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EXECUTIVE SUMMARY
Introduction

This paper aims to provide an overview of the current architecture of EU financing for external policies,
and to provide an assessment of the performance of this setup, taking into account proposed reforms.

It focuses on the following elements of EU funding for external policies:

- The European Development Fund (EDF);

- The EU external Trust Funds (TFs);

- The Facility for Refugees in Turkey (the Facility);

- The EU’s regional blending facilities;

- The European Fund for Sustainable Development (EFSD);

- Loans and guarantees covered by the Guarantee Fund for External Actions (GFEA).

The paper uses the following terminology to distinguish the diverse elements covered and to denote
their relationship in the broader architecture for financing EU external policies. First, the term financing
instruments applies to instruments in the budget with a regulation as legal basis. In spite of its current
status outside the EU budget, the paper also refers to the EDF as a financing instrument.
Implementation of these instruments is carried out through different tools and modalities. TFs are
referred to as new tools. Blending is a modality and the paper also refers to blending facilities as
mechanisms. Elements that do not fall into any of these categories are referred to by other terms (e.g.
the Facility as coordination mechanism). The term “new instruments” is sometimes used to refer to a
mix of these elements. Technical terms, such as “financial instruments”, are defined as in the Financial
Regulation (FR).

The first part provides an overview of the existing architecture of EU funding for external policies and
proposed changes. The overview covers the objectives, the governance arrangements, legal bases and
the functioning of the elements mentioned above. The second part assesses the performance of this
setup. The assessment concentrates on the following aspects:

- Added-value of operating outside or partially outside of the EU budget;

- Coherence and coordination of the different elements of EU funding for external action;

- Flexibility and simplification and related challenges;

- Democratic oversight and the role of the EP.

On the basis of this assessment, the paper presents a series of conclusions and recommendations.

Findings and conclusions

General

Over the years, the EU has created a diverse range of financing instruments and tools for external
action. While this setup enables the EU to pursue its objectives externally, it has also led to more
complexity and fragmentation. Changes to the EU’s financing instruments and the creation of new
tools and mechanisms for implementation in recent years, as well as the proposed modification of the
FR and the review of the Multiannual Financial Framework (MFF), represent opportunities to improve
EU external policies and practices. This also implies that further reflection is needed on how different
elements of this architecture fit together.
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Added value

The EU’s toolbox for external funding is now more diversified and this is opening up new possibilities.
New elements such as blending facilities, TFs and the proposed EFSD can offer added value in different
regards. Some of these innovations, such as TFs, have improved the EU’s ability to react more swiftly
and flexibly to urgent challenges. These innovations also have the potential to mobilise more resources
and focus the efforts of a wide range of stakeholders on specific purposes.

Based on an intergovernmental agreement, the EDF has a distinct character outside the EU budget.
However, increasing alignment with EU financial rules has resolved the most relevant differences with
the EU budget. Inclusion of the EDF into the EU budget would increase democratic oversight by the EP
and enhance budgetary unity. However, budgetisation also involves uncertainties about the level of
development funding, the funding of the African Peace Facility and Brexit.

TFs offer added value by increasing the visibility of EU funding, pooling resources, speeding up
disbursements and allowing cooperation in difficult contexts. TFs also offer opportunities to test
innovative ways of working in different areas.

Blending facilities mobilise additional resources provided that the blending process is properly
designed and managed. The quantity of EU blending facilities, each catering to specific regions and
themes, adds to the complexity around the EU budget and might contribute to fragmentation.

As a single entry point for potential investors, the EFSD has the potential to generate added value by
reducing the complexity of the EU’s instruments for investment support. In the future, the EFSD could
gradually increase its scope to cover more investment-related EU instruments and regions.

Coherence and coordination

There is no evidence that any of the elements contributing to the EU external policies replace or entirely
duplicate one another. They all seem to respond to different situations and must be assessed in their
own context. Even though there are legal and practical safeguards, duplication and overlaps are a
potential risk. Coherence between all the elements contributing to EU external policies is not always
clear. More reflection is needed on the use of some instruments and tools, such as TFs, and how they
relate to other policies.

Flexibility and simplification

The establishment of new tools and mechanisms, even if they draw on financing instruments from the
EU budget or the EDF, creates room to renegotiate the programming and management of funding.
Rapidity and flexibility in funding come with risks, such as diversion of funding and shortening
stakeholder consultations. There is also a risk that funding follows the immediate political agenda
rather than long-term development goals, even though those might not necessarily conflict.

Democratic oversight and budgetary oversight

The role of the EP is generally limited with regard to new tools and mechanisms. Democratic control
and budgetary oversight is ensured by provisions for transparency and monitoring, audit, respect of
accounting standards and regular reporting to the EP. In some respects, the strong visibility of new
tools might even contribute to more transparency and subject them to higher public scrutiny than
other parts of the EU’s financing for external policies. However, overseeing complex funding structures
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as well as speedy and flexible disbursements can be challenging in practice and requires adequate
capacity.

Recommendations

1.

Future reforms in the EU’s financing for external policies should be closely linked to the EU’s
strategic objectives. Recent and proposed changes are considerably driven by the need to respond
to immediate crises. The EU should strengthen its ability to respond to crises as part of a broader
set of strategic and policy objectives set in the EU’s Global Strategy and other policy documents.

The preparation of the next MFF presents an opportunity for a comprehensive review of the EU’s
financing instruments in the EU budget. Recent and proposed changes were constrained by the
limits of adjusting the MFF midway. The next MFF can anchor required changes more solidly in the
EU budget and reduce the need for ad hoc adjustments in the future.

MS should bring the long-standing debate on the budgetisation of the EDF to a conclusion. The EC
is committed to proposing budgetisation as of 2021 and the EP has repeatedly called for the EDF’s
inclusion into the budget. A clear and sustainable decision on budgetisation is necessary before
deciding on the shape of the external financing instruments in the next MFF. Developing a clear
perspective for the EDF will also strengthen the EU’s position in the negotiations with African,
Caribbean and Pacific (ACP) states on a successor agreement to the Cotonou Partnership
Agreement, scheduled to enter into force in 2021.

In view of the next MFF, the right balance between flexibility and long-term predictability of the
EU’s funding for external policies should be clarified more explicitly. Injecting more flexibility into
the EU budget should be based on an assessment of which financing instruments are most suitable
for enhancing flexibility based on their intervention logic and way of functioning. Current
proposals would insert more flexibility across a broad range of instruments, including the
geographic instruments of the EU budget, which have originally been designed for long-term
cooperation with partner countries. The use of other instruments could be expanded to enhance
flexibility, in particular humanitarian assistance and the IcSP. Some flexibility in geographic
instruments might also be necessary and could, for instance, be achieved by adjusting the thematic
programmes in the DCI, which have a flexible geographic reach.

The potential of new funding tools such as TFs and mechanisms such as blending facilities should
be further explored. Growing experience and assessments should strengthen the evidence base
on the use of these tools and mechanisms.

In view of enhancing the EP’s ability to oversee blending activities, the EP should consider steps to
strengthen its involvement in the governance of these activities. The EP could seek observer status
in the four blending frameworks of the DCI, ENI, IPA and EDF. This could be achieved, for instance,
via the role of standing rapporteur for blending. The EP should enhanceits ability to process reports
from the EC and other sources and to request evaluations by strengthening in-house capacity on
blending.

The EC should review the scope for re-organisation and consolidation of the landscape of EU

blending facilities. The quantity of investment facilities using blending is very high, including the
eight regional blending facilities, the ACP Investment Facility and thematic blending facilities.

10
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Blending frameworks supersede the regional blending facilities. In addition, the Africa Investment
Facility (AfIF) and NIF will become the Regional Blending Platforms of the EFSD. A simpler and
clearer architecture of the EU’s blending facilities could improve coherence, visibility and oversight
of the EU’s blending activities.

The EC should assess the possibility to gradually maximise the EFSD’s role as a “one-stop-shop”. As
an umbrella covering blending platforms and guarantees, the EFSD can foster coherence among
the EU’s investment-related instruments. So far, this is only partially the case. The EFSD does not
include all relevant investment instruments in the EU Neighbourhood and Africa (e.g. ACP
Investment Facility, Resilience Initiative). Moreover, the possibility of extending the EFSD to other
regions could markedly enhance its ability to foster coherence. One longer-term option could be
to gradually develop the EFSD into the EU’s global investment framework for sustainable
development.

11
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1. INTRODUCTION

In recent years, the European Union (EU) architecture for financing external policies has become more
complex. In addition to the EU’s financing instruments in the EU budget, several innovative funding
tools and mechanisms have been established. Driven by the need to respond to new challenges and
unforeseen crises in times of tight public budgets, the EU has considerably diversified its toolbox for
funding external policies. This toolbox now includes new funding tools, such as trust funds (TFs), and
mechanisms, such as blending facilities, that combine funds from the EU budget with other resources.
Instruments in the budget are also evolving to address the need for greater flexibility and simplification
in the financing of the EU’s external policies.

As a result, EU funding for external policies is becoming more complex. This complexity creates
challenges. Besides making the EU budget less transparent in the eyes of European citizens, these
developments also pose challenges to the European Parliament (EP) in terms of budgetary oversight.
As reform dynamics are picking up pace, it is important to take stock of the evolving architecture for
financing EU external policies.

The EU Global Strategy (June 2016) presents a vision guiding reforms for financing EU external policies.
In particular, the Strategy calls for more flexibility and a reduction of instruments to enhance
coherence.' The mid-term review of the Multiannual Financial Framework (MFF) 2014-2020 and the
revision of the EU Financial Regulation (FR) bring more changes and innovations to EU external
financing. Soon, the preparation of the next MFF represents an opportunity to consolidate reforms
based on a comprehensive understanding of the shifting architecture of EU external funding.

The objective of this paper is twofold:
e To provide a clear picture of the current architecture for financing and implementing EU
external policies
e To provide an assessment of the performance of the current setup and propose reforms with a
view to ensuring adequate oversight by the EP.

The analysis focuses on the following elements of the EU’s funding for external policies:
e The European Development Fund (EDF)
e The EU external Trust Funds (EUTFs)
e The Facility for Refugees in Turkey (the Facility)
e The EU’s regional blending facilities
e The European Fund for Sustainable Development (EFSD)
e Loans and guarantees covered by the Guarantee Fund for External Actions (GFEA)

The following terminology is used to distinguish the diverse elements covered and to denote their
relationship in the broader architecture for financing EU external policies. First, the term financing
instruments applies to instruments in the budget with a regulation as legal basis. In spite of its current
status outside the EU budget, the paper also refers to the EDF as a financing instrument.
Implementation of these instruments is carried out through different tools and modalities. TFs are
referred to as new tools. Blending is a modality and the paper also refers to blending facilities as
mechanisms. Elements that do not fall into any of these categories are referred to by other terms (e.g.
the Facility as coordination mechanism). The term “new instruments” is sometimes used to refer to a
mix of these elements. Technical terms, such as “financial instruments”, are defined as in the FR.

' Shared vision, common action: a stronger Europe. A Global Strategy for the European Union’s Foreign and Security Policy,
June 2016.

12
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The first part presents an overview of the EU’s architecture for funding external policies. The overview
concludes by presenting graphic illustrations at the end of the chapter. The second part provides an
assessment of the current architecture and proposed changes.

The authors mainly relied on desk research as the basis of the analysis. This included a review of the
existing literature on the EU’s external policies, such as the reports available on the instruments, tools
and mechanisms under review, as well as relevant reports of the European Court of Auditors (ECA) and
the European Commission (EC). Interviews with relevant stakeholders in different EC services
complemented the desk research.

13
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2‘

OVERVIEW OF THE SETUP OF THE EU EXTERNAL FUNDING

KEY FINDINGS

The “Global Europe” heading of the MFF (2014-2020) is the core of the EU’s financing for
external policies. It contains the main legal financing instruments.

The EDF, the EU’s largest financing instrument for development cooperation, is governed
through an intergovernmental structure outside the EU budget.

Since 2013, the EC has the possibility to establish TFs for external action. Four TFs have been
created (Békou, Madad, Emergency Trust Fund for Africa, EU Trust Fund for Peace in Colombia).
TFs operate outside of the EU budget and are funded by the budget, MS and other donors.

The Facility for Refugees in Turkey is not a funding instrument but a coordination mechanism
that allows mobilisation of funds. The Facility operates within the EU budget but with faster
and more flexible procedures.

Since 2007, the EU has established eight regional blending facilities. Blending facilities combine
grants from the EU budget and the EDF with other public or private resources such as loans
from financial institutions in order to mobilise additional funding to meet investment needs.

The EFSD is the first pillar of the proposed European External Investment Plan. It addresses the
migration crisis by promoting the Sustainable Development Goals. The EFSD consists of two
components: two regional investment platforms for blending and an EFSD guarantee. The
objective is to serve as a “one-stop-shop” to support public and private investors in the EU
neighbourhood and Africa.

The GFEA protects the EU from financial risks of loans and guarantees. It covers external lending
from the European investment Bank (EIB), the EU’s Macro-Financial Assistance and Euratom
loans. Given growing financial risks related to instability in the EU neighbourhood and the
migration crisis, the EC proposes amendments to the GFEA and the EIB external lending
mandate. To manage increasing contingent liabilities the EC also proposes a common
provisioning fund for EU guarantees under the GFEA, the EFSD Guarantee Fund and the
European Fund for Strategic Investments (EFSI).

14
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2.1. FINANCING INSTRUMENTS FOR EU EXTERNAL POLICIES IN THE EU BUDGET AND THE
MFF 2014-2020

The financing instruments in the EU budget constitute the basis for the funding of EU external policies.
Heading 4 (“Global Europe”) of the multiannual financial framework (MFF) 2014-2020 lists the main
instruments for financing external policies (Table 1). This heading corresponds to ca. 6.1% of the
commitment appropriations for the period 2014 to 2020.

