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Preface

The Development and Environment Related Export Transactions (ORET/MILIEV)
programme is designed to generate employment, boost trade and industry, and
improve environmental quality in developing countries. China is among the main
recipient countries of oRET/MILIEV grants. Since the start of the programme,
China has undergone rapid and impressive changes. Today, the country is facing
a number of serious challenges, including environmental pollution and growing
social disparities, of which the Chinese government and the general public are
increasingly becoming aware. Chinese stakeholders are convinced that the oreT/
MILIEV Programme can contribute to the solution of many of these environmental
and social problems now and in the future.

This evaluation of the orET/MILIEV Programme has been a truly joint exercise
based on a strong donor-recipient partnership. It was initiated jointly by the Policy
and Operations Evaluation Department (108) of the Netherlands Ministry of For-
eign Affairs and the Chinese National Center for Science and Technology Evalua-
tion (NcsTE). While the Chinese partner took the lead in the design and implemen-
tation of the evaluation, supported by 108, both partners shared responsibility for
the overall process. The evaluation was carried out independently of stakeholders
on both sides. Nevertheless the strong partner country involvement in the evalua-
tion met with positive feedback, particularly from the Chinese stakeholders. They
believe that the joint character of the exercise itself, and the publication of a joint
report, will encourage the dissemination of the evaluation results. The findings will
provide a solid basis both for Dutch and Chinese decision makers for future policy
formulation, and for stakeholders for improving programme management.

As an evaluation institute, NcsTE has visibly improved its professional capacity
during the exercise. The acquired knowledge and experience have been applied in
other programme evaluations in China and have been shared with other Chinese
evaluators. For 10B too, this joint evaluation was a new experience, in that it brought
together two different evaluation cultures and systems. This experience was timely,
given that recipients of development funds today are more explicitly considered
responsible for their own development efforts and for the evaluation thereof.
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The evaluation was carried out by a NcsTE team, led by Chen Zhaoying, with
core members Han Jun, Fang Yan, Shi Xiaoyong, Yang Yun, Zhai Qijiang and
Gao Wenyi, and Hans Slot from 108. The fieldwork was mainly executed by the
core team of NcsTE. In the Netherlands, research assistant Katelijne van Wensen
conducted meticulous desk studies. Chen Zhaoying, Han Jun, Shi Xiaoyong and
Hans Slot were responsible for preparing the final version of the report. Particular
acknowledgments go to coordinators Hans Slot and Han Jun, who ensured an
effective dialogue throughout the whole evaluation process.

The report benefited from the extensive comments and suggestions from staff of
the Netherlands Ministry of Foreign Affairs and from the members of the refer-
ence group. A special word of thanks goes to Casper van der Tak who, due to his
extensive knowledge of Chinese society, helped to bridge the gap between eastern
and western cultures.

We would like to extend our appreciation to Rob van den Berg, former director
of 108, for his support for joint evaluations in general, and for this exercise in
particular. We also owe our appreciation to representatives of the Chinese Minis-
try of Finance, the State Development and Reform Commission of China, unDP
China, the Royal Netherlands Embassy in Beijing and the Netherlands Develop-
ment Finance Company for their contributions. Based on their insights and expe-
riences they were able to provide valuable advice and support to the evaluation
team. 10B and NcsTE are grateful to the Chinese local governments, end users and
all the stakeholders who were interviewed during the evaluation for their active
participation, for providing logistical support for the fieldwork, and for sharing
their critical comments on the programme with the evaluation team.

While this evaluation benefited from the knowledge, viewpoints and experiences
of these many different individuals, the final responsibility for the evaluation
report remains with NcsTE and 10B.

