) Charter, approved by the Cabinet in 1992, has been
the foundation of Japan's aid policy for more than 10 years. The world has changed dramatically since
the Charter was first approved, and today there is an urgent need for the internationa community,
including Japan, to address new devel opment challenges such as peace-building. Faced with these new
challenges, many developed countries are strengthening their ODA policy, to deal with the serious
problems that developing countries face. At the same time, not only governments and international
organisations, but many other stakeholders are also assisting developing countries. All stakeholders
engaged in development assistance are strengthening their mutual collaboration.

In line with the spirit of the Japanese Constitution, Japan will vigorously address these new challenges
to fulfil its responsibilities commensurate with its national strength and its standing in the international
community. In thisregard, it isimportant to have public support for ODA. It is essentia to effectively
implement ODA, fully taking into account the domestic economic and fiscal situation as well as the
views of the Japanese people.

Against this background, the Government of Japan has revised the ODA Charter, with the aim of
enhancing the strategic value, flexibility, transparency, and efficiency of ODA. The revision aso has
the aim of encouraging wide public participation and of deepening the understanding of Japan's ODA
policies both within Japan and abroad.
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Japan's Official Development Assistance Charter
I. Philosophy: Objectives, Palicies, and Priorities
1. Objectives

The objectives of Japan's ODA are to contribute to the peace and development of the international
community, and thereby to help ensure Japan's own security and prosperity.

Taking advantage of Japan's experience as the first nation in Asia to become a developed country,
Japan has utilized its ODA to actively support economic and social infrastructure development, human
resource development, and institution building. Consequently, Japan has significantly contributed to
the economic and socia development of developing countries, especialy in East Asia.

Amid the post-Cold War advancement of globalization, the international community presently finds
itself in anew environment, grappling with amultiplicity of problems such as the gap between therich
and the poor; ethnic and religious conflicts; armed conflicts; terrorism; suppression of freedom, human
rights, and democracy; environmental problems; infectious diseases; and gender issues.

In particular, humanitarian problems, such as extreme poverty, famine, refugee crises, and natural
disasters, as well as global issues such as those related to the environment and water, are important
issues that need to be addressed in order for the international community as a whole to achieve
sustainable development. These problems are cross border issues that present a grave threat to each
and every human being.

Furthermore, conflicts and terrorism are occurring more frequently and they are becoming even more
serious issues. Preventing conflicts and terrorism, and efforts to build peace, as well as efforts to foster
democratization, and to protect human rights and the dignity of individuals have become major issues
inherent to the stability and development of the international community.

Japan, as one of the world's leading nations, is determined to make best use of ODA to take the
initiative in addressing these issues. Such efforts will in turn benefit Japan itself in a number of ways,
including by promoting friendly relations and people-to-people exchanges with other countries, and by
strengthening Japan's standing in the international arena.

In addition, as nations deepen their interdependence, Japan, which enjoys the benefits of international
trade and is heavily dependent on the outside world for resources, energy and food, will proactively
contribute to the stability and development of developing countries through its ODA. This correlates
closely with assuring Japan's security and prosperity and promoting the welfare of its people. In
particular, it is essential that Japan make efforts to enhance economic partnership and vitalize
exchange with other Asian countries with which it has particularly close relations.

Japan aspires for world peace. Actively promoting the aforementioned efforts with ODA, and
manifesting this posture both at home and abroad is the most suitable policy for gaining sympathy and
support from the international community for Japan’s position. Therefore, Japan’s ODA will continue
to play an important role in the years to come.
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2. Basic Policies

In order to achieve the objectives outlined above, Japan will carry out ODA even more strategically, in
accordance with the following basic policies.

(1) Supporting self-help efforts of developing countries

The most important philosophy of Japan's ODA is to support the self-help efforts of developing
countries based on good governance, by extending cooperation for their human resource devel opment,
institution building including development of legal systems, and economic and social infrastructure
building, which constitute the basis for these countries' development. Accordingly, Japan respects the
ownership by developing countries, and places priorities on their own devel opment strategies.

In carrying out the above policy, Japan will give priority to assisting developing countries that make
active efforts to pursue peace, democratization, and the protection of human rights, as well as
structura reform in the economic and socia spheres.

(2) Perspective of “Human Security”

In order to address direct threats to individuals such as conflicts, disasters, infectious diseases, it is
important not only to consider the global, regional, and national perspectives, but also to consider the
perspective of human security, which focuses on individuals. Accordingly, Japan will implement ODA
to strengthen the capacity of local communities through human resource development. To ensure that
human dignity is maintained at al stages, from the conflict stage to the reconstruction and
devel opment stages, Japan will extend assistance for the protection and empowerment of individuals.

(3) Assurance of fairness

In formulating and implementing assistance policies, Japan will take steps to assure fairness. This
should be achieved by giving consideration to the condition of the socially vulnerable, and the gap
between the rich and the poor as well as the gap among various regions in developing countries.
Furthermore, great attention will be paid with respect to factors such as environmental and socia
impact on developing countries of the implementation of ODA.