Table 1: Table of the Global Europe heading for the MFF 2014-2020
EU financing instruments in Heading 4 of the MFF 2014-2020 (“Global | Commitment

Europe”) appropriations
(in EUR million)

Geographic Instruments
- Development Cooperation Instrument (DCI) (including the 19 661.64
thematic programmes Global Public Goods and Challenges and
Civil Society Organisations and Local Authorities as well as the
Pan-African Instrument)

- European Neighbourhood Instrument (ENI) 15 432.63

- Instrument for Pre-Accession Assistance (IPA) 11 698.67

- Instrument for Greenland (IfG) 217.8
Thematic Instruments

- European Instrument for Democracy and Human Rights (EIDHR) 1332.75

- Instrument contributing to Stability and Peace (IcSP)

- Partnership Instrument (PI) 2 338.72

- Instrument for Nuclear Safety Cooperation (INSC) 954.76

225.32

Humanitarian Aid Instrument 7 100

Common Foreign and Security Policy (CFSP)/Common Security and Defence 2 338.72
Policy (CSDP) (civilian)
Lending covered by the Guarantee Fund for external actions 1193.07
- EIB external lending mandate
- Macro-Financial Assistance (MFA)
- Euratom loans
Special instruments relevant for financing external policies inside the EU budget, but outside the MFF
Emergency Aid Reserve 280
Flexibility Reserve 471
Source: Regulations and websites of the different instruments.

Several instruments within Heading 4 are organised under Regulation (EU) No 236/2014 outlining
common rules and procedures for the implementation of the Union’s instruments for financing
external action Common Security and Defence Policy (CIR).> The CIR covers four geographic
instruments (Development Cooperation Instrument (DCI), European Neighbourhood Instrument (ENI),
Instrument for Pre-Accession Assistance (IPA) and Instrument for Greenland (IfG)) and four thematic
instruments (European Instrument for Democracy and Human Rights (EIDHR), Instrument contributing
to Stability and Peace (IcSP), Instrument for Nuclear Safety Cooperation (INSC), Partnership Instrument
(P1)). The CIR sets out common rules and conditions for these instruments consistent with the FR of the
Union's budget.? Each of these instruments also has a specific regulation adopted by the EP and the
Council. Other instruments include, in particular, the EU humanitarian aid instrument. Irrespective of

2 Regulation (EU) No 236/2014 of the European Parliament and of the Council of 11 March 2014 laying down common rules
and procedures for the implementation of the Union’s instruments for financing external action

3 https://ec.europa.eu/europeaid/funding/about-funding-and-procedures/where-does-money-come/external-action-
financing-instruments en [accessed on 21.12.2016].
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their specificities, the usual adoption, implementation and control mechanisms apply to these
instruments. The EP and the Council set the framework within which implementation is (directly or
indirectly) managed by the EC and subject to parliamentary oversight and budgetary control.
Implementation tools and modalities for these instruments also include tools and mechanisms
discussed below (TFs, blending, etc.). The “Global Europe” heading of the MFF also contains lending
covered by the Guarantee Fund for external actions (EIB external lending, Macro-Financial Assistance
and Euratom loans) (see 2.7).

In contrast, the Common Foreign and Security Policy (CFSP)/Common Security and Defence Policy
(CSDP) is intergovernmental and only partly reflected in the budget. The EP has a limited role. Due to
the exclusion of legislative acts from the CFSP, the EP has no formal power to adopt CFSP decisions.
The EP has influence on the CFSP mainly through budgetary powers, including the right to amend the
CFSP budget. The EU budget finances administrative and operational expenditure. However, military
or defence expenditure cannot be financed by the EU budget (Art. 41 TEU). Accordingly, expenditures
from the EU budget (EUR 327.3 million in commitments for 2016) do not cover all CFSP/CSDP measures.
Measures paid from the EU budget include, in particular, civilian missions, EU Special Representatives
and measures supporting non-proliferation and disarmament. The EC’s Service for Foreign Policy
Instruments manages CFSP expenditures coming from the EU budget under the responsibility of the
High Representative of the Union for Foreign Affairs and Security Policy. Appropriations are committed
by Council decisions on different legal bases depending on the issue.*

The Athena financing mechanism provides the funding of expenditure with military or defence
implications. This mechanism was established in 2004 and is not part of the EU budget. Member States
(MS) contribute to the annual Athena budget based on their gross national income (except Denmark).
A Special Committee composed of MS representatives sets the financial rules for this mechanism.® In
addition, CSDP missions can also be supported by MS funds, participating third countries and other
international organisations.

Moreover, the EU budget also provides for special instruments that are not part of the MFF 2014-2020.
In the case of external policies, relevant instruments are the Emergency Aid Reserve and the Flexibility
Instrument. The purpose of the Emergency Aid Reserve is to respond to unforeseen events and major
crises in non-EU countries (EUR 280 million per year in 2011 prices). The Flexibility Instrument provides
funding for clearly identified expenses that cannot be covered by one or more budget headings
without exceeding the ceilings agreed in the MFF (EUR 471 million per year in 2011 prices).®

As part of the proposed amendment of the FR, the EC proposes to increase the budget'’s flexibility and
enhance its ability to respond to crisis situations and unforeseen events. In particular, the EC proposes
to introduce a “flexibility cushion” of 10% in the IPA, ENI and DCI. The “flexibility cushion” would
represent a “second level of flexibility” in these financing instruments, in addition to the possibility of
reallocating funds between countries and regions.” The “flexibility cushion” would be implemented by

4 Alina Dobreva and Carmen Cristina-Cirlig (2016, March), “Common Foreign and Security Policy, Briefing: How the EU budget
is spent, European Parliamentary Research Service. Matthieu Burnay et al. (2016), Does the EU have the right instruments to
finance assistance in protracted crises and the needs of upper middle income countries?, Study, Directorate-General for
External Policies, Policy Department, European Parliament.

5 http://www.consilium.europa.eu/en/policies/athena/ [accessed on 27/12/2016].

6 http://ec.europa.eu/budget/explained/budg system/flex/flex en.cfm [accessed on 21/12/2016].

7 European Commission (2016b), Proposal for a Regulation of the European Parliament and of the Council on the financial
rules applicable to the general budget of the Union, COM(2016) 605 final, Brussels, 14 September, 2016.
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EC implementing decisions and procedures for adopting financing decisions (including Comitology) as
defined in the basic acts. Measures would be part of an Annual Action Plan or implemented as
individual measures if the action falls within the framework of the relevant multi-annual programming
documents. In case of unforeseen needs (Art. 2 CIR), they would be implemented as special measures.
The EP and the Council are to be informed through the Comitology register.

Moreover, the EC proposes to expand special instruments and to establish a Crisis Reserve in order to
improve the ability to respond to crises and events with major humanitarian or security implications.
Annual availabilities would increase to EUR 1 billion for the Flexibility Instrument and to EUR 0.5 billion
for the Emergency Aid Reserve (both at 2011 prices).® The Crisis Reserve would be funded from de-
committed appropriations from all headings, up to EUR 3-4 billion. Unused reserves could be carried
forward for one year. The capacity of the reserve would represent up to two years’ worth of de-
committed appropriations.’

More generally, current proposals for revising the FR focus on various aspects of simplification and
flexibility: simplification for recipients, harmonised single control mechanisms, avoidance of parallel
application of different rules and procedures, fostering a more effective use of instruments and a more
flexible budget management, and reinforcing the focus on results.'

2.2, THE EUROPEAN DEVELOPMENT FUND (EDF)

Since 1958 the EDF has been the EU’s main instrument providing aid for development cooperation to
African, Caribbean and Pacific (ACP) States and Overseas Countries and Territories (OCTs). The EDF is
the largest of the EU’s financial instruments for development cooperation. Due to its origin as a
framework for managing relations with former colonies, the EDF has a peculiar position outside the EU
budget, representing an exception to the principle of budgetary unity." The EDF has an
intergovernmental structure, but is mostly managed by the EC. The Cotonou agreement with ACP
States is the international legal framework under which the EDF is placed.

The EDF is negotiated among MS for commitment periods normally ranging from five to seven years.
The joint ACP-EU Council of Ministers adopts a Multiannual Financial Framework (which is different
from the MFF of the EU budget) to set a maximum amount available for development aid under the
ACP-EU partnership for a given period. Subsequently, MS establish the EDF for this time period with an
internal agreement specifying the contributions to be made by each MS.? This agreement needs to be
ratified by each MS. In case this process is not completed by the end date of the previous EDF, funding
is continued through a “Bridging Facility” until the ratification of the new agreement is completed. The
11™ EDF, for instance, was established with an internal agreement signed in June 2013 and entered
into force on 1 March 2015.

8 European Commission (2016a), Commission Staff Working Document accompanying the Communication from the
Commission to the European Parliament and the Council on the Mid-term review/revision of the multiannual financial
framework 2014-2020. An EU budget focused on results, SWD(2016) 299 final, Brussels, 14.9.2016.

° European Commission (2016b), COM(2016) 605 final.

19 European Commission (2016b), COM(2016) 605 final.

" An overview of the EDF and the debate on budgetisation is provided by Alessandro D’Alfonso (2014), European
Development Fund. Joint development cooperation in the EU budget: out or in?, European Parliamentary Research Service.
2The internal agreement of the 11% EDF, http://ec.europa.eu/europeaid/sites/devco/files/internal-agreement-11edf-2013-
2020 en.pdf [accessed on 14/12/2016].
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The EDF is funded by MS. Contributions are determined by a contribution key set in an internal
agreement between the MS governments meeting within the Council. The contribution keys are based
on a proposal by the EC. They differ from the budget key of the general EU budget. In the 11" EDF
contribution keys to the EDF have been further aligned with the EU budget key. However, differences
remain.” In particular, contribution keys for the EDF are fixed for the entire commitment period.
Contributions to the EU budget are updated annually based on the actual GDP of MS in a given year.
Six MS (Germany, France, UK, Italy, Spain and the Netherlands) provide the bulk of funding to the EDF.
The 11" EDF has commitment appropriations of EUR 30.5 billion for the period 2014-2020. In addition
to MS contributions, this includes EIB loans in the framework of the Investment Facility under the
Cotonou agreement.

Figure 1: EDF contributions and shares of MS

20

|‘||
|I|||II|||....-_ ________
"ﬂ-

[}

0

& ﬁ I I L, K e ]
& g g oF FHFFTLFSF g AP
& & 4;\"‘@ L’ﬁ" %":‘Q’ P ‘*’ G‘ q‘ N @? @"‘\ ~z-‘~° &° f Tyt e T
bt., ‘S.t' L:LE?-F \:}+
o

H Contribution key (%)

Source: Internal Agreement for the 11t EDF.

Each EDF is governed by its own financial rules set in a regulation that is different from the EU FR.™ This
financial regulation is adopted by MS in the Council once the internal agreement is ratified. The ECA
has suggested introducing a single financial regulation for all EDFs that should be closely aligned with
the EU Financial Regulation in order to ensure continuity and simplify management.” The EC has
progressively aligned the EDF’s financial rules with the EU budget FR in order to avoid unnecessary
discrepancies between the EDF and the EU budget but also between EDFs.

13 Kilnes, Ulrika et al. (2012), “More or less? A financial analysis of the proposed 11 European Development Fund”, Briefing
Note, No. 29, ECDPM.

“  The financial regulation of the 11" EDF can be found here: http:/eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32015R0323&from=EN [accessed 12/12/2016].

> European Court of Auditors (2016a), Annual Report on the activities funded by the 8", 9, 10" and 11™ European
Development Funds (EDFs), 2016/C 375/02.
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Nevertheless, significant differences remain. In particular, the principle of annuality does not apply to
the EDF. In the EU budget, financial commitments must be spent within the year for which they have
been allocated. In the EDF, the use of funds within a single action may extend over several years.
Therefore, unspent commitments are not lost and the EDF can accumulate reserves. Payments can be
made over a much longer period. Since EDF expenditures can be carried beyond the commitment
period, several EDFs exist in parallel. In 2015, for instance, there was spending under four EDFs.

The general framework of EDF programming and implementation is set in a Council regulation.'® The
EDF Committee, consisting of MS representatives, has the main role in programming and monitors
implementation. Voting weights correspond to the contribution key and can therefore be different
from that of the Council. The EC manages most of the implementation of the EDF. EDF interventions
are implemented through projects, budget support and sector support. Implementation is either
directly managed by the EC or indirectly through international organisations, third countries or
national bodies of MS. The financial regulation of the EDF contains a range of internal and external
control and audit obligations, including an ECA annual report.

2.3. THE EU EXTERNAL TRUST FUNDS

Since 2013, the EC has the possibility to create and manage trust funds (TFs) in the area of external
action. The legal basis for the creation of TFs is set out in article 187 of the FR,"” and article 259 of the
Rules of Application (RAP)." Article 42 of the financial regulation applicable to the 11th EDF also
mentions trust funds.'

As highlighted in the financial regulations, TFs are joint initiatives by the EC and other donors, and shall
comply with the following conditions:

e add value to the existing actions;

e contribute to increasing the EU global visibility and political weight;

e provide additionality (no duplication of existing funding channels).

The EC and founding partners sign the Constitutive Agreement defining the objectives of the TF and
its governance setup. After a constitutive decision, the EC needs to prepare a financing decision
defining the instruments from which the Union will draw its contribution. This is then submitted for
approval to the relevant comitology committee composed of MS representatives governing the
funding instrument that will provide most of the EU contribution.?' Setting up a TF is not subject to EP
consent.?

Regarding their implementation, the TF are created with a limited time-span that can be extended by
the EC (following consultation with the relevant committees). TFs exist outside of the EU budget but

16 The Council regulation on the implementation of the 11 EDF can be found here: http://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32015R0322&from=EN [accessed on 18/12/2016].

7 European Commission (2012b), Regulation (EU, EURATOM) No 966/2012 of the European Parliament and of the Council of
25 October 2012 on the financial rules applicable to the general budget of the Union and repealing Council Regulation (EC,
Euratom) No 1605/2002, OJ L 298, Brussels, 26 October 2016.

'8 European Commission (2012a), Commission delegated regulation (EU) No 1268/2012 of 29 October 2012 on the rules of
application of Regulation (EU, Euratom) No 966/2012 of the European Parliament and of the Council on the financial rules
applicable to the general budget of the Union, OJ L 362, 31 December, 2012.

9 European Commission (2015b), Council Regulation (EU) 2015/323 of 2 March 2015 on the financial regulation applicable to
the 11th European Development Fund, L58/17, Brussels, 3 March 2015.