Prof Chen Zhaoying
Executive Director National Center for Science and Technology Evaluation (NCSTE)

Henri Jorritsma
Acting Director Policy and Operations Evaluation Department (10B)
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the number of projects visited during the evaluation



Main findings and issues for the future

Background

The Development and Environment Related Export Transactions (ORET/MILIEV)
Programme is a programme to finance certain types of projects through a combina-
tion of a development cooperation grants and commercial loans. The programme
is designed to help generate employment, boost trade and industry, and improve
environmental quality in developing countries. The development dimension of
the programme stipulates that projects can only be approved if they will have no
negative impacts on social development (especially the poor and women) and on
the environment. China is among the main recipient countries of ORET/MILIEV
grants and has an official long-term agreement with the Netherlands regarding
ORET/MILIEV disbursements.

Over the period 1991-2003, a portfolio of 84 orET/MILIEV projects in China
was approved. This evaluation focuses on these 84 projects, of which 40 have
been finished and 44 are ongoing. The total grant amount for the 84 projects
is €208,744,028, while the total transaction value is €473,446,212. The average
grant is about 44% of the transaction. The 84 projects can be categorized into
eight sectors: agriculture/water conservancy, energy/ transportation, environmen-
tal protection/waste treatment, factory equipment, farm produce processing and
equipment, medical equipment/supplies, water treatment/supply, and others.
Within these projects, 83 Chinese end users and 46 Dutch suppliers are involved
in ORET/MILIEV activities in China.

So far, most evaluations of development aid have been led by donors, and have
been conducted to satisfy the donors’ requirements. As development assistance is
moving towards a policy-oriented, country-led approach, it is worthwhile to pro-
mote country-led evaluations that would increase partner country ownership of
the evaluations. After extensive exchanges, the Chinese National Center for Sci-
ence and Technology Evaluation (NcsTE) and the Policy and Operations Evaluation
Department (108) of the Netherlands Ministry of Foreign Affairs together initiated
this “first generation’ country-led evaluation (cLE).

The objectives of the evaluation are to assess to what extent the ORET/MILIEV
Programme has fulfilled the policy objectives, needs and priorities of the Nether-
lands and China, and also to verify whether the funds have been appropriately and
efficiently used. The evaluation is intended to provide information for both Dutch
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and Chinese decision makers for policy formulation, as well as for stakeholders to
improve the programme management.

The evaluation was conducted over the period May 2004 to October 2005. An
equal governance structure was established for this particular type of evaluation.
In designing and implementing the evaluation, 108 and NcsTE made it clear that
the recipient country would lead the process, supported by the donor, and that
both sides would be jointly responsible for the evaluation. Moreover, in order to
obtain external experience, consultancy and support, a Reference Group (rG) was
invited to join the evaluation. The Rc members included experts and officials from
China, the Netherlands and the unbpr Resident Office in China.

The evaluation methodology included a desk study, field visits, local stakeholder
workshops, questionnaire surveys and subsequent analyses. The desk study cov-
ered all the 84 projects. For the field visits, 35 projects were selected, accounting
for over 40% of the total. Questionnaires were sent to end users and suppliers for
all projects, and over 70% were returned. In order to gather a wide range of views
and perspectives, 17 provincial-level round table workshops were held during the
field visits. More than 300 stakeholders who have been involved in oRET/MILIEV
projects, including local officials, on-lending banks, purchasing companies and
end users were invited to participate in the workshops.

It is indeed a challenge to carry out a joint evaluation subject to the different
evaluation cultures and evaluation systems in China and the Netherlands. The
evaluation team found that the project files and data kept in relevant Chinese
government departments are in a relatively poor condition due to the government
organization reform in 1998 and personnel changes during the execution of the
projects in China. The evaluation met difficulties in the measurement of ‘impact.
In a few cases some reliable facts related to impacts were obtained, but it was dif-
ficult to draw firm conclusions about impacts at the programme level since data
related to project impact have never been collected systematically.

Main findings of the orET/MILIEV evaluation in China

The overall performance of the orET/MILIEV Programme in China is satisfactory.
The evaluation shows that the programme is making a useful contribution to Chi-
na’s development, and to Dutch business opportunities in China, although the
focus on particular development issues is not very strong. The strong points of the
programme are the close fit of the projects with national sectoral policies and local
development plans, and the quality of the equipment and technologies delivered.
The weakest point is the efficiency of the programme, in particular the delays in