In particular, the perspective of gender equality is important. Japan will make further efforts to
improve the status of women, giving full consideration to the active participation of women in
development, and to ensuring that women reap benefits from devel opment.

(4) Utilization of Japan's experience and expertise

Japan will utilize its own experience in economic and social development as well as in economic
cooperation when assisting the development of developing countries, fully taking into account the
development policies and assistance needs of developing countries. Japan will also utilize its advanced
technologies, expertise, human resource, and institutions.

Implementation of ODA will be coordinated with key Japanese policies to ensure policy coherence,
taking into consideration implications for Japan’s economy and society.
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(5) Partnership and collaboration with the international community

Mainly with the initiative of international organizations, the international community is sharing more
common development goals and strategies and various stakehol ders are increasingly coordinating their
aid activities. Japan will participate in this process, and endeavor to play a leading role. In parallel
with such efforts, Japan will pursue collaboration with United Nations organizations, international
financial ingtitutions, other donor countries, NGOs, private companies, and other entities. In particular,
Japan will enhance collaboration with international organizations that possess expertise and political
neutrality, and will endeavor to ensure that Japan's policies are reflected appropriatdly in the
management of those organizations.

In addition, Japan will actively promote South-South cooperation in partnership with more advanced
developing countries in Asia and other regions. Japan will also strengthen collaboration with regional
cooperation frameworks, and will support region-wide cooperation that encompasses severa
countries.

3. Priority Issues

In accordance with the objectives and basic policies set out above, the following are Japan’s priority
i Ssues.

(1) Poverty reduction

Poverty reduction is a key development goal shared by the international community, and is also
essential for eliminating terrorism and other causes of instability in the world. Therefore, Japan will
give high priorities to providing assistance to such sectors as education, health care and welfare, water
and sanitation and agriculture, and will support human and social development in the developing
countries. At the same time, sustainable economic growth, increase in employment, and improvement
in the quality of life are indispensable for realizing poverty reduction and Japan places importance on
providing assistance for these issues accordingly.

(2) Sustainable growth

In order to invigorate developing countries trade and investment, as well as people-to-people
exchanges, and to support sustainable growth, Japan will place importance on providing assistance for
the development of the socioeconomic infrastructure —a key factor for economic activity, and aso for
policy-making, the devel opment of institutions, and human resource development. Thiswill include (i)
cooperation in the field of trade and investment including the appropriate protection of intellectual
property rights and standardization, (ii) cooperation in the field of information and communications
technology (ICT), (iii) the acceptance of exchange students, and (iv) cooperation for research.

In addition, Japan will endeavor to ensure that its ODA, and its trade and investment, which exert a
substantial influence on the development of recipient countries, are carried out in close coordination,
so that they have the overal effect of promoting growth in developing countries. To that end, Japan
will make efforts to enhance coordination between Japan's ODA and other official flows such as trade
insurance and import and export finance. At the same time, private-sector economic cooperation will
be promoted, making full use of private-sector vitality and funds.
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(3) Addressing global issues

As for global issues such as global warming and other environmenta problems, infectious diseases,
population, food, energy, natural disasters, terrorism, drugs, and international organized crime, further
efforts must be given immediately and in a coordinated manner by the international community. Japan
will address these issues through ODA and will play an active role in the creation of international
norms.

(4) Peace-building

In order to prevent conflicts from arising in developing regions, it is important to comprehensively
address various factors that cause conflicts. As part of such undertakings, Japan will carry out ODA to
achieve poverty reduction and the correction of disparities, as referred to above. In addition to
assistance for preventing conflicts and emergency humanitarian assistance in conflict situations, Japan
will extend bilateral and multilateral assistance flexibly and continuously for peace-building in
accordance with the changing situation, ranging from assistance to expedite the ending of conflicts to
assistance for the consolidation of peace and nation-building in post-conflict situations.

For example, ODA will be used for: assistance to facilitate the peace processes; humanitarian and
rehabilitation assistance, such as assistance for displaced persons and for the restoration of basic
infrastructure; assistance for assuring domestic stability and security, including disarmament,
demobilization, and reintegration of ex-combatants (DDR), and the collection and disposa of
weapons, including demining; and assistance for reconstruction, including socia and economic
devel opment and the enhancement of the administrative capabilities of governments.

4. Priority Regions

In light of the objectives stated above, Asia, a region with close relationship to Japan and which can
have a major impact on Japan's stability and prosperity, is a priority region for Japan. However, Japan
will strategically prioritize assistance to Asian countries, fully taking into account the diversity of the
Asian countries’ socioeconomic conditions and changes in their respective assistance needs. In
particular, the East Asian region which includes ASEAN is expanding and deepening economic
interdependency and has been making efforts to enhance its regional competitiveness by maintaining
economic growth and strengthening integration in recent years. ODA will be utilized to forge stronger
relations with this region and to rectify disparities in the region, fully considering such factors as the
strengthening of economic partnership with East Asian countries.