20 European Commission (2012a)

21 Hauck, V., A. Knoll and A. Herrero Cangas (2015), “EU Trusts Funds — Shaping more comprehensive external action?”,
ECDPM Briefing Notes, No 81, European Centre for Development Policy Management, Maastricht, November.

22 See also D'Alfonso A., Immenkamp B. (2015), EU Trust Funds for external action, First uses of a new tool, European
Parliament Research Service, Briefing, November 2015.
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abide by the principles of sound financial management just as the EU budget. The EC directly
implements the TFs using direct management. Indirect management can only be used for emergency
TFs. However, this is likely to change with the proposed modifications of the FR, allowing for indirect
management regardless of the emergency character of the situation.?®> The TFs currently in operation
are all emergency TFs.

The governance setup of the TF depends on the Constitutive Agreement. Nevertheless, a TF has two
levels of governance: a board deciding on the general strategy of the TF, and an operational committee
adopting the actions to be financed and supervising theirimplementation. Both entities are chaired by
the EC and seek to work on the basis of consensus. When consensus is not found, voting takes places
among the voting members and a simple majority is required.?* A trust fund manager is in charge of
the day to day management of the TF. Management costs of the TF may not exceed 5% of the amounts
pooled into the trust fund, but it can also be less if specified in the Constitutive Agreement.

The proposed modifications of the FR hardly affect the existing external TFs. The proposed new legal
basis for the TF (article 228 instead of article 187 of the FR) provides for the possibility to establish TFs
not only for external policies but also for internal ones. The rationale is that some crises also have effects
within the EU and that the multiplication of instruments to address different aspects (internal and
external) of the same crisis is inefficient. This provides for the possibility to create TFs operating within
the EU and funded through internal policy instruments. The proposal for a new FR also stipulates that
the EC shall inform the EP and the Council before creating a TF.

Since 2013, four trust funds have been established and three are operational as per December 2016.
They are presented in the following table.

2 Annex 2 to European Commission (2016b), COM (2016) 605 final.
24 About the governance of the TFs, see also Hauck et al. (2015)
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Table 2: Overview of the existing EUTFs

Constitutive
Agreement

Constitutive
parties

Target
countries

General objective

Current
Amount
(in EUR

Békou Trust 15 July 2014
Fund?®
EU Regional 15 December

Trust Fundin 2014

Response to

the Syrian

Crisis

(Madad)?

Emergency 12 November
Trust Fund 2015

for Africa®®

EU Trust Fund 12 December
for Peace in 2016
Colombia?®

EC, France,
Germany and
the Netherlands

EC and Italy

EC and Spain

The first donors
MS

Central African
Republic (CAR)

Syria, Lebanon,
Jordan, Turkey,
Iraq, Egypt or
any country in
the wider
region,
Including the
Western
Balkans

Countries of the
Sahel region,
Lake Chad area,
Horn of Africa,
and North
Africa (23
countries)

Colombia

Source: author based on publicly available information and data provided by the EC

Contribute to the
stabilisation and
reconstruction of
CAR

Respond to the
needs of refugees
from Syria in
neighbouring
countries, as well as
the needs of the
hosting
communities, as
regards resilience
and recovery
Address the root
causes of
destabilisation,
displacement and
irregular migration,
by promoting
economic and equal
opportunities,
security and
development

Help to support the
implementation of
the peace agreement
in the early recovery
and stabilisation post
conflict

million)?*
136

741

2.400

Objective
is to reach
95

TFs are funded by an EU contribution from the EU budget, as well as MS contributions. Other donors
can also contribute to the TFs, with a minimum contribution allowing for voting rights. The
establishment of the TFs was motivated by the intention of having the EU contribution matched by MS.
However, as shown by the table below, the mismatch persists.

% As of October 2016 and December 2016 for the Emergency TF for Africa, data provided by the EC
26 http://ec.europa.eu/europeaid/trust-fund-bekou en [accessed 14/12/2016]

27 http://ec.europa.eu/neighbourhood-enlargement/neighbourhood/countries/syria/madad _en [accessed 14/12/2016]

28 http://ec.europa.eu/europeaid/regions/africa/eu-emergency-trust-fund-africa_en [accessed 14/12/2016]

2 http://ec.europa.eu/europeaid/eu-trust-fund-colombia_en [accessed 14/12/2016]
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Table 3: Contributions to the TFs (in EUR million)

EUTF Contribution from the EU | Pledges (disbursements)
budget from MS and other donors

Békou Trust Fund* 101,1 34,9 (34,9)

Madad Fund* 9449 72,4 (72,4) +24,7(Turkey)
Emergency Trust Fund for 23784 137,4 (61,8)

Africa*

EU Trust Fund for Peace in 72,0 22,9

Colombia* (no data)

Source: data provided by the EC, except for the TF for Colombia where data is available online
*Data as of October 2016, and as of December 2016 for the Emergency TF for Africa

The EU budget contribution comes from various instruments. According to information displayed on
various EC websites, the instruments that have provided funding to TFs include: ENI, IPA, DCI, ECHO,
the EDF and a contribution from DG HOME's budget. Figure 8 (section 2.8) displays the contributions
to TFs.

2.4. THE FACILITY FOR REFUGEES IN TURKEY

The specificity of the Facility for Refugees in Turkey (the Facility) is that it does not implement projects.
It collects the funding and decides of the orientation of the policy. It is a coordination platform and
reservoir of funds. The Facility for Refugees in Turkey has been established as part of a wider framework
to address the migration crisis. The EU and Turkey have agreed a certain number of issues in the
framework of the EU-Turkey Action Plan, including the Facility.?' The legal basis of the Facility is the
Commission Decision of November 2015 on the coordination of the Union and of the Member States
through a coordination mechanism — The Refugee Facility for Turkey.*

The Facility has a Steering Committee that is chaired by the EC and composed of MS representatives
and Turkey with an advisory capacity. The Steering Committee provides the strategic guidance and
decides on the actions to be financed, the amount allocated and through which instrument the action
will be financed. The priorities are decided according to a need assessment that was undertaken in
Turkey, and then the procedure followed is the one corresponding to the instrument that will provide
the funding. The Facility decides on both humanitarian and non-humanitarian support.** The Facility
as a coordination mechanism follows the directions set by the Steering Committee. Once the funds are
allocated, the process followed is the same as usual for the instruments through which it is channelled.
The team at DG NEAR monitors the process to make sure that there is a legal basis for all the actions,
and that the set directions are effectively followed.

The Facility is not a funding mechanism, but a coordination mechanism that allows for the mobilisation
of funds. The Facility can channel funding through the following instruments: ENI, DCI, IPA, IcSP, and
the Humanitarian and Civil Protection ECHO. Article 6 (3) of the Commission decision establishing the
Facility states that “Actions and measures to be financed by the Union’s budget will be implemented in
accordance with its financial rules and the requirements of the respective basic act.”.>* Figure 2 illustrates
the functioning of the Facility. The Madad Fund is a mechanism to mobilise funding. The Facility can
also transfer funds to the Madad fund. The Facility has been established to manage an initial EUR

30 http://europa.eu/rapid/press-release MEMO-16-4294 en.htm [accessed 03/01/2017]

31 http://europa.eu/rapid/press-release IP-15-6162 en.htm [accessed 16/12/2016]

32 European Commission (2015a), Commission Decision of 24 November 2015 on the coordination of the actions of the Union
and of the Member States through a coordination mechanism - the Refugee Facility for Turkey, 2015/C 407/07, Brussels.

33 https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/20161208-frit-factsheet 0.pdf accessed [16/12/2016]

34 European Commission (2015a), article 6 paragraph 3
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3 billion in 2016-2017. A further EUR 3 billion could be managed by the Facility in 2018-2019, however,
this still needs to be confirmed. By June 2017, all the funds of the first package will be committed. The
discussion about the new package of aid is likely to take place in the summer of 2017. The Facility
operates within the EU budget, but with faster and more flexible procedures. It follows an instruction
that is internal to the Commission based on Art 190 (2) of the Rules of Applications (RAP) (Regulation
1268/2012).%° Article 190 of the RAP lists the conditions in which grants may be awarded without calls
for proposals, and paragraph 2 details the ‘definition’ of a crisis situation.?® In terms of the Facility’s
monitoring and control arrangements, the evaluation of the projects financed and an audit are
foreseen in the future.

Figure 2: The Facility - a coordination mechanism operating within the EU budget

The Facility: a coordination mechanism operating within the EU budget

Madad TF
MS contribution: €2b

EU budget
==y Contribution ==y Allocation

Source: author based on data provided by DG NEAR

The EU budget already covers EUR 1 billion in terms of the EU contribution, and the MS provide the
remaining funding. All MS have paid their contribution to the Facility.?” The contribution of the MS has
been assigned as follows: EUR 910 million to DG NEAR, and EUR 1,090 million for humanitarian
funding.®® As of the end of December 2016, EUR 1,450 million has been contracted and EUR 691 million
has been disbursed. Out of the EUR 3 billion, 2.15 billion have already been allocated for humanitarian

35 Interview

36 European Commission (2012)
37 Interview

38 Data provided by DG NEAR
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and non-humanitarian projects. The following graph displays the instruments to which funds are
committed.*

Figure 3: Facility for Refugees in Turkey: Funds committed per instrument as of 22/12/2016

\ leSP

1%

Source: author based on EC documentation

Considering that the funding is scheduled to be contracted before the planned revision of the FR, the
existing funding should not be affected by the revision. Should there be a second tranche of EUR 3
billion after the entering into force of the reformed FR, commitments under the Facility will apply the
new FR.

The Facility has been designed as an answer to a specific problem in unique circumstances. It is not
clear whether the Facility will set a precedent in the EU ‘toolbox’ for crisis response. The EC might
nevertheless resort to similar mechanisms in the future.*

2.5. BLENDING OF GRANTS AND LOANS UNDER THE EU’S EXTERNAL POLICIES

The Agenda for Change (2011) states the ambition to further develop the role of innovative financial
instruments in order to meet increasing investment needs in developing countries, including blending
and other risk-sharing mechanisms.*' Blending facilities combine grants with other public or private
resources (such as loans, risk capital or equity). The main objective of blending is to mobilise additional
funding to meet investment needs. To this end, blending addresses sub-optimal investment situations,
in which projects do not raise sufficient funds from market sources. This is, for instance, the case when
projects offer economic, social and/or environmental benefits but are not sufficiently profitable,

39 https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/20161222 facility table website.pdf [accessed
29/12/2016]

40 Interview with DG NEAR

41 European Commission (2011), Communication from the Commission to the European Parliament, the Council, the
European Economic and Social Committee and the Committee of the Regions, Increasing the impact of EU Development
Policy: an Agenda for Change, COM(2011) 637 final, Brussels, 13.10.2011.
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present excessive risk profiles or are located in heavily indebted countries subject to International
Monetary Fund (IMF) requirements for loans.*

The EC has established several regional investment facilities, covering the entire geographic range of
the EU’s external cooperation (Figure 4).** In addition to the seven regional investment facilities
indicated on the map, the EC, together with International Financial Institutions (IFls) (EIB, EBRD, CEB)
and bilateral donors, established the Western Balkans Investment Framework (WBIF) in 2009. Apart
from these regional investment facilities, other EU investment facilities using blending with funds from
the EU budget or the EDF include, for instance, the Investment Facility created in 2003 by the Cotonou
agreement, the Facility for Euro-Mediterranean Investment Partnership (FEMIP), and the Global Energy
Efficiency and Renewable Energy Fund (GEEREF). Moreover, some thematic initiatives are supported
through blending, including, for example, the Agriculture Financing Initiative (AgriFl) and the Climate
Finance Initiative.

Figure 4: Geographical coverage of EU blending facilities

GEOGRAPHICAL COVERAGE OF EU BLENDING FACILITIES

2010

Investment Facility for

2008 Central Asia (IFCA)

Neighbourhood Investment

Facility (NIF) *

2012 ™
| 4

Caribbean
Investment X
-, Facility (CIF) g

N #

Asian Investment --ME’,—“’
Facility (AIF)

2010

Latin America
Investment Facility
(LAIF)

Source: EC website, http://ec.europa.eu/europeaid/policies/innovative-financial-instruments-blending en

The regional investment facilities have been created by EC Decisions within the legal framework of the
EU geographic instruments providing the grant element. The facilities combine grants from the EU
budget and the EDF with loans, mainly from European financial institutions and in some cases direct
MS contributions. The facilities are arranged under four blending frameworks organised according to
the source of grant financing (DCI, ENI, IPA, EDF). These frameworks provide strategic guidelines for
investment facilities and align their rules of procedure, in line with EU priorities for aid in each region.

42 European Court of Auditors (2014), The effectiveness of blending regional investment facility grants with financial institution
loans to support EU external policies, Special Report No. 16, p. 8.
43 http://ec.europa.eu/europeaid/policies/innovative-financial-instruments-blending _en [accessed on 20/12/2016].

25


http://ec.europa.eu/europeaid/policies/innovative-financial-instruments-blending_en
http://ec.europa.eu/europeaid/policies/innovative-financial-instruments-blending_en

Policy Department D: Budgetary Affairs

Moreover, it is possible to create dedicated Facility Trust Funds to enable MS and other donors to
provide additional resources to blending operations.*

The regional investment facilities usually have a three-tiered governance structure.* A strategic body
(strategic board or steering committee) sets the overall strategy of the facility. The executive body
(operational board or executive committee), which is composed of the EC, MS and other donors, is
responsible for approving individual grants. The technical body (Project Financiers’ Group or Financial
Institutions Group), which consists of financial institutions and the EC, establishes a common project
pipeline and selects the projects to be presented to the executive body.*® Each of the facilities has a
secretariat, which is normally hosted by the EC, to support the executive bodies. In general, the EC
channels grants through a lead financial institution, which is also responsible for monitoring the
implementation of projects. The EC works with a broad range of IFls and development banks. The four
institutions that are most involved are the EIB, the largest implementer, the European Bank for
Reconstruction and Development (EBRD), the Agence Francaise de Développement (AFD) and the
Kreditanstalt fiir Wiederaufbau (KfW).

In the blending frameworks, decision-making is organised in a two-level structure, including: 1)
Technical Assessment Meetings, chaired by the EC and with representatives of EC services, the EEAS
and IFls; 2) board meetings, chaired by the EC and with representatives of EC services, the EEAS, MS as
voting members, and IFls as observers.*

In December 2012, the EC set up the EU Platform on Blending in External Cooperation (EUBEC) to
further develop the EU'’s blending activities building on lessons learned.* EUBEC consists of a policy
group, supported by seven technical groups. EUBEC is coordinated by a Secretariat staffed by the EC.
The policy group is composed of representatives from the MS, the EEAS and the EC. The EP acts as an
observer.

Since 2007, grants of EUR 2.7 billion have financed over 270 blended projects (i.e. the regional
investment facilities, excluding the WBIF). Grants have leveraged approximately EUR 23 billion of loans
by European financing institutions and regional development banks. Blending is estimated to have
catalysed investment with a value of ca. EUR 50 billion. The most active facilities have been the NIF and
the AfIF (and its predecessor the EU-Africa Infrastructure Trust Fund). The main sectors have been
energy and transport (60%), social infrastructure (27%) and private sector support (13%).** The most
common types of grants used in EU blending activities have been direct-investment grants, interest-
rate subsidies, technical assistance and loan-guarantee schemes.*°

Financial rules for blending are laid down in title VIII (“financial instruments”) of the FR. Under the
principles and conditions for financial instruments, Art. 140(2) FR enumerates requirements for
financial instruments. Financial instruments should address market failures or sub-optimal investment

44 European Commission (2016c¢), Report from the Commission to the Council and the European Parliament on the activities
of the EU Platform on Blending in External Cooperation (EUBEC) from August 2014 until end of 2015, Brussels 19.9.2016
(COM(2016) 600 final).

4 The WBIF is an exception as it has two-tiered structure with a steering committee and a project financiers’ group.

46 European Court of Auditors (2014), p. 9.

47 European Commission (2016c).

48 European Commission (2016¢).

4 http://ec.europa.eu/europeaid/policies/innovative-financial-instruments-blending/blending-operations en [accessed on
20/12/2016].

0 European Court of Auditors (2014), p. 8.
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situations, which are financially viable, but receive insufficient funding from market sources. Moreover,
the article stresses the principle of additionality: “financial instruments shall not be aimed at replacing
those of a Member State, private funding or another Union financial intervention”. Financial instruments
should also create a leverage effect: “the Union contribution to a financial instrument shall aim at
mobilising a global investment exceeding the size of the Union contribution according to the indicators
defined in advance”. Financial instruments are established on the basis of an ex-ante evaluation that
verifies whether these and other requirements are fulfilled. As for the impact of blending facilities on
liabilities for the EU budget, Art. 140-3 FR states that the “budgetary expenditure linked to a financial
instrument and the liability of the Union shall in no case exceed the amount of the relevant budgetary
commitment made for it, thus excluding contingent liabilities for the budget.”

2.6. THE EUROPEAN FUND FOR SUSTAINABLE DEVELOPMENT

In the mid-term review/revision of the MFF 2014-2020, the EC proposes a European External
Investment Plan (EIP), including a European Fund for Sustainable Development (EFSD). The EIP builds
on the new partnership framework with third countries under the European agenda on migration. The
main objective of the EFSD is to catalyse public and private financing to tackle the root causes of
migration in the EU neighbourhood and Africa by supporting the UN 2030 Agenda and the Sustainable
Development Goals (SDGs).”' The other two pillars of the EIP are: 1) technical assistance for local
authorities and companies; 2) structured political dialogue targeted at improving the investment
climate and the overall policy environment.*? The EIP draws on the experience made with the
Investment Plan for Europe and the European Fund for Strategic Investments (EFSI).

As the first pillar of the EIP, the EFSD would consist of two Regional Investment Platforms (for the EU
neighbourhood and Africa) and a new EFSD guarantee (Figure 5). The Africa Investment Facility (AfIF)
and the Neighbourhood Investment Facility (NIF) would be refocused in line with the objectives of the
EFSD and become the new Regional Investment Platforms. The platforms would have identical
structures as the existing blending facilities. The creation of additional investment platforms for other
regions is an option for the future. As a second component, the EFSD would offer a new guarantee to
intermediary financing institutions in order to leverage additional financing, in particular from the
private sector. An EFSD Guarantee Fund is to be established as a liquidity cushion to back the EFSD
guarantee. Overall, the main idea behind the EFSD is to function as a “one-stop-shop”, a single entry
point for financial institutions and other public and private investors.

51 European Commission (2016d), Proposal for a Regulation of the European Parliament and of the Council on the European
Fund for Sustainable Development (EFSD) and establishing the EFSD Guarantee and the EFSD Guarantee Fund, COM(2016)
586 final, Brussels, 14.9.2016.

52 European Commission (2016e), Communication of the European Commission to the European Parliament, the Council, the
European Central Bank, the European Economic and Social Committee, the Committee of the Regions and the European
Investment Bank, Strengthening European investments for jobs and growth: towards a second phase of the European Fund
for Strategic Investments and a new European External Investment Plan, COM(2016) 581final, Brussels, 14.9.2016, p. 11.
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Figure 5: European Fund for Sustainable Development

European Fund for Sustainable Development (EFSD)

Blending facilities
(AfIF, NIF)

New EFSD Guarantee

EU contribution
EUR 0.75 billion *

EU contribution
EUR 2.6 billion

MS
contributions
Other
contributions
EFSD Guarantee Blending: Total budget
Value > €1.5billion funds > €2.6 billion
x11

Total extra investmentthrough the Africa and Neighbourhood

InvestmentPlatforms:
at least €44 billion

¥ Plus a EUR 0.75 billion contingent liability.

Source: European Commission (2016e).

Funding for the EFSD would come from the EU budget and other sources, in particular the EDF. EU
funds would total EUR 3.35 billion until 2020. However the EFSD would have a value of up to EUR 4.1
billion, including the EUR 750 million contingent liability adding to the EU budget and EDF contribution
of EUR 750 million for the guarantee and the EUR 2.6 billion for the blending facilities. For the EUR 750
million EU contribution to the guarantee fund, the EC intends to propose the mobilisation of the
contingency margin to provide EUR 250 million. Other contributions are to be mobilised by the use of
redeployments or refocusing of programmed funds. Additional funds could come from MS and other
sources. The EFSD is expected to mobilise up to EUR 44 billion of investments. If MS match the EU
contribution to the guarantee, total investments could increase to EUR 62 billion. If they also match the
contribution to the blending, total investment could reach up to EUR 88 billion.*

As the establishment of a guarantee bears a contingent liability for the Union, the EFSD requires
adoption by a Regulation of the EP and the Council in ordinary legislative procedure. The EFSD would
be supported by a secretariat managed by the EC. A strategic board would be co-chaired by
representatives of the EC and of the High Representative of the Union for Foreign Affairs and Security
Policy and include representatives of the MS and the EIB. The strategic board would give guidance in
setting overall investment goals and ensure coordination and coherence between the Regional
Investment Platforms and with the EIB External Lending Mandate, the EIB Resilience Initiative and the
ACP Investment Facility. The EP would have observer status on the Strategic Board and the EC shall
report on an annual basis to the EP and the Council.

53 European Commission (2016e), p. 11.
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Two operational boards would steer the Regional Investment Platforms. The boards support the EC in
setting regional and sectorial investment goals as well as in defining investment windows according
to regional, sectorial and thematic aspects. The boards also formulate opinions on blending operations
and discuss the use of the guarantee. Public and private sector bodies would be eligible for funding
under the EFSD and could submit proposals subject to eligibility criteria listed in article 8 of the
proposed EFSD regulation.

2.7. LOANS AND GUARANTEES COVERED BY THE GUARANTEE FUND FOR EXTERNAL
ACTIONS

The GFEA was set up in 1994, It covers defaults on loans and loan guarantees granted to non-EU
countries or for projects in non-EU countries. The GFEA pays creditors in the event of default by a
beneficiary that received a loan or guarantee by the EU. The lending operations covered by the GFEA
relate to three different instruments: EIB external lending, Euratom loans and Macro-Financial
Assistance. The objective of the GFEA is to protect the EU budget against financial risks by serving as a
"liquidity cushion" in order to avoid calling on the EU budget in the event of a default or late payment
on a guaranteed loan. It also contributes to budgetary discipline by setting a framework for the EU’s
policy on guarantees for EC and EIB loans to non-EU countries.**

The EC has assigned the EIB with the financial management of the GFEA. The EC supervises this
mandate and monitors the Fund. The GFEA’s resources come from: 1) an annual payment from the
budget of the EU (if needed); 2) interest on Fund resources invested; 3) amounts recovered from
defaulting debtors. The GFEA has to be maintained at a certain percentage of the outstanding amount
of the loans and loan guarantees, which is currently 9%. The amount in surplus of this rate is paid back
to the EU budget.* Guaranteed lending (and correspondingly the Fund’s assets) has increased since
1994 (Figure 6). At the end of 2014, guaranteed lending was about EUR 26.4 billion, and the assets of
the Fund stood at about EUR 2.1 billion. In recent years, the conflict in Syria, the migration crisis and
financial problems in Ukraine have put additional pressure on the GFEA.

4 http://ec.europa.eu/economy_finance/financial operations/market/index _en.htm [accessed on 21/12/2016].
55 Council Regulation (EC, Euratom), No 480/2009 establishing a guarantee fund for external actions.
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Figure 6: The Guarantee Fund for external actions
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The EC has proposed an amendment of the GFEA.*® The amendment includes:
- An increase of the target amount from 9% to 10% to better protect the budget against
potential additional risk of default of the EIB operations related to the migration crisis.
- Transferring the management of the GFEA to the EC in order to streamline and consolidate the
asset management activities of the EC, which already manages the guarantee fund of the EFSI.

Similarly, the EC has proposed a modification related to the EIB’s external lending.>” Currently, the EU
provides a budgetary guarantee to the EIB covering risks of a sovereign and political nature to ensure
adequate security for the EIB’s lending operations and protect the EIB’s credit rating. The EIB mandate
represents around 90% of the portfolio covered by the GFEA. The proposed modification aims to
enable the EIB to contribute to the EIP “by expanding both quantitatively and qualitatively the EIB
External Lending Mandate (ELM)". The EIB plays a key role in the EIP, notably via its implementation of
the Resilience Initiative in the Southern Neighbourhood and Western Balkans and the EIB's operations
in Africa under the ACP Investment Facility.

The modification is proposed in a context in which guarantee arrangements for EIB lending face
challenges, especially related to the migration crisis, Syria and Ukraine. The EC proposes:

56 European Commission (2016f), Proposal for a Regulation of the European Parliament and the Council amending
Regulation (EC, Euratom) No 480/2009 establishing a Guarantee Fund for external actions, COM (2016) 581 final, Brussels,
14.9.2016.

57 European Commission (2016g), Proposal for a Decision of the European Parliament and of the Council amending Decision
No. 466/2014/EU granting an EU guarantee to the European Investment Bank against losses under financing operations
supporting investment projects outside the Union, COM(2016) 583 final, Brussels, 14.9.2016.
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- To introduce addressing root causes of migration as a fourth high-level objective in the EIB
mandate (next to local private sector development, the development of social and economic
infrastructure and climate change mitigation and adaptation)

- Torelease the optional EUR 3 billion mentioned in the current Decision with the same regional
ceiling distribution as before. The EIB's support to the public sector of EUR 1.4 billion directed
to refugees and host communities (i.e. building block 2 of the resilience initiative) should be
included in the activated EUR 3 billion.

- To create an additional maximum ceiling for the EIB's private sector mandate amounting to
EUR 2.3 billion, while introducing a comprehensive guarantee for the private sector operations
directly linked to refugees and host communities, thus extending the EU guarantee to
commercial risks. As a result of the new private sector mandate, the EU will be entitled to the
risk premium revenues generated under EIB financing operations. Those revenues should be
transferred to the GFEA as a fourth source of revenue.

- To allow increased flexibility to switch amounts under regional ceiling allocations (from
currently 10% between regions to 20%), but only in the direction of high priority regions and
not in the new EIB private sector mandate.

- To review the list of country eligibility: in particular, removing a number of high-income and
high-investment grade countries.

Under the proposal, the overall ceiling for EIB financial operations will reach EUR 32.3 billion for the
period 2014-2020.

The EC is responsible for regular reporting on the GFEA to the EP, the Council and the ECA. The EC
annually reports on the implementation of the mandate by the EIB to the EP and the Council. As part
of the revision of the FR, the EC proposes a new section on guarantees to provide a common regulatory
framework for the EU’s guarantees bearing a contingent liability. Moreover, the EC proposes a common
provisioning fund to limit the amount of cash to be held to cover calls on the guarantees provided by
the EU budget. This common guarantee fund would cover funds for the EFSI, the EFSD and the GFEA.
It would be managed by the EC.>®

2.8. GRAPHIC OVERVIEW

The following figures present the architecture for financing EU external policies. The Facility, as a
coordination mechanism, is not included in the figures. Figure 7 presents the general architecture for
financing EU external policies. Figures 8 concentrates on the setup concerning TFs. Figure 9 shows the
EU’s framework for external investment support, including proposed changes such as the EFSD and the
common provisioning fund for guarantees.