Also, Japan will give due consideration to the large population of impoverished people in South Asia.
With respect to Central Asia and the Caucasus region, assistance will be provided to promote
democratization and transition to market economies.

Japan will prioritize its assistance for other regions on the basis of the objectives, basic policies, and
priority issues set out in this Charter, giving consideration to the needs for assistance and the state of
development in each region.

Africa has a large number of least developed countries, and is affected by conflicts and serious

development issues, amid which self-help efforts are being stepped up. Japan will provide assistance
for these efforts.
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The Middle East is an important region for energy supply and for the peace and stability of the
international community, but it has destabilizing factors including the situation of Middle East peace
process. Japan will provide assistance towards social stability and the consolidation of peace.

Latin Americaincludes countriesthat are relatively well developed, but also island nations with fragile
economies. Taking into consideration the disparities arising within the region as well as within
countries, Japan will extend the necessary cooperation.

With respect to Oceania, assistance will be provided, as there are numerous vulnerable island nations.
I. Principle of ODA Implementation

In line with the philosophy set out above, Japan’s ODA will be provided by comprehensively taking
into account developing countries need for assistance, socio-economic conditions, and Japan's
bilateral relations with the recipient country, and ODA will be provided in accordance with the
principles of the United Nations (especially sovereign equality and non-intervention in domestic
meatters) as well asthe following points:

(1) Environmental conservation and development should be pursued in tandem.

(2) Any use of ODA for military purposes or for aggravation of international conflicts should be
avoided.

(3) Full attention should be paid to trends in recipient countries military expenditures, their
development and production of weapons of mass destruction and missiles, their export and import of
arms, etc., so as to maintain and strengthen international peace and stability, including the prevention
of terrorism and the proliferation of weapons of mass destruction, and from the viewpoint that
developing countries should place appropriate priorities in the alocation of their resources on their
own economic and socia development.

(4) Full attention should be paid to efforts for promoting democratization and the introduction of a
market-oriented economy, and the situation regarding the protection of basic human rights and
freedoms in the recipient country.

I11. Formulation and | mplementation of ODA Policy
1. System of Formulation and Implementation of ODA Policy
(1) Coherent formulation of ODA policy

In order to ensure that the government in its entirety implements ODA efficiently and effectively in a
unified and coherent manner pursuant to this Charter, medium-term ODA policies and country
assistance programs will be formulated, taking into account the partnership and collaboration with the
international community referred to in the Basic Policies and ODA policies will be formulated and
implemented in accordance with them. Country assistance programs will be drawn up for maor
recipient countries, and will set out explicitly the points to which priority is to be given, based on
Japan’s aid policy, and reflecting the recipient countries' true assistance needs.

In accordance with these medium-term ODA policies and country assistance programs, various

methods of assistance—financial cooperation in the form of loans and grants, and technical
cooperation—will be linked together effectively so as to take full advantage of the characteristics of
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each method. At the same time, Japan will be mindful of the baance between hardware type
cooperation such as construction and provision of equipment, and software type cooperation such as
technical cooperation and institution building. Each method will be reviewed appropriately.

(2) Collaboration among related government ministries and agencies

In order to ensure that the government as a whole formulates and implements policies in a unified and
coherent manner, under the auspices of the Council of Overseas Economic Cooperation-Related
Ministers, the Ministry of Foreign Affairs will play the central coordinating role in strengthening
broad collaboration between the ODA-related government ministries and agencies, including by
means of personnel exchanges and by utilizing the expertise of those related ministries and agencies.
For this purpose, the government ministries and agencies will actively use consultation fora such as
the Inter-Ministerial Meeting on ODA.

(3) Collaboration between government and implementing agencies

While making clear the roles of the government and the implementing agencies (the Japan
International Cooperation Agency* and the Japan Bank for International Cooperation) and the
apportionment of responsibilities among them, collaboration will be strengthened, including by means
of personnel exchanges to ensure an organic linkage between the government and the implementing
agencies. In addition, implementing agencies will strengthen their mutua collaboration.

(4) Strengthening of policy consultation

In formulating and implementing assistance policies, it is essential to fully grasp the development
policies and assistance needs of developing countries by engaging actively in policy consultation
before requests are made by developing countries. At the same time, Japan will set out its assistance
policies to the developing countries through dialogue, and the development policies of developing
countries and Japan's assistance policy will be reconciled in order to maximize the effect of Japan's
aid within those developing countries' development strategies. Furthermore, Japan will support efforts
by developing countries to improve their policies and systems, including the ability to formulate and
implement assistance projects. Japan will also take into consideration whether such efforts by the
developing countries are sufficient in the formulation and implementation of ODA.

(5) Strengthening of the functions of field missions in the policy-making process and in
implementation

The functions of field missions (primarily overseas diplomatic missions and offices of implementing
agencies) will be strengthened, so that they will be able to play a leading role in the policy-making
process and in implementation. In particular, steps will be taken to develop a framework for
strengthening the system, including through the use of outside personnel. Japan will aso make efforts
to make comprehensive and accurate assessments of developing countries' development policies and
assistance needs, primarily at the local level. Japan will comprehensively identify local socioeconomic
conditions and other aspects through local interested parties.