8 European Commission (2016b), COM(2016) 605.
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Figure 7: The architecture for financing EU external policies
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Figure 8: Contributions to the TFs
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Figure 9: The new EU framework for external investment (according to the current proposal)
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Source: author based on desk research
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3. ASSESSMENT OF THE CURRENT SETUP AND PROPOSED CHANGES
KEY FINDINGS

e The EDF has a distinct character outside the EU budget based on an intergovernmental
agreement. Increasing alignment with EU financial rules has resolved some of the most
important differences with the EU budget. Inclusion of the EDF into the EU budget would
increase democratic oversight by the EP and enhance budgetary unity. However,
budgetisation involves uncertainties about the level of development funding, the funding of
the African Peace Facility and Brexit.

e TFsoffer added value by increasing the visibility of EU funding, pooling resources, speeding up
disbursements and allowing cooperation in difficult contexts (e.g. fragile states). TFs also
present an opportunity to improve policy and practice in the EU.

e Blending facilities mobilise additional resources provided that the blending process is properly
designed and managed.

e As asingle entry point for potential investors, the EFSD has the potential to generate added
value by reducing the complexity of the EU’s instruments for investment support. In the future,
the EFSD could gradually increase its scope to cover more investment-related EU instruments
and regions.

e The establishment of new tools and mechanisms, even if they draw on existing instruments,
creates room to renegotiate the programming and management of funding.

e The multiplication of tools and mechanisms may lead to duplication, even though there are
legal and practical safeguards to prevent overlaps. Coherence between all the instruments is
not always clear.

e The quantity of EU blending facilities adds to the complexity around the EU budget and might
contribute to fragmentation.

e There is no evidence that any of the elements contributing to the EU external policies may
replace or duplicate one another. They all seem to respond to different situations and must be
assessed in their own context. For some elements, such as the TFs and the blending facilities,
further reflection on the modalities of the use could be beneficial with a view to increasing
coherence.

e Rapidity and flexibility in funding come with risks, such as diversion of funding and short-
cutting stakeholders consultations. Funding may easily follow the immediate political agenda
more than long-term development goals.

e The role of the EP is generally limited with regard to the new tools and mechanisms.
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3.1. INTRODUCTION

This section provides an assessment of the architecture for financing EU external policies and proposed
changes based on the overview presented in the previous section. As the previous section has shown,
the EU’s financing for external policies has been subject to considerable change over recent years. In
the context of the mid-term review of the MFF, the proposed revision of the FR and the preparation of
the next MFF, the reform dynamic can be expected to remain strong in this area. The focus on new
challenges and crises, especially the migration crisis, has been a major driver of change and the
establishment of new instruments aiming at re-prioritising or mobilising more resources and increasing
flexibility of funding. However, room for re-prioritisation and change of financial rules in the mid-term
of a MFF is for a number of reasons constrained. The MFF reflects funding priorities at the time of
adoption, and adjustment midway can only be limited.® As a consequence, the architecture for
financing EU external policies has become more complex, balancing the need for innovation and the
respect of budgetary rules.

This section assesses the existing setup and proposed changes in the light of a limited number of key
criteria. First, it analyses the rationale for the creation of recent or new tools and mechanisms and
assesses their added value compared to operating according to the usual programming and
implementation processes of financing instruments in the EU budget. As a closely related issue, this
sub-section is preceded by a review of the arguments for and against budgetisation of the EDF. Second,
this section analyses to what extent growing complexity has resulted in more fragmentation. In this
regard, the sub-section also assesses to what extent new tools and mechanisms and proposed changes
contribute to balancing growing complexity by contributing to coherence and coordination of EU
external financing. Third, this section discusses to what extent new tools and mechanisms and the
budgetary architecture as a whole allow for more flexibility and simplification in financing EU external
policies. This is indicated as one of the main objectives of recent and proposed changes. Finally, this
section looks into the challenge of democratic oversight and budgetary scrutiny in a context of
increasing complexity.

3.2. INSIDE OR OUTSIDE THE EU BUDGET: WHAT ADDED VALUE?

This section assesses the rationale of new tools and mechanisms and other proposed changes. The
objective is to identify their added value in combining resources from the EU budget and from sources
outside the budget compared to working only with the financing instruments of the EU budget. Before
dealing with recent or new elements, this part reviews the arguments for and against the added value
provided by placing the EDF outside the EU budget.

3.2.1. The budgetisation of the EDF

The EC and the EP have repeatedly expressed their preference for budgetisation, i.e. the inclusion of
the EDF in the EU budget. This has so far been prevented by a lack of agreement among MS. In a recent
resolution, the EP states “that the simultaneous expiry of the Cotonou Agreement and of the Union’s
multiannual financial framework (MFF) provides an opportunity to finally decide on the budgetisation of
the European Development Fund in order to enhance efficiency and effectiveness, transparency, democratic
scrutiny, accountability and the visibility and coherence of EU development financing”.®® In the
Interinstitutional Agreement of 2 December 2013, “[t]he European Parliament and the Council note that

59 European Court of Auditors (2016b), EU budget: time to reform? A briefing paper on the mid-term review of the Multiannual
Financial Framework 2014-2020, 28.10.2016, p. 11.
%0 European Parliament (2016a), Resolution of 4 October 2016 on the future of ACP-EU relations beyond 2020.
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the Commission [...] intends to propose the budgetisation of the EDF as of 2021."%" In the mid-term review
of the MFF 2014-2020, the EC states that it “will carefully analyse the way forward for the budgetisation of
the European Development Fund”.®

The following paragraphs summarise the main arguments in the discussion about EDF budgetisation.®

The initial rationale for establishing the EDF outside the EU budget is related to the post-colonial ties
of some MS at the time of the EDF’s creation in 1958. Although this initial rationale is now outdated,
there are still arguments supporting the added value of placing the EDF outside the EU budget and
challenges that could stand in the way of budgetisation.

o TheEDF as a cornerstone of the ACP-EU partnership: Embedded in the Cotonou agreement,
the EDF is part of a special relationship with partner countries differing from other EU financing
instruments for development. The agreement is legally binding and provides a joint
institutional framework in which ACP States deal as a united block with the EU and have a
stronger say in issues such as programming. Moreover, the agreement combines development
cooperation with trade and political dialogue under a common framework. The ACP-EU
framework has lost some of its appeal (criticism of insufficient results, lack of political interest,
regionalisation of the trade pillar, etc.). Nevertheless, the relationship still has properties of a
privileged partnership that might be undermined by inclusion into the general budget. The EP
points out that “the privileged partnership can be maintained within the EU budget where the
geographic focus of a budgetised EDF can be designed so as to reflect and promote the privileged
ACP-EU relationship”.%*

e Perceived risk of overall decrease of the EU development budget: An open question of
budgetisation is the impact on the overall EU budget. Currently, the EU budget is capped at 1%
of EU GDP. Including the EDF into the budget would result in either an EU budget increased
above this limit, or a reduced development budget. The EP makes budgetisation conditional
on “a guaranteed ring-fencing of developing funds to maintain the level of financing for developing
countries”.%

e The EDF can accumulate reserves: An added value of the EDF compared to the EU budget is
its ability to use funds over several years. At the same time, the need to accumulate reserves is
often caused by inefficiencies in disbursement. Moreover, proposed changes to the FR, if
accepted, would allow the use of margins and carry overs within certain limits in the EU budget.

¢ Funding of the Africa Peace Facility (APF): Article 41(2) of the Lisbon Treaty prohibits the use
of the EU budget for military missions. Including the full EDF in the budget would make it
difficult to continue those parts of the EU’s support to the APF that fund military operations.
Alternative solutions to continue this funding would be required. The EP makes budgetisation
conditional on “a permanent and separate solution for EU financing for security expenses that are
linked to and in coherence with development cooperation”.*®

61 Interinstitutional Agreement of 2 December 2013 between the European Parliament, the Council and the Commission on
budgetary discipline, on cooperation in budgetary matters and on sound financial management, para. 26.

62 European Commission (2016h), Communication from the Commission to the European Parliament and the Council, Mid-
term review/revision of the multiannual financial framework 2014-2020. An EU budget focused on results, SWD(2016) 299
final, Brussels 14/9/2016.

83 This part reflects arguments drawn from the various resources referenced here and interviews.

64 European Parliament (2016a).

5 European Parliament (2016a).

6 European Parliament (2016a).
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e Brexit: In terms of size of contribution, the UK is the third most important donor to the 11" EDF
(ca. 15% of contributions). The prospects for continued UK contributions to the EDF are
stronger with the EDF remaining outside the general EU budget. If the EDF is included in the
general budget without UK contributions, these resources would have to be paid by other MS
or the EDF be reduced.

In contrast, there are arguments in favour of budgetisation, suggesting that the added value of keeping
the EDF outside the EU budget is becoming smaller:

¢ More predictability and streamlined budgeting: The inclusion of the EDF in the EU budget
would improve continuity. Currently, the EDF depends on voluntary contributions by MS and
each new EDF requires ratification by national parliaments and negotiation of transitional
measures (i.e. ‘bridging facilities’). Moreover, with the EDF inside the general budget,
contributions would be based on the EU budget key and the actual GDP of MS in that year
(instead of a fixed contribution key for the entire commitment period).

e Stronger democratic legitimacy and scrutiny: The EDF is the only financing instrument of
the EU’s development policy that is not subject to authorisation by the EP. As part of the
general budget, the EDF would be subject to the ordinary decision-making procedure, in which
the Council co-legislates with the EP. Incorporation in the budget would strengthen
democratic scrutiny of implementation. Inclusion of the EDF into the budget would increase
the profile of the EP’s development committee.

¢ Rationalising organisational structures and policy capacity: Budgetisation could allow for
rationalisation of certain structures in EU development policy (e.g. separate committees for EDF
and other instruments for development cooperation). Gains in terms of re-organisation appear
limited. Structures in DEVCO, for instance, do not really make a difference between ACP and
non-ACP.

¢ Increased efficiency of EU development cooperation: The need for each EDF to have its own
financial regulation increases complexity. However, potential gains of including the EDF under
the FR should not be overestimated as the financial regulation of the 11" EDF is already closely
aligned to EU budget rules for external action.

e Improved flexibility of EU development finance: The EDF currently protects budget
allocations to ACP countries, which can be a challenge, for instance when financing regional
initiatives involving ACP and non-ACP countries (e.g. Sahel, Gulf of Aden). Inclusion into the EU
budget could allow for more flexibility in managing funds in response to evolving priorities.

In general, differences between the EDF and the EU budget are partly being reduced by the progressive
alignment of the EDF with the EU budget (in terms of financial rules and the contribution keys).
Therefore, conditions for budgetisation in 2021 are in place, provided that MS agree. MS could have an
interest in safeguarding their influence over decision-making on development cooperation with ACP
countries. In the EDF, MS have more decision-making power, which they would have to give up in case
of budgetisation. However, MS have different positions as budgetisation would have varying
consequences for them, especially with regard to contributions (although the EDF contribution key has
been further aligned with the EU budget key).
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Overall, the decision on budgetisation will be closely linked to the future of EU-ACP relations.®” The
Cotonou agreement will expire in 2020, and the renewed ACP-EU relationship could follow different
scenarios.®® There has already been a public consultation on the issue and the EU negotiation position
will be agreed in 2017, with negotiations having to start no later than August 2018. A joint
communication by the EC and the High Representative of the Union have called for “a more targeted
and flexible partnership” that preserves the advantages of the current agreement while adapting to a
new global context. The communication highlights three options: 1) a substantially revised partnership
with the ACP group, 2) full regionalisation through three separate regional partnerships (with Africa,
the Caribbean, the Pacific) and 3) an umbrella agreement with three distinct regional partnerships for
Africa, the Caribbean and the Pacific and closer involvement of other countries. The communication
shows a preference for an umbrella agreement.® EP consent will be required for the agreement. The
EP has called for a legally binding ACP-EU framework with regional agreements and repeated its call
for inclusion of the EDF in the budget.”

3.2.2. Therationale behind the creation of new instruments

The Facility for Refugees in Turkey

The Facility illustrates the EU recognition of the fact that Turkey had many expenses in hosting
refugees. Besides increasing the visibility of the EU response, the Facility was meant to increase the
level of funding for Turkey, and all the MS have committed their pledge. The idea was not to create a
new instrument because the already existing instruments were considered sufficient. However, a
coordination mechanism was missing to give the general direction to the EU response to the refugee
crisis in Turkey.

The EU external Trust Funds

The possibility to create TFs is based on the idea that pooling resources would increase coordination
and cooperation among donors, and avoid fragmentation and disorganisation of the response of the
international community. The general objectives can be summarised as: 1) increase visibility of EU
funding; 2) strengthen the efficiency of funding; and 3) faster decision-making.”’

Visibility is a central objective of TFs. The role of the EU as a coordinator of international aid needs to
be more visible. The mediatisation of the TFs contributes to this visibility. Besides, it also increases EU
visibility vis a vis partner countries, that only have to deal with one stakeholder to discuss project
funding instead of having to discuss with multiple donors.

The second and third points on efficiency and fast decision making are very much linked in terms of
coordination of funding, and the flexibility and speed in delivery of aid. The main added value of the
TFs lies in their flexibility and speed in providing funding, as well as the opportunity and potential for

57 Eric Pichon (2016, December), “ACP-EU relations after 2020. The end of an era”, Briefing, European Parliamentary Research
Service.

% For a deeper analysis of different scenarios for the post-Cotonou agreement see: Jean Bossuyt et al. (2016, September),
Exploring scenarios for the future of ACP-EU Cooperation: an analytical tool for informed choices, ECDPM.

% European Commission and High Representative of the Union for Foreign Affairs and Security Policy (2016), Joint
communication to the European Parliament and the Council. A renewed partnership with the countries of Africa, the
Caribbean and the Pacific, JOIN(2016) 52 final, Strasbourg, 22.11.2016, p. 25.

70 European Parliament (2016a).

7T Hauck et al. (2015)
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innovation in external aid that they represent.”? TFs are also seen as a tool providing for the possibility
to direct funding at countries that may otherwise not receive as much funding. This would, for example,
be the case for countries where the risks are high (fragile states, emerging from war, etc.). The joint
intervention, while not reducing the risks, reduces the public exposure if the risks materialise.”

Another argument put forward by the EC s that the creation of the TFs will increase available resources
and attract non-EU donors. The initial idea for each TF is that the contributions of MS match the
contribution from the EU budget and that other donors participate. So far, there have been several
non-EU donors such as Switzerland, Norway and Turkey (for the Madad Fund). Regarding the
expectations that MS contributions would match the EU contribution, the current situation is still far
from this target. For some of the TFs (such as Madad and the Emergency TF for Africa), many MS have
contributed only the minimal EUR 3 million allowing for voting rights when discussing the orientation
and projects. The main argument put forward by MS is that they already contribute to the EU budget
and consider matching EU funding a duplication.” One also has to keep in mind that many MS provide
bilateral aid as well. This may explain the reluctance of some MS to provide additional resources to the
TFs.

Focussing on the Emergency TF for Africa, Castillejo (2016) notes several rationales behind the creation
of TFs. Some MS see the TF as a tool in order to leverage more cooperation from African partners on
migration issues, while this is not considered as a realistic possibility by EU officials. Other MS see the
TF as an alternative source of funding for their national development agency. From the EU side, some
think that the use of TF may be a tool to kickstart new approaches to international aid in the area of
migration, but views vary within EU institutions.