(6) Collaboration with aid-related entities
Collaboration with Japanese NGOs, universities, local governments, economic organizations, labor

organizations, and other related stakeholders will be strengthened to facilitate their participation in
ODA and to utilize their technologies and expertise. Japan will also seek to collaborate with similar
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entities overseas, particularly in developing countries. In addition, in the implementation of ODA,
appropriate use will be made of the technologies and expertise of Japanese private companies.

2. Increasing public participation
(1) Broad participation by Japanese citizens from all walks of life

The government will take measures to foster participation in assistance activities by Japanese citizens
from all waks of life, and to promote these citizens' interaction with developing countries. Such
measures will include providing sufficient information, listening to public opinion, soliciting proposals
for ODA activities, and extending cooperation to volunteer activities.

(2) Human resource development and development research

The government will make efforts to foster aid personnel with the necessary expertise and to increase
the opportunities for aid personnel to be active both within Japan and overseas. In parald with these
efforts, high-quality personnel, such as persons with considerable overseas experience and extensive
knowledge, will be widely sought and be encouraged to participate in ODA activities.

In addition, the government will encourage regiona studies relating to developing countries and
research on development policy, to promote accumulation of Japan's intellectual assets in the
development sphere.

(3) Development education

Development education is important for promoting public understanding with respect to international
cooperation including ODA, and for fostering people that will be engaged in international cooperation
in the future. In this perspective, the government will take measures in schools and on other occasions
to carry out more widespread education on development issues, such as the problems that face
developing countries, relations between Japan and developing countries and the role that devel opment
assistance should play. Necessary educational materials will be distributed and teachers will be
trained.

(4) Information disclosure and public relations

It isimportant for information on ODA poalicy, implementation, and evaluation to be disclosed widely
and promptly to ensure the sufficient transparency, and for it to be publicized actively. Therefore, the
government will use a variety of means to provide information in easy-to-understand formats, and to
create opportunities for Japanese citizens to come into contact with ODA activities that Japan is
undertaking.

In addition, the government will make enhanced efforts to disseminate information regarding Japan's
ODA to developing countries as well as other donors.

3. Matters Essential to Effective I mplementation
(1) Enhancement of evaluation
The government will carry out consecutive evaluations at all stages, i.e. ex-ante, mid-term, and ex-

post, and evaluations at each level, i.e. policy, program, and project. Furthermore, in order to measure,
analyze and objectively evaluate the outcome of ODA, third-party evaluations conducted by experts
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will be enhanced while the government undertakes policy evaluations. The evaluation results will be
reflected in subsequent ODA policy-making and efficient and effective implementation.

(2) Ensuring appropriate procedures

The government will adopt procedures to ensure that full consideration is given to the environmental
and socia impact of implementation of ODA. The government will make efforts to conduct
appropriate and efficient procurement with regard to quality and price. At the same time, while
ensuring these aspects, the procedures will be ssimplified and accel erated.

(3) Prevention of fraud and corruption

The government will implement appropriate measures to ensure the transparency of the activity-
selection and implementation process, and to prevent fraud, corruption, and improper diversion of aid.
In addition, the government will make efforts to assure the appropriate use of funds by enhancing
auditing, including through the introduction of external audits.

(4) Ensuring the safety of ODA personnel

Safeguarding the lives and personal safety of ODA personnel is a prerequisite for the implementation
of ODA. The government will fully obtain security related information and will take appropriate
measures.

V. Reporting on the Status of Implementation of the Official Development Assistance Charter
The government will report the status of the implementation of the Official Development Assistance

Charter in the "White Paper on Official Development Assistance (ODA)," which is reported annually
to the Cabinet.

* On October 1, 2003, the Japan International Cooperation Agency is due to be reorganized as an
independent administrative institution, changing its status from that of a special public institution.

August 29, 2003

74 © OECD 2004



ANNEX I11

OECD/DAC STANDARD SUITE OF TABLES

Table llI-1. Total Financial flows

USD million at current prices and exchange rates

Peer Review of Japan

Net disbursements

Japan 1986-87 1991-92 1998 1999 2000 2001 2002
Total official flows 5222 14149 23451 23260 8 746 8426 4278
Officia development assistance 6 488 11 052 10640 12163 13508 9847 9283
Bilatera 4490 8622 8553 10476 9768 7458 6 692
Multilateral 1998 2429 2087 1687 3740 2389 2591
Official aid n.a 174 132 67 -54 84 99
Bilateral 96 94 27 -93 25 56
Multilateral 78 39 40 39 59 43|
Other official flows -1 266 2924 12678 11030 -4 708 -1505 -5104
Bilateral -1143 2 365 10 602 9799 -4 456 -1524 -2592
Multilateral - 123 558 2076 1231 - 252 19 -2512
Grantsby NGOs 87 179 203 261 231 235 157
Private flows at market terms 11073 6128 50 -3279 6229 8549 8123
Bilateral: of which 9483 7995 4629 835 6 281 8904 8380
Direct investment 4009 3684 11628 7902 6206 12145 12544
Export credits 640 - 226 -3946  -2305 - 356 783 =737
Multilateral 1589 -1867 -4 579 -4114 -52 - 355 - 257
Total flows 16 381 20 457 23703 20242 15206 17210 12558
for reference:
ODA (at constant 2001 $ million) 8614 11 339 10900 11011 11797 9847 9732
ODA (asa % of GNI) 0.30 0.31 0.27 0.27 0.28 0.23 0.23
Total flows (asa % of GNI) (a) 0.75 057 0.45 0.39 0.23 0.34 0.18
a. To countrieseligible for ODA.
ODA net disbursements
At constant 2001 prices and exchangerates and as a share of GNI
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Table 11I-2. ODA by main categories

Disbursements

Japan Constant 2001 USD million Per cent share of gross disbursements
Total DAC
1998 1999 2000 2001 2002 1998 1999 2000 2001 2002 2001%
GrossBilateral ODA 11359 12180 10969 10236 10105 84 89 77 81 79 70
Grants 5020 4957 4959 4742 4584 37 36 35 38 36 57
Project and programme aid 1576 1597 1296 1281 1328 12 12 9 10 10 13
Technical co-operation 1863 1934 2122 1942 1899 14 14 15 15 15 23
Developmental food aid 58 38 37 54 43 0 0 0 0 0 2
Emergency and distress relief 127 164 74 30 38 1 1 1 0 0 6
Action relating to debt 391 245 361 446 274 3 2 3 4 2 4
Administrative costs 673 694 814 715 734 5 5 6 6 6 5
Other grants 332 286 254 274 267 2 2 2 2 2 4
Non-grant bilateral ODA 6339 7223 6010 5494 5521| 47 53 12 14 43 13
New development lending 6339 7223 6010 5494 5274 47 53 42 44 41 12
Debt rescheduling - - - - 247 - - - - 2 1
Acquisition of equity and other - - - - - - - - - - 0
Gross Multilateral ODA 2138 1527 3266 2389 2716 16 11 23 19 21 30
UN agencies 643 659 1139 844 843 5 5 8 7 7 9
EC - - - - - - - - - - 8
World Bank group 827 146 1007 871 1178 6 1 7 7 9 7
Regional development banks (&) 483 478 778 428 412 4 3 5 3 3 3
Other multilateral 185 244 342 246 283 1 2 2 2 2 3
Total gross ODA 13497 13707 14236 12625 12821] 100 100 100 100 100 100
Repayments and debt cancellation -2597 -2696 -2438 -2778 -3089 Contributionsto UN Agencies
Total net ODA 10900 11011 11797 9847 9732 (2001-02 Aver age)
For reference:
ODA to and channelled through NGOs 320 295 251 272 248 U1N4II?A)P
Associated financing (b) - - - - - Other UN
a Excluding EBRD. 3% UNHCR
b. ODA grantsand loansin associated financing packages. 10%
. . UNICEF
ODA flowsto multilateral agencies, 2001 %
T WHO
7% WFP
WIPO %
<
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Source: OECD
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Table 11I-3. Bilateral ODA allocable by region and income group

Gross disbursements

Japan Constant 2001 USD million Per cent share Total DAC
1998 1999 2000 2001 2002 1998 1999 2000 2001 2002 2001%
Africa 1249 1226 1221 1250 930 12 11 13 14 10 33
Sub-Saharan Africa 1056 982 936 930 722 10 9 10 10 8 26
North Africa 193 244 285 320 208 2 2 3 4 2 7
Asa 7543 8142 6 560 6382 6 652 74 74 69 70 74 39
South and Central Asia 2331 1793 1788 2061 2300 23 16 19 23 26 17
Far East 5212 6349 4772 4321 4352 51 58 50 48 48 22
America 821 960 966 971 949 8 9 10 11 11 15
North and Central America 303 344 356 383 380 3 3 4 4 4 7
South America 518 616 610 588 568 5 6 6 6 6 8
Middle East 333 407 367 248 197 3 4 4 3 2 4
Oceania 153 134 136 126 120 1 1 1 1 1 2
Europe 117 129 257 99 133 1 1 3 1 1 6
Total bilateral allocable by country 10215 10999 9507 9075 8981 100 100 100 100 100 100
L east developed 1463 1269 1372 1438 1354 14 12 14 16 15 26
Other low-income 4996 5652 4245 4086 4228 49 51 45 45 a7 33
L ower middle-income 2987 3373 3183 3043 2758 29 31 33 34 31 35
Upper middle-income 669 607 708 508 641 7 6 7 6 7 5
High-income 1 1 1 1 0 0 0 0 0 0 0
M or e advanced developing countries 99 98 - - - 1 1 - - - -
For reference:
Total bilateral 11359 12180 10969 10236 10105 100 100 100 100 100 100
of which: Unallocated 1144 1181 1462 1161 1124 10 10 13 11 11 23
Allocable gross bilateral ODA flows Allocable gross bilateral ODA flows
by region by income group
O Other M Other
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Table llI-5. Bilateral ODA by major purposes