Finally, Castillejo (2016) finds broad agreement that the Emergency TF for Africa is a political
communication tool. The Emergency TF for Africa was created very quickly with the constitutive
agreement signed at the Valetta Summit on migration in 2015.”> L. den Hertog (2016) partly explains
the establishment of new funding instruments with the intention of conveying the image that the crisis
is being managed “because of the assumed strong link between funding and implementation”.”® While this
is certainly not the only reason new instruments were created, this is something to keep in mind when
looking at the tools and mechanisms created in response to a crisis, such as the TFs and the Facility.
The Facility for Refugees in Turkey is a good example of the political rationale. The Facility has been
created to respond to the refugee crisis at a very critical moment for the EU, with the announcement
of big amounts of funding when the refugee crisis was the main issue for many member states.

MS preferences for TFs may depend on their capacities to disburse aid on their own. Pooling resources
in a TF may be more attractive to MS with small capacity than to MS with big capacity.”” However, the
fact that some MS consider TFs as potential sources of funding for their national aid agencies suggests
that even MS with strong capacities also see added value in using the TFs. Finally, a briefing from the

72 Castillejo, C. (2016), The European Union Trust Fund for Africa: A Glimpse of the Future for EU Development Cooperation,
Discussion Paper 22/2016, German Development Institute.

73 Reinsberg, B., K. Michaelowa, and V. Z. Eichenauer (2015), The rise of multi-bi aid and the proliferation of trust funds,
Handbook on the Economics of Foreign Aid, pp. 527-554.

74 Castillejo (2016)

7> See also Collett E. (2016, January), EU cooperation with third countries: rethinking concepts and investments, Forced
Migration Review No 51.

76 Den Hertog, L. (2016, May), EU Budgetary Responses to the ‘Refugee Crisis’ Reconfiguring the Funding Landscape, Liberty
and Security No 93, CEPS.

’7Hauck et al. (2015)
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European Centre for Development Policy Management concludes that there has not been enough
reflection on how to use the TFs, and how to better frame the work of the EU through TFs.”® Castillejo
notes a lack of ‘appetite’ from MS to create future TFs. This may suggest that MS do not favour TFs over
traditional aid instruments.”

Blending facilities

The main rationale for channelling funds from the EU budget through facilities is to combine them with
resources from other stakeholders (in particular loans from IFls and Development Banks). The key
argument to justify the added value of this type of mechanism is embodied in the principle of
“additionality”.®® Additionality means that the investment benefiting from the injection of a grant
element would not have taken place in the absence of the grant element. As a further aspect of
additionality, the grant element should make a difference beyond just the decision to invest. Blending
should have an influence on project design and management as well as investment-related standards
(e.g. limiting negative externalities of projects, capacity development, increasing ownership of
developing countries). Finally, additionality refers more generally to the crowding-in of additional
investment as a result of the demonstration effect of successful investments.

On the basis of additionality, blending facilities provide a clear added value and offer opportunities for
mobilising additional funding.®' Therefore, the central challenge of blending is to make sure
throughout the blending process (from ex-ante assessments, project selection, design,
implementation to evaluation) that investments are additional. As a result, blending involves long and
more cumbersome procedures, transaction costs and coordination requirements with different
stakeholders. The choice of blending (rather than simply disbursing grants or loans) needs to be well
founded.

Failure to ensure additionality exposes blending to several risks. If grants are used for loans that would
have been viable under market conditions, blending risks crowding out private financing and
distorting markets. Insufficient engagement of the grant donor and final recipients might also
undermine the policy objectives of the grant-giving instruments in the EU budget (in particular,
development policy objectives). Blending could also increase debt exposure of already highly indebted
countries, reduce their fiscal space and increase their exposure to volatile international financial
markets.

The ECA Special Report on blending underlined the centrality of additionality. The report considered
the EU’s blending facilities generally effective. At the same time, the ECA pointed out that potential
benefits of blending had not been realised due to EC management shortcomings.?> According to the
ECA, grant application processes and monitoring had not been sufficiently focused on ensuring the
added value of grants. In some cases, there was a lack of convincing analysis that a grant was necessary
for the financial institutions to contract the loans. Moreover, the EC did not capitalise sufficiently on the

78 Hauck et al. (2015)

79 Castillejo (2016)

80 Sebastian Gro3e-Puppendahl and San Bilal (2016, December), Blending 2.0: Towards new (European External) Investment
Plans, ECDPM Discussion Paper No. 207, pp. 3/4.

8! The general debate on blending has been going on for several years now and has highlighted opportunities and risks of
blending. See, for instance: European Think Tanks Group (ETTG) (2011, January), EU Blending Facilities: Implications for Future
Governance Options; San Bilal and Florian Kratke (2013, October), Blending loans and grants for development: an effective
mix for the EU?, Briefing Note No. 55, ECDPM; GroBe-Puppendahl and Bilal (2016, December).

82 European Court of Auditors (2014), pp. 25/26.
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opportunity to influence the design of projects. The ECA concluded that, for nearly half of the projects
examined, there was insufficient evidence to consider that the grants were justified while, fora number
of these cases, there were indications that the investments would have been made without the grant.
The ECA’s main recommendations to the EC were to improve the assessment of the added value of
grants and to be more proactive in identifying and selecting projects. Moreover, the ECA
recommended improving monitoring of EU grant implementation, including the establishment of a
results-measurement framework.

Since the ECA Special Report, the EC has built on lessons learned and guidelines provided by the EU
Platform on Blending in External Cooperation (EUBEC). For instance, the EC has updated the templates
for project proposals to better ensure additionality of grants. Moreover, an evaluation of blending will
be published in 2017.8 The EP supports the expansion of EU blending activities, provided that ECA
recommendations are implemented. In a resolution on the role of the private sector in development,
the EP stressed additionality and consistency with development effectiveness principles and policy
objectives as key requirements. The EP called on the EC to further strengthen its management
capacities, to democratise the governance structure of the EU Blending Platform and the regional
blending facilities, by properly engaging with all relevant stakeholders, to strengthen the criteria for
setting up grants and establishing their amounts, and to specify in detail the added value of blending
in each of its projects.

The European Fund for Sustainable Development

The declared rationale of the EFSD is to serve as a “one-stop-shop” to receive financing proposals from
financial institutions and public or private investors. The objective is to facilitate investments in the EU
neighbourhood and Africa by offering a single entry point for proposals and to deliver a wide range of
financial support. The two components of the EFSD, the regional investment platforms and the EFSD
guarantee, combine resources from the EU budget (grants, guarantees) with resources from other
stakeholders aiming to invest in the two regions.

As a single entry point for potential investors, the EFSD has the potential to generate added value by
reducing the complexity of the EU’s framework for investment support. The current proposal would be
a step towards achieving this ambition. The two regional investment platforms bring together the two
existing regional investment facilities for Africa (AfIF) and the EU neighbourhood (NIF). Yet, they do not
yet incorporate other EU blending facilities in the concerned regions (e.g. the ACP Investment Facility
and potentially other thematic investment facilities). Similarly, other relevant funding mechanisms are
outside the EFSD (in particular, the EIB External Lending Mandate, including the EIB’s Resilience
Initiative). As a result, the proposed EFSD would not yet be a complete “one-stop-shop” for investments
in the EU neighbourhood and Africa. The immediate added value of the EFSD rather lies in its
pioneering role of testing a new approach of bringing together different mechanisms.

83 Interviews.
84 European Parliament (2016b), Resolution on Private Sector and Development, Strasbourg, 14. April 2016.
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3.3. COHERENCE AND COORDINATION VS FRAGMENTATION OF EU EXTERNAL FUNDING

This section looks into the coherence of the current setup for financing EU external policies. An
important question in this regard is to what extent new tools and mechanisms and proposed changes
promote coherence and coordination or entail a risk of fragmentation. Coherence and fragmentation
can be analysed at different levels, including the overall structure and unity of the budget, the
coherence of external policies and funding instruments as well as coordination between different
institutions, MS and other stakeholders at the level of decision-making and implementation.

The Budgetisation of the EDF

The impact of EDF budgetisation would generally be positive from the perspective of coherence.
Budgetisation would integrate all major financing instruments for EU development policy in the EU
budget and respect the principle of budgetary unity. In terms of coherence of external policies and
financing instruments, budgetisation might not lead to major changes since the EDF and the ACP-EU
relationship are already embedded in the common principles and objectives set out in the EU treaties
and EU development policy documents. Some limited gains in terms of coherence could be expected
from a re-organisation of institutional structures, such as separate committees for the EDF and other
financing instruments. EDF budgetisation could contribute to improving the management of overlaps
between different EU financing instruments for development cooperation. This could enhance the EU’s
coherence in regions and thematic areas covered by the EDF and other instruments from the EU
budget, especially with regard to Africa and the EU neighbourhood.

The EU Trust Funds for external affairs

In the case of the EU’s geographic financing instruments, coordination among stakeholders, including
the partner country, is usually addressed during the programming phase. This is a rather long process
that does not take place systematically in the case of TFs. As Castillejo (2016) points out, for the EDF
there is joint programming but no joint decision-making, and for the TFs it is the reverse: i.e. joint
decision-making but no joint programming.®* The rapid disbursement of funds does not seem
compatible with the lengthy programming process. Decision-making is necessarily collective because
of the political stakes. Coordination and coherence in TF activities is not looked at as extensively and is
assessed on a case by case basis. However, coherence regarding the objectives is not always very clear.
Collett (2016) notes that “a review of the core goals of the EU regional Fund in Response to the Syria Crisis
(Madad) reveals significant overlap with the core goals of the Regional Development and Protection
Programme in the Middle East”, and further completes “meanwhile the UN-led regional Refugee and
Resilience Plan (3RP) for the Syria region remains severely underfunded in the same area of sustainable
livelihoods” .2 While this in no way means that there is an absence of cooperation between the UN and
the EU, this raises some questions about the necessity to create new tools, while others with similar
objectives (though managed by a different entity) remain underfunded. However, it is in the EU’s
interest in terms of visibility to manage its own TFs instead of channelling funding to a UN-managed
programme or fund. It is not certain that MS would contribute to the same extent if the funds were not
managed by the EU.

It is also argued that the speed at which some of the TFs were established, and especially the TF for
Africa, raised concerns about strategy and complementarity with existing processes and
programmes.?” In general, Castillejo (2016) notes a widespread scepticism among the stakeholders

85 Castillejo (2016)
8 Collett (2016)
8 Faure R., Gavas M., Knoll A. (2015), Challenges to a comprehensive EU migration and asylum policy, Report, ECDPM, ODI.

42



The budgetary tools for financing the EU external policies

interviewed about the establishment and utility of that TF.2% The coherence of TFs is often questioned
because they are created as emergency mechanisms and aim to address medium and long-term issues,
such as migration. (Castillejo, 2016; Faure et al., 2015). On the response of the EU to the refugee crisis,
Faure et al. (2015) find that “short-term approaches have failed to address the long-term nature of the
problem”,®* and links this to the speedy creation of new tools, lacking reflection on the strategy to
address short, medium and long-term objectives.

Besides potential additionality of new tools, it appears that the TFs do not replace the traditional
instruments for external funding. According to the EC, TFs are very unlikely to replace other EU funding
tools. The TFs do not duplicate the existing mechanisms that provide bilateral funding to third
countries. Rather, they fill the gaps in funding and allow to focus more on the current problems. TFs are
seen as complementing the traditional aid channels, rather than replacing them. However, this may
change in the future.®

Faure et al. (2015) note that the multitude of already existing instruments created fragmentation at
country level, leading to situations in which “partner countries and regions have numerous programmes,
each with different terms and conditions”.”’ This fragmentation is not attributed to the use of new tools.
It is rather the result of years of proliferation in programmes and instruments in general. Reinsberg et
al. (2015) note in a paper on TFs that there is no proof of less donor fragmentation, nor proof of
increased fragmentation. This statement does not mean that the EU’s external funding architecture is
not fragmented. The TFs simply do not modify the already existing fragmentation of EU external
funding instruments.

The Facility for Refugees in Turkey

As noted previously, the Facility was created precisely to coordinate EU funding. A small team based at
DG NEAR is preparing the meetings of the steering committee of the Facility. It also coordinates with
other donors regarding programming and liaises with MS. One of its objectives is to make sure that
there is no overlap in the projects funded by the EU primarily, but also that this articulates well with
what MS and non-EU donors are funding. Ensuring coordination and coherence with other instruments
takes the form of agreements, for example, that ECHO focuses on informal education, leaving formal
education to be funded by other instruments financed through the Facility. Funds are then managed
like regular projects by the corresponding instruments. However, for visibility purposes, it is made clear
when the contract is signed with the implementing partner that the project is part of the Facility. The
main impact of the creation of the Facility for the instruments is an increased amount of funding
(because of the additional EUR 2 billion coming from the MS).

Blending facilities

The quantity of EU blending facilities adds to the complexity around the EU budget and might
contribute to fragmentation. As far as regional blending facilities are concerned, the ECA considers it
“appropriate to have eight different regional investment facilities instead of one global investment
facility”.®? The facilities have different structures for combining the funding from different donors and
channelling it to projects. Moreover, the instruments providing grants have different legal bases and
the regional focus of blending facilities corresponds to the allocation of responsibilities for geographic
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zones in the EC and IFls. The parties represented in the governance bodies may also vary from region
to region. However, if other mechanisms (thematic, ACP Investment Facility, etc.) are added, the picture
of EU blending becomes difficult to oversee. Moreover, some regional investment facilities are rather
small in terms of number of projects and grants. For instance, the Investment Facility for the Pacific
(IFP) has granted approval for two EIB-lending operations since 2012.%

The blending frameworks are a step towards consolidation of regional blending facilities. Blending
frameworks related to the grant-providing instrument (DCI, ENI, IPA, EDF) provide common rules and
guidelines for the facilities. However, in some cases frameworks risk adding just an additional layer of
governance structures and coordination requirements. For instance, the framework of the ENI only
covers the NIF. In contrast, the WBIF does without the distinction between framework and facility. In
other cases, frameworks do not include all EU blending facilities operating in the concerned region. For
instance, the EDF framework covers the AfIF, the CIF and the IFP, but not blending in the ACP
Investment Facility.