at current prices and exchange rates
Commitments, two-year averages

Japan 1991-92 1996-97 2001-02 2001
USD million Per cent |USD million Per cent [USD million Per cent Total DAC
per cent
Social infrastructure & services 1953 16 3238 22 2097 21 33
Education 778 6 880 6 861 8 9
of which: basic education - - 91 1 91 1 2
Health 205 2 383 3 303 3 4
of which: basic health - - 142 1 94 1 3
Population programmes 9 0 26 0 14 0 3
Water supply & sanitation 490 4 1666 11 501 5 5
Government & civil society 117 1 99 1 218 2 7
Other social infrastructure & services 355 3 185 1 200 2 6
Economic infrastructure & services 4653 39 6 648 45 3734 37 15
Transport & storage 1970 16 3573 24 2460 24 9
Communications 577 5 346 2 69 1 1
Energy 1551 13 2573 17 1146 11 4
Banking & financial services 495 4 60 0 38 0 1
Business & other services 60 0 97 1 21 0 1
Production sectors 2236 19 2581 18 1381 14 9
Agriculture, forestry & fishing 1414 12 2012 14 1164 11 7
Industry, mining & construction 787 7 536 4 194 2 1
Trade & tourism 35 0 33 0 22 0 1
Other - - - - 0 0 0
M ultisector 127 1 643 4 553 5 7
Commodity and programme aid 1986 16 178 1 43 0 7
Action relating to debt 538 4 668 5 1291 13 10
Emergency assistance 111 1 72 0 84 1 7
Administrative costs of donors 411 3 693 5 709 7 7
Coresupport to NGOs 24 0 17 0 268 3 4
Total bilateral allocable 12038 100 14738 100 10159 100 100
For reference:
Total bilateral 12413 82 15550 90 10 476 84 70
of which: Unallocated 375 2 812 5 316 3 3
Total multilateral 2776 18 1792 10 1973 16 30
Total ODA 15189 100 17 342 100 12 449 100 100

Allocable bilateral ODA commitments by major purposes, 2001-02
%

Social infrastructure & services 33

Economic infrastructure & services — 15 | 37
Production sectors —9—‘ =
M ultisector 27 0 Japan
E Total DAC
Commodity and programme aid “
. . 13
Action relating to debt ;l
q 1
Emer gency assistance 7

|

Source: OECD
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Denmark
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France
Finland
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United Kingdom
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Germany
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Total DAC

0.00
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United States |

Figure llI-1. Net ODA from DAC countries in 2002

Per cent of GNI
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ANNEX IV
ORGANIGRAMMES

Organigramme IV.1. Ministry of Foreign Affairs (MOFA)
— Ministers’ Secretariat

— Foreign Policy Bureau

| Multilateral Co-operation Department

L Asian and Oceanian Affairs Bureau

—North American Affairs Bureau

- — — Latin American and Caribbean Affairs Bureau
Office of the Minister

of Foreign Affairs

82

— European Affairs Bureau
— Middle Eastern and African Affairs Bureau

I Economic Affairs Bureau

— Economic Co-operation Bureau

Designates major .
responsibility for |__Treaties Bureau
development co-operation

— Intelligence and Analysis Bureau
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Organigramme IV.2. JICA Organisation Chart

Auditor

Peer Review of Japan

—1_Office of the President

—|_Office of Auditors

| [ Office of Management Audit

—{_General Affairs Dept.

+— Personnel Dept.

—{ Finance and Accounting Dept.

—1 Planning and Evaluation Dept.

Senior

—{_Procurement Dept.

flesicent Vi(_:e— —{_Domestic Partnership and Training Dept. ]
President

I Human Resources Assignment Dept. ]

Vice- ] Regional Dept. | (S.E. Asia and Indo-China) ]
President

—{ Regional I (East, S.W. Central Asia, the Caucasus & Oceania]

—1 Regional Dept. Il (Latin America & the Caribbean)

l

—{ Regional Dept. IV (Africa, Middle East & Europe)

l

—{ Social Development Study Dept.

l

—( Social Development Co-operation Dept.

—{ Medical Co-operation Dept.

—{ Secretariat of Japan Disaster Relief Team

—{ Agriculture, Forestry & Fisheries Dev't Study Dept.

—Agricultural Development Co-operation Dept.

—1{ Forestry & Natural Environment Dept.

+—{ Mining & Industrial Development Study Dept.

+—{ Mining & Industrial Development Co-operation Dept.

—{ Grant Aid Management Dept.

—{ Secretariat of Japan Overseas Co-operation Volunteers

—{ Domestic Offices (19)
i

[ Institute for International Co-operation

— Overseas Offices (56)
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ANNEX V

INSTITUTIONAL DISTRIBUTION OF ODA FUNDING

This chart was built upon OECD estimates of the ingtitutional responsihility for Japanese ODA flows
in 2002. It includes al official development assistance, whether from the national budget or el sewhere.

METI other
3% ministries
5%
Sources MOFA 33% MOF 59%
Budget MOFA  [(JICA|UN IFI JBIC FILP* 35%
Distribution grant & 10%| 5% 11% Yen
others programe
19% 12%
| |
! \
Others N/ METI _°the_r
1% 30, Ministries
0 JBIC 0 5%
47%

* The Fiscal Investment and Loan Programme (FILP), is a large, government-wide system to collect funds
through government financial institutions (most notably postal savings) to finance public projects undertaken
by government. JBIC also uses FILP to fund its ODA loan operations.

Source: OECD

The chart below has been supplied by the Japanese authorities to show the distribution of the
Genera Account ODA budget.

Operational Budget Account

(MOFA) MOF 59% | (FILP 35%) (Other)

IFI12% | * | JBIC Yen Loan 46%

*MOF & Others 1%

General Account

MOFA 59% MOF 29% NE/T Other Ministries
MOFA Grant & Others JICA UN | IFI | ** | JBIC 24% 8%
33% 19% 7% | 5%

**QOthers 0.2%
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PRESS RELEASE OF THE DAC CHAIR’SREVIEW OF JAPAN

JAPAN STRIVESTO ALIGN POLICIESAND RESOURCESWITH NEW AID VISION

Japan’s net official development assistance (ODA) was USD 9.3 hillion in 2002, making it the
world's second largest donor. Japan was the largest aid donor for amost a decade, from 1992 to
2001, until economic pressures led the government to reduce the size of its ODA. The 2002 level
represented 0.23% of Japan’s Gross National Income, down from 0.31% in 1991-2. At the Monterrey
conference, Japan was one of the few aid donors unable to commit to increaseitslevel of aid.

The OECD Development Assistance Committee (DAC) Peer Review of Japanese development
co-operation noted positive reforms in Japan’s aid strategy and management. Most importantly, Japan
revised its ODA Charter, incorporating new strategic priorities more in tune with current international
and domestic redlities, including poverty reduction, sustainable growth, the need to address globa
issues and peace building. It also made changes to the two leading agencies that implement its aid: the
legal status of the Japan International Cooperation Agency (JICA) changed in 2003 to make this
technical co-operation agency more autonomous and efficient and, in 1999, two former loan agencies
were merged into the Japan Bank for International Cooperation (JBIC). Finaly, the Ministry of
Foreign Affairs is now legally mandated to co-ordinate the diverse and often compartmentalised
implementing institutions of ODA.

The review centered on the implications which implementing the new ODA Charter will have on
Japan’s aid system at headquarters and in the field. Specifically, the discussion addressed questions
relating to fuller integration of crosscutting themes like poverty reduction into Japan's development
strategy. It strongly encouraged Japan to increase its overall aid volume. It noted Japan's efforts to
respond to crises. It urged the government to strengthen public support for sustained ODA and for
achieving the Millennium Development Goals. The Committee encouraged Japan to consider raising
the share of grant assistance in its ODA for low income, highly indebted countries. Other key topics
included the need to improve policy coherence for development across ministries including the issue
of agriculture. It also noted the utility of further streamlining and decentralizing Japan's aid
management along the lines of promising approaches now being tested in Tanzania and Vietnam,
which will require more and higher level staff. In this regard the Committee recognized Japan's
support for co-ordination and harmonisation of donor practicesin developing partner countries.

The review welcomed the stronger Japanese role in shaping the international consensus on
development and the increasing convergence of views on economic growth and poverty reduction.

The DAC Peer Review of Japan’s development co-operation policies and programmes took place
on 12 December 2003. The meeting was led by the DAC Chair Richard Manning and the Japanese
Delegation was headed by Motohide Y oshikawa, Deputy Director General, Economic Co-operation
Bureau, Ministry of Foreign Affairs. The examiners for this Peer Review were the United States and
the European Commission.
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DESCRIPTION OF KEY TERMS

The following brief descriptions of the main development co-operation terms
used in this publication are provided for general background information.

ASSOCIATED FINANCING: The combination of official development assistance, whether
grants or loans, with other official or private funding to form finance packages.

AVERAGE COUNTRY EFFORT: The unweighted average ODA/GNI ratio of DAC members,
i.e. the average of the ratios themselves, not the ratio of total ODA to total GNI (cf. ODA/GNI ratio).

DAC (DEVELOPMENT ASSISTANCE COMMITTEE): The committee of the OECD which
deals with development co-operation matters. A description of its aims and a list of its members are
given at the front of this volume.