The EFSD, including the AfIF and the NIF with a possible extension to other regional blending facilities,
might have the potential to bring more coherence into the complex landscape of blending facilities. In
the future, it could be considered to review the scope for re-organisation and consolidation of blending
facilities, which would also depend on other issues (e.g. the future of the EDF).

At the level of decision-making and implementation, blending facilities serve a clear purpose of
facilitating coordination among diverse stakeholders in projects. There are also opportunities involved
to achieve greater aid effectiveness by pooling and matching of funds and better coordination among
the EC, MS and IFIs.**

The European Fund for Sustainable Development

As a “one-stop-shop”, the EFSD is clearly designed with the ambition to improve coherence and
coordination. By serving as an umbrella for different mechanisms for blending and risk sharing to
supportinvestments, the EFSD has the potential to enhance coherence and coordination among these
mechanisms. On the basis of the current proposal, this ambition would only be partially fulfilled as
many external, investment-related facilities and initiatives would still be outside the remit of the EFSD
(EIB Resilience Initiative, ACP Investment Facility, etc.). Under the current proposal, the EFSD strategic
board would have the task to ensure coherence and coordination with these other mechanisms. In the
long term, the EFSD could also have strong potential to improve coherence by extending its scope
beyond the EU neighbourhood and Africa in support of the SDGs globally.

The EFSD also provides the context for proposed amendments to the FR to bring financial instruments,
budgetary guarantees and financial assistance under a single regulatory framework.”> The main
objective is to ensure consistency and facilitate the combination of instruments. The current proposal
plans to regroup common principles under a new Title X and to introduce more specific rules for
budgetary guarantees and financial assistance. A number of common principles would apply to
financial instruments, budgetary guarantees and financial assistance (establishment by a basic act,
possibility of other contributions, application of the rules related to indirect implementation). Further
common principles would exist for financial instruments and budgetary guarantees.

93 http://ec.europa.eu/europeaid/regions/latin-america/caribbean-investment-facility en [accessed 09/01/2017]
94 Bilal and Kratke (2013, October), p. 5.
9 European Commission (2016b), COM(2016) 605.
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3.4. FLEXIBILITY AND SIMPLIFICATION

Achieving more flexibility and simplification is one of the declared ambitions of proposals related to
the mid-term review of the MFF and of the FR. The objective is to make the budget more agile in
responding to new challenges and unforeseen crises.

3.4.1. The proposals to increase flexibility of the EU budget

The introduction of “flexibility cushions” in the DCI, ENland IPA raises questions about the predictability
and long-term commitment of the EU’s geographic cooperation instruments. The initial purpose of
these instruments is to finance stable cooperation programmes, enabling the ownership and
involvement of partner countries and different stakeholders in these countries. The performance of
these instruments relies on a sustained, long-term effort to promote development and reforms in
partner countries.

Other instruments are endowed with a more appropriate mandate to flexibly address short- to mid-
term challenges and crisis management. These include humanitarian assistance, the CSDP budget and
thematic instruments such as the IcSP. Alternatively, an expansion of the DCl’s thematic programmes
could be an option as these programmes are suited for flexible adjustments. For instance, they can be
used in all geographic areas of the DCl, ENI and the EDF. In particular, the DCl's Global Public Goods
and Challenges (GPGC) programme could be used to enhance the EU’s ability to address new
challenges.

Overall, current proposals, including the expansion of special instruments, would increase flexibility
across a broad range of instruments in the EU budget. This would improve the EU’s ability to respond
to new challenges and unforeseen crises. Yet, future decisions on increasing flexibility should be based
on a thorough analysis of which instruments are best suited, by their mandate and intervention logic,
to achieve flexibility. Moreover, more reflection and strategic orientation on the right balance between
flexibility and long-term cooperation is needed. Reducing long-term development cooperation with
partner countries for the benefit of ad hoc measures might only increase the likelihood of crises in the
future.

EDF budgetisation might also contribute to increased flexibility in funding development cooperation.
In particular, budgetisation could expand the scope to react to shifting priorities between countries
and regions and managing overlaps between different geographic zones. The EDF’s current
advantages in terms of flexibility (carrying funds over several years and accumulating reserves) are
diminishing in the light of EC proposals for maximising the use of margins and carry-overs of
unallocated funds in the EU budget. According to these proposals, the ceilings in any given year could
be exceeded as long as the overall ceilings for the whole period are respected. According to the ECA,
these proposals would add to the complexity of the system and call into question key principles of the
EU budget (annuality, use of funds for different purposes than determined by the initial assignment).’

% European Court of Auditors (2016b), p. 12.
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3.4.2. The advantages and drawbacks of flexibility and simplification with
new instruments

As far as the new tools and mechanisms such as the TFs and the Facility are concerned, it is undeniable
that they bring flexibility and allow for a rapid disbursement of funds. However, Castillejo (2016) points
out that this rapidity and flexibility also comes with risks, such as, skewing incentives, short-cutting
local consultations and responding more to EU political priorities than to the local context and needs.
Finally, there is also a trade-off between acting fast and acting on the basis of sufficiently strong
evidence.”” For example, pursuing the objective of quick delivery of aid does not necessarily leave
enough time for open calls for proposals and may lead to less inclusiveness, and potential loss of local
ownership for some projects.’® The use of special measures is also pointed out as “doing away with some
aspects of open competition”.*®

There are also concerns regarding the contribution of the EU, notably with regard to the TFs and the
Facility. The EU contribution comes from the EU budget and does not represent new funding in the EU
budget but is the result of reorganising and relabeling some already existing funding.'® The main
concern in that regard is that funds from the EU budget destined to development aid be diverted
through the TFs and funding projects that rather have a security than a development angle in dealing
with migration. With regard to the area of migration, the border between what falls into development
or security is not necessarily always clear. In order to respond to these concerns, it has been established
that the funds drawn from the EDF, ENI and DCI must meet the requirements for Official Development
Assistance (ODA) eligibility. Funds diverted from national or regional indicative programmes must
respect their initial objectives, even when transferred to the trust fund. Equally, the funds from the IcSP
must still apply the rules of the IcSP regulation. As it would not be possible to apply the regulations of
each of the instruments contributing to the TFs without creating deadlocks, the EC introduced the
notional approach. It means that TFs need to follow as close as they can the rules applying to the
instrument that provided the initial funding. However, the risk of diversion of funding for non-ODA
purposes is real, according to Castillejo (2016). She notes that regarding the Emergency Trust Fund for
Africa it has not happened so far, although there are reasons to fear this might happen in the future.”

Another risk of the rapidity and flexibility of funding is that it may not serve as much the long-term
development goals, because it becomes possible to address short-term and highly politicised issues.
Funding channelled through the TFs often does not have a specific objective. However, as noted earlier,
the objectives of the TF are quite broad (even though they match the objective of other instruments).
There is a risk that funding tends to follow the political agenda and it is unclear how to make sure that
some countries in need are not left aside because not high enough on the political agenda.'® Den
Hertog (2016) notes that “the inherent logic of having rapid and flexible funding allocations leads to
questions over whether such allocations will serve the long-term development interests of third countries or
rather the short-term security interests of the EU".'® Faure et al. (2015) go even further saying that the
answer to short-term issues through funding may even degrade relations with other countries that are
not among the EU’s top priorities. The paper takes the example of the Facility for Refugees in Turkey
that will manage funding of at least EUR 3 billion, while the Emergency TF for Africa has a budget of
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EUR 1.8 billion to address migration issues in 23 countries of Africa.’® These might be inherent risks
resulting from the establishment of TFs. More research on this would be needed to develop a clear
picture of the mechanisms of aid allocation and whether development of aid diversion is taking place
and how it could be tackled.

The existing shortcomings identified in some policy areas, such as identified in the ECA report on
migration policies in the EU neighbourhood,'® are unlikely to be addressed by tools created to respond
to crisis in a more simplified and flexible way, as the rules are made more flexible, rather than
strengthened.’® However, the use of TFs is also seen as an opportunity to innovate and improve EU
external funding in several ways: TFs create an opportunity to experiment different ways of working,
and to work in different areas. This could lead, if the opportunity is taken, to an improved policy and
practice in the EU external funding.

The Facility is meant as a simplification mechanism, because it increases funding, without crowding
out the already existing instruments for external policy. The EU contribution to the Facility comes from
various instruments and could raise the question of diversion of funding. However, a stakeholder
interviewed pointed out that little funds are actually diverted, because many of the instruments, such
as the IPA, were already working on projects regarding migration. Besides, this does not mean that the
EU is less engaged with what it was doing before.’®” Den Hertog (2016) notes that “Concerning the EU
budget contribution [...] it does not include funding that could not already be budgeted under instruments
that could benefit Turkey and its refugee reception capacities”.'”®

As for blending facilities, their use as delivery mechanisms does not offer immediate gains in terms of
speed or flexibility when compared to using grants or loans directly. Blending involves long procedures
requiring coordination with a broad range of stakeholders. However, lessons learned from past
experiences are likely to contribute to making blending processes more efficient. As for the EFSD, its
structure as a “one-stop-shop” could facilitate the flexible use and combination of different
instruments. The proposed simplification and harmonisation of financial rules with regard to financial
instruments, budgetary guarantees and financial assistance contributes to this objective.

3.5. DEMOCRATIC OVERSIGHT AND BUDGETARY SCRUTINY

The growing complexity of the budgetary setup poses a challenge for democratic oversight and
budgetary scrutiny. This section summarises the mechanisms for oversight and scrutiny with regard to
the elements discussed in this paper and points to potential challenges.

Challenges within the EU budget

Within the EU budget, increasing the share of funds for flexible spending purposes (i.e. “flexibility
cushions” in geographic instruments, increase of special instruments) draws part of the resources away
from multiannual programming and implementation cycles. In practice, the ability of the EP to exercise
oversight might decrease as the EP development committee tends to be more closely involved in the
usual programming processes. In 2014, for instance, the EC put in place a strategic dialogue on DCI

14 Faure et al. (2015)
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programming with the EP’s development committee. This dialogue made possible an early
involvement of the EP before programming documents are finalised.'®

More generally, the EP is well informed of the preparation of multi-annual cooperation plans by the EC
and the relevant committees. It can also discuss Country Strategy Papers with the EC and can question
the EC on issues related to implementation. This type of informal involvement is likely to be less
pronounced in areas where spending becomes more speedy and flexible.

The EDF

Due to the intergovernmental structure of the EDF, the EP has a more limited role than with
development cooperation instruments in the EU budget.'® The EP does not intervene in the
establishment of the EDF and the allocation of resources. However, the EP is the discharge authority,
except for the Investment Facility managed by the EIB. Drawing on sources such as the ECA’s annual
report and special reports, the EP decides whether to grant discharge to the EC for its management of
the EDF.

The EP participates in the Joint ACP-EU Parliamentary Assembly (JPA). The JPA is part of the institutional
structure created by the Cotonou agreement, which also includes the Joint ACP-EU Council of Ministers
and the ACP-EU Committee of Ambassadors. Through the JPA, the EP can exert some limited scrutiny
over issues such as Country and Regional Strategy Papers (i.e. the programming documents agreed
with ACP countries). However, the role of the JPA is purely consultative.

Finally, the EP can vote resolutions on the EDF. For instance, the EP has used resolutions to call for the
budgetisation of the EDF.

The EU external Trust Funds

The EP is not consulted for the creation of TFs. However, it has a right of scrutiny when the draft
implementing act is related to a basic act adopted under the ordinary legislative procedure.'"" As the
TFs operate outside of the EU budget, the EP has no oversight. However, when funds are transferred
from an existing EU instrument to the TF, the normal procedure for funding is followed. For example,
for the EDF, the EP is consulted and gives its agreement when funds are transferred to a TF. While the
idea behind the TFs is to increase the flexibility and rapidity of funding disbursement to react to
unforeseen situations, the consultations with the EP may take some time if this needs to be done for
every project.

The TF are also subject to an external audit every year. The ECA and the EC's internal auditor exercise
the same powers as for the other activities of the EU.

Regarding reporting, the EC has to inform the EP when a TF is created and it also needs to report
annually to the EP."? These reports shall include information on the activities of each TF and their
implementation, as well as information on the performance and financial accounts of the TF. Those
annual reports are submitted in the framework of the discharge procedure.

Finally, the EP can request the EC to discontinue appropriations or liquidate a specific TF.

19 Valerie Ramet (2016), A general survey of development policy, Fact Sheets on the European Union, European Parliament.
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The Facility for Refugees in Turkey

Regarding the Facility, strategic guidance on the overall priorities, types of actions to be supported,
and the instruments to be used is decided by the Facility Steering Committee, which is made up of MS
and Turkey. The EP does not have a specific scrutiny role regarding the Facility. However, it has a role
in the supervision of the individual instruments mobilised by the Facility. The EC has to report to the EP
and the Council on a regular basis according to the legal base. Since the implementation of the Facility
in January 2016 to December 2016, there have been four reports on the implementation of the EU-
Turkey statement, which is the framework in which the Facility was created. The reports contain
information on the status of the Facility, the implementation of projects and the next steps. The EC shall
also report annually to the EP on the implementation of the Facility.

The EU blending facilities

Title VIII of the FR (“financial instruments”) applies to blending facilities. According to these provisions,
the EC reports annually to the EP and the Council on the activities relating to financial instruments (Art.
140-8 FR). Moreover, the EP or the Council can request the EC to discontinue financial instruments that
do not achieve their objectives effectively (Art. 140-9 FR).

The key challenge remains the verification of additionality in blending activities. To this end, blending
activities rely on ex-ante assessments, monitoring systems and evaluation. They are subject to scrutiny
by the ECA, which published a Special Report on EU blending facilities in 2014.

The EP has an observer status in the EUBEC. In view of enhancing the EP’s ability to oversee complex
blending activities, the EP might assess further options to improve its scrutiny over blending activities.
A close involvement in the numerous regional blending facilities seems unrealistic and does not
correspond to the EP’s role. However, the EP could acquire observer status in the four blending
frameworks that shape the strategic orientation of the EU’s blending activities. In this regard, the role
of standing rapporteur on blending could be used. This involvement would complement the EP’s more
general call to “democratise the governance structure of the EU Blending Platform and the regional
blending facilities"."™

In view of maximising its capacity to process information and reports made available by the EC, the ECA
or other sources, the EP could further develop in-house capacity on blending in EP research services.
On this basis, the EP would also be better placed to request evaluations of blending facilities. More
generally, this type of capacity is likely to become more important in view of the EFSD and the
increasing use of funds from the EU budget to support investments outside the EU.