DAC LIST OF AID RECIPIENTS: The DAC uses a two-part List of Aid Recipients which it
revises from time to time. Part | of the List comprises developing countries (eligible to receive officia
development assistance). It is presented in the following categories (the word "countries' includes
territories):

LDCs. Least Developed Countries. Group established by the United Nations. To be
classified as an LDC, countries must fal below thresholds established for income, economic
diversification and social development. The DAC List is updated immediately to reflect any
changein the LDC group.

Other LICs: Other Low-Income Countries. Includes al non-LDC countries with per capita
GNP lessthan USD 760 in 1998 (World Bank Atlas basis).

LMICs: Lower Middle-Income Countries, i.e. with GNP per capita (Atlas basis) between
USD 761 and USD 3030 in 1998. LDCs which are also LMICs are only shown as LDCs —
not as LMICs.

UMICs. Upper Middle-Income Countries, i.e. with GNP per capita (Atlas basis) between
USD 3031 and USD 9 360 in 1998.

HICs: High-Income Countries, i.e. with GNP per capita (Atlas basis) more than USD 9 360
in 1998.

Part Il of the List comprises "Countries in Transition"; assistance to these countries is counted
separately as “official aid”. These comprise (i) more advanced Centra and Eastern European
Countries and New Independent States of the former Soviet Union; and (ii) more advanced developing
countries.

DEBT REORGANISATION (OR RESTRUCTURING): Any action officialy agreed between
creditor and debtor that alters the terms previoudy established for repayment. This may include
forgiveness, rescheduling or refinancing.

DIRECT INVESTMENT: Investment made to acquire or add to a lasting interest in an
enterprise in a country on the DAC List of Aid Recipients. In practice it is recorded as the change in
the net worth of a subsidiary in a recipient country to the parent company, as shown in the books of
the latter.
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DISBURSEMENT: The release of funds to, or the purchase of goods or services for a recipient;
by extension, the amount thus spent. Disbursements may be recorded gross (the total amount
disbursed over a given accounting period) or net (less any repayments of loan principal or recoveries
of grants received during the same period).

EXPORT CREDITS: Loans for the purpose of trade and which are not represented by a
negotiable financial instrument. They may be extended by the official or the private sector. If extended
by the private sector, they may be supported by official guarantees.

GRANTS: Transfers madein cash, goods or services for which no repayment is required.

GRANT ELEMENT: Reflects the financial terms of a commitment: interest rate, maturity and
grace period (interval to the first repayment of capital). The grant element is calculated against a fixed
interest rate of 10%. Thus the grant element is nil for a loan carrying an interest rate of 10%; it is
100% for a grant; and it lies between these two limits for aloan at less than 10% interest.

LOANS: Transfers for which repayment is required. Data on net loan flows include deductions
for repayments of principal (but not payment of interest) on earlier loans.

OFFICIAL AID (OA): Flows which meet the conditions of eligibility for inclusion in official
devel opment assistance, except that the recipients are on Part |1 of the DAC List of Aid Recipients.

OFFICIAL DEVELOPMENT ASSISTANCE (ODA): Grants or loans to countries and
territories on Part | of the DAC List of Aid Recipients (developing countries) provided by the officia
sector with the promotion of economic development and welfare as the main objective and which are
at concessional financia terms (if aloan, having a grant element of at least 25%).

ODA/GNI RATIO: To compare members ODA efforts, it is useful to show them as a share of
gross national income (GNI). “Total DAC" ODA/GNI is the sum of members ODA divided by the
sum of the GNI, i.e. the weighted ODA/GNI ratio of DAC members (cf. Average country effort).

OTHER OFFICIAL FLOWS (OOF): Developmentaly relevant transactions by the officia
sector with countries on the DAC List of Aid Recipients which do not meet the conditions for
digibility as official development assistance or officia aid.

TECHNICAL CO-OPERATION: Includes both (i) grants to nationas of aid recipient countries
receiving education or training at home or abroad, and (ii) payments to consultants, advisers and
similar personnel as well as teachers and administrators serving in recipient countries.

TIED AID: Officia grants or loans where procurement of the goods or services involved is
limited to the donor country or to a group of countries which does not include substantialy all aid
recipient countries.

VOLUME (real terms): Unless otherwise stated, data are expressed in current United States
dollars. Datain national currencies are converted into dollars using annual average exchange rates. To
give a truer idea of the volume of flows over time, some data are presented in constant prices and
exchange rates, with a reference year specified. These data show the value of aid in terms of the
domestic purchasing power of aUS dollar in the year specified.

THE DEVELOPMENT ASSISTANCE COMMITTEE
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PEER REVIEW SERIES

HOW TO CONTACT US

The Development Assistance Committee welcomes your
comments and suggestions.

Please contact us

by email at dac.contact@oecd.org, www.oecd.org/bookshop, by
telefax at 33 144 3061 40
or by mail to:

Organisation for Economic Co-operation and Development
Development Co-operation Directorate
Communications and Management Support Unit
2, rue André-Pascal
75775 Paris Cedex 16
France

WORLD WIDE WEB SITE
http://www.oecd.org/dac
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