The European Fund for Sustainable Development

The EFSD will include blending platforms and guarantees. In this context, the EC proposes a set of
common principles for financial instruments, guarantees and financial assistance. These proposals
envisage comprehensive provisions on transparency, accounting, treasury management based on the
annual financial statement in compliance with EU accounting rules and the International Public Sector
Accounting Standards (IPSAS).

With regard to the EFSD, the control of contingent liabilities is central. Contingent liabilities have
increased and would further increase under proposed changes. The ECA has stressed the need to

3 European Parliament (2016b).
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“strengthen risk management and reporting on the increasing contingent liabilities of the EU”.""* The EFSD
guarantee and lending covered by the Guarantee Fund for external actions generate a contingent
liability for the EU. A contingent liability is a potential liability that may (or may not) occur, depending
on whether guarantees provided by the EU are called upon. Contingent liabilities are therefore subject
to uncertainty and need to be backed by the provisioning of funds to make available a liquidity cushion
allowing the budget to react to potential payment obligations without drawing on extra funding.

Managing contingent liabilities requires a framework for authorisation and monitoring to ensure that
annual budget ceilings are respected. This is also relevant for the credit rating of the Union. Contingent
liabilities have to be defined in the relevant basic act (which has to be adopted by co-decision, i.e. with
approval of the EP). However, only part of such amount is actually financed - a provisioning rate is set
in the basic act. The EU budget in combination with other sources, such as reflows, should contribute
to provisioning.

The increasing use of instruments bearing contingent liabilities requires a considerable amount of
payment appropriations to be mobilised and provisioned. As a way to optimise provisioning, the EC
proposes pooling provisions into a common provisioning fund. “The common provisioning fund should
hold all those resources set aside to provide a cash cushion needed to honour the financial liabilities of the
EU"."" The provisioning rate will be determined by risk assessments, which will also include an annual
assessment of the sustainability of contingent liabilities in the context of the annual budgetary
procedure. The EC also proposes the establishment of an early warning mechanism to avoid a shortage
of provisions. The EC would regularly report on the financial exposure of the Union. The common
provisioning fund would be managed by the EC directly in order to ensure consistent and efficient
treasury management and accounting, as well as full transparency towards the budgetary authority.

The EC's proposal for the FR aims at clarifying risk exposure and the amount of the financial liability to
the EU budget. The EC will report annually to the EP and the Council on financial instruments,
budgetary guarantees, financial assistance, contingent liabilities and the common provisioning fund
through a single and comprehensive reporting document. This information would also be available to
the ECA."'
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4. CONCLUSION AND RECOMMENDATIONS
KEY FINDINGS

e Changes in the architecture for financing EU external policies have been driven by new
challenges and unforeseen crisis.

e New tools and mechanisms and other changes have, in part, been the result of balancing
innovation needed to react to new priorities with constraints and key principles of the EU
budget.

o New tools such as TFs and mechanisms such as blending facilities should be considered as part
of a more diversified toolbox of the EU’s financing for external policies providing additional
options.

o New tools and mechanisms such as TFs and blending facilities have the potential to provide
distinct added value. TFs, for instance, enhance visibility and flexibility of EU external funding;
blending facilities can mobilise additional resources for investments.

e The downside of a more diversified toolbox for external funding is increasing complexity. The
shifting and complex landscape of EU external funding makes democratic oversight and
budgetary scrutiny more challenging.

e The mid-term review of the MFF, the revision of the FR and the preparation of the next MFF
provide the opportunity to consolidate the evolving architecture of EU financing for external
policies and give it a stronger strategic orientation.

The section presents the main conclusions and policy/research recommendations.

4.1. CONCLUSIONS

Over the past years, the architecture for financing EU external policies has changed in the face of new
challenges and unforeseen crises. The mid-term review/revision of the current MFF and the revision of
the FR have laid the ground for further changes. Moreover, the preparation of the next MFF is within
eyeshot and calls for a broader reflection on the future of EU financing for external policies. Against this
background, this paper has provided an overview and taken stock of the current setup of EU financing
for external policies and proposed changes.

The overview and assessment cover a comprehensive range of issues related to the EU budget. These
issues include changes inside the budget, the long-standing debate on the EDF’s position outside the
EU budget and the EU’s increasing reliance on new tools and mechanisms such as trust funds and
blending facilities. Moreover, the paper includes recent proposals such as the EFSD. The instruments,
tools and mechanisms covered are very diverse and need to be considered in their own specific
contexts. The table in Annex A summarises the main ideas from the assessment, structured according
to the following aspects: added value, coherence, flexibility and democratic oversight.

Recent and proposed changes in the area of EU financing for external policies represent a balancing

act. The responses to new, urgent challenges require innovation, but are also subject to limits set by
the EU budget. So far, this balancing act can be considered successful in that it has enhanced the EU’s
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ability to respond to immediate, new priorities without infringing key principles of the EU budget.
Moreover, new funding tools also provide opportunities to mobilise more resources for urgent
financing needs, especially in the context of the migration crisis and related challenges in the EU
neighbourhood and Africa.

The EU’s toolbox for external financing is now more diversified and opening up new possibilities. New
tools and mechanisms, such as trust funds and blending facilities, and the proposed EFSD can offer
added value in different regards. Some of these innovations such as trust funds have improved the EU’s
ability to react more swiftly and flexibly to urgent challenges. New tools and mechanisms also have the
potential to mobilise more resources and focus the efforts of a wide range of stakeholders on specific
purposes.

At the same time, the growing complexity comes with challenges and trade-offs. Increasing speedy
and flexible financing to respond to crises and new priorities might reduce resources for other long-
term objectives and impinge on principles of aid effectiveness. New tools and mechanisms can bring
together different stakeholders to pool resources, but also add an additional layer in the architecture
of EU financing for external policies. Overall, these challenges can be overcome as long as new tools
and mechanisms are well managed and targeted at specific purposes where they add distinct value. In
the future, growing evidence and assessments on the use of trust funds and blending facilities will
provide a stronger basis for the further development of the EU’s financing for external policies.

Innovations in the EU budget and new tools and mechanisms also need to be firmly anchored in
democratic oversight and budgetary scrutiny. From a formal perspective, this is not a major issue as
budgetary reforms and new tools and mechanisms can be traced back to legal acts decided by the EP
and the Council. They pursue agreed objectives and fulfil requirements set in these acts. Democratic
control and budgetary oversight is ensured by provisions for transparency and monitoring, audit,
respect of accounting standards and regular reporting to the EP. In some respects, the strong visibility
of new tools might even contribute to more transparency and subject them to higher public scrutiny
than other parts of the EU’s financing for external policies. However, overseeing complex funding
structures as well as speedy and flexible disbursements can be challenging in practice and requires
adequate capacity.

The EU financing for external policies has a lot to gain by embracing reforms to the EU budget and
innovative tools and mechanisms. However, current innovations born out of crisis mode and path
dependencies must also be thought together with the evolution of the EU budget in the long term. In
view of the preparation of the next MFF, there is a chance to consolidate and clarify the architecture of
the EU’s financing for external policies by applying a more strategic approach.
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4.2, RECOMMENDATIONS

Future reforms in the EU’s financing for external policies should be closely linked to the EU’s
strategic objectives. Recent and proposed changes are considerably driven by the need to respond
to immediate crises. The EU should strengthen its ability to respond to crises as part of a broader
set of strategic and policy objectives set in the EU’s Global Strategy and other policy documents.

The preparation of the next MFF presents an opportunity for a comprehensive review of the EU'’s
financing instruments in the EU budget. Recent and proposed changes were constrained by the
limits of adjusting the MFF mid-way. The next MFF can anchor required changes more solidly in the
EU budget and reduce the need for ad hoc adjustments in the future.

MS should bring the long-standing debate on the budgetisation of the EDF to a conclusion. The EC
is committed to proposing budgetisation as of 2021 and the EP has repeatedly called for the EDF’s
inclusion into the budget. A clear and sustainable decision on budgetisation is necessary before
deciding on the shape of the external financing instruments in the next MFF. Developing a clear
perspective for the EDF will also strengthen the EU’s position in the negotiations with ACP states
on a successor agreement to the Cotonou Partnership Agreement, scheduled to enter into force in
2021.

In view of the next MFF, the right balance between flexibility and long-term predictability of the
EU’s funding for external policies should be clarified more explicitly. Injecting more flexibility into
the EU budget should be based on an assessment of which financing instruments are most suitable
for enhancing flexibility based on their intervention logic and way of functioning. Current
proposals would insert more flexibility across a broad range of instruments, including the
geographic instruments of the EU budget, which have originally been designed for long-term
cooperation with partner countries. The use of other instruments could be expanded to enhance
flexibility, in particular humanitarian assistance and the IcSP. Some flexibility in geographic
instruments might also be necessary and could, for instance, be achieved by adjusting the thematic
programmes in the DCI, which have a flexible geographic reach.

The potential of new funding tools such as TFs and mechanisms such as blending facilities should
be further explored. Growing experience and assessments should strengthen the evidence base
on the use of these tools and mechanisms.

In view of enhancing the EP’s ability to oversee blending activities, the EP should consider steps to
strengthen its involvement in the governance of these activities. The EP could seek observer status
in the four blending frameworks of the DClI, ENI, IPA and EDF. This could be achieved, for instance,
via the role of standing rapporteur for blending. The EP should enhance its ability to process reports
from the EC and other sources and to request evaluations by strengthening in-house capacity on
blending.

The EC should review the scope for re-organisation and consolidation of the landscape of EU
blending facilities. The quantity of investment facilities using blending is very high, including the
eight regional blending facilities, the ACP Investment Facility and thematic blending facilities.
Blending frameworks supersede the regional blending facilities. In addition, the AfIF and NIF will
become the Regional Blending Platforms of the EFSD. A simpler and clearer architecture of the EU’s
blending facilities could improve their coherence, visibility and oversight.
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8. The EC should assess the possibility to gradually maximise the EFSD’s role as a “one-stop-shop”. As
an umbrella covering blending platforms and guarantees, the EFSD can foster coherence among
the EU’s investment-related instruments. So far, this is only partially the case. The EFSD does not
include all relevant investment instruments in the EU Neighbourhood and Africa (e.g. ACP
Investment Facility, Resilience Initiative). Moreover, the possibility of extending the EFSD to other
regions could markedly enhance its ability to foster coherence. One longer-term option could be

to gradually develop the EFSD into the EU’s global investment framework for sustainable
development.
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ANNEX A

Does the
instrument
have a distinct
added value
(e.g. mobilise

The EDF has a distinct
character outside the EU
budget based on the legally
binding ACP-EU institutional
framework. However,

EU Trust Funds

Visibility of EU
funding, efficiency
gains through pooled
funding, faster
spending,

Main added value is
the visibility and
additional funding to
respond to the
refugee crisis in

mobilise additional
resources provided
that the blending

process is properly

Main added value is to
serve as a “one-stop-
shop”, i.e. a single entry
point for financial
institutions and public

funding more
coherent or

Budgetisation could
rationalise committee

They also add an
additional

soon to say whether
the Facility has been

other facilities (e.g.
ACP Investment

additional increasing alignment with cooperation in Turkey. The Facility designed and or private investors.
resources)? the EU but}lget have also diffiFuIt contexts (e.g. allows fast action. managed. The EFSD provides an
reduced differences. fragile states). umbrella for regional
Uncertainties remain about Variable success in blending facilities and
level of EU development mobilising additional guarantees directed at
funding in case of resources (matching the EU neighbourhood
budgetisation, the funding by MS has not and Africa
of the African Peace Facility occurred).
and the future of the ACP-EU
relationship.
Does the Gains from budgetisation Trust funds facilitate Main purpose is EU blending facilities Umbrella function can
instrument should not be pooling and coordination and include 8 regional contribute to
make EU overestimated. coordination. visibility. It is too blending facilities and coherence.

Potential to increase
coherence if more

provide more
flexible and

several years and accumulate
reserves. But changes in EU

because of the
absence of

disbursing of funds.
Once funds have

key purposes of
blending facilities.

less? structures and |]£npr0\|/e intermediary layer. efflu;nt asa fFac'lll'lt'y, thematic comprehensive and
Ewanagement of overlaps On balance the coorh |n§t|on acilities). global in covering
etween instruments impact of trust funds mechanism. It seems | pgjonding frameworks relevant investment
responsible for different P that there has been ; :
improve coherence, instruments and
geographic zones. on coherence appears | 14 big overlap so far. but do not cover all regions
to be neutral. i~ gions.
facilities and add an
additional layer.
Does the Outside the budget, the EDF Yes. The process of The flexibility allows Flexibility and The proposed common
instrument can carry funding over funding is faster fast contracting and simplification are not rules for financial

instruments,
guarantees and

but the EC has
obligations to report
to the EP.

ante assessments and
monitoring systems).

simpler financial rules will also allow programming phase. been allocated to an Blending processes financial assistance can
funding? use of margins and carrying instrument, the require more complex facilitate use of
over funds. procedure is the procedures and |nstru'mer.1ts and their
same as usual. coordination than combination.
providing grants or
loans alone.
Does the EDF budgetisation would The EC needs to The procedure EC reports annually to Annual EC reporting to
instrument improve democratic reporton TF to the EP, | regarding oversight EP and Council. EP and EP in a single reporting
ensure oversight and budgetary and those reports depends on the Council can ask to document. ECA
adequate control, as well as further EU feed in the discharge instrument through discontinue facilities. scrutiny.
demoFratic integration in the.ﬂeld of procedure. Thg E}?f‘ can | which funds are ECA scrutiny. Proposed provisions for
oversight and development policy. ask the EC to liquidate cha‘n‘nel.led. The Demonstrating controlling contingent
budgetary aTF. Facility is not additionality is a key liabilities.
scrutiny? overseen by the EP, challenge (use of ex-
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The paper provides an overview of the current set-up of tools contributing
to the funding of the EU external policies. The focus is on the recently
established instruments and how they relate to the previously existing ones.
The paper provides a first assessment of the current and envisaged set up of
tools with regards to the following key aspects: added-value, coherence,
flexibility and simplification, and democratic oversight of EU funding for
external action.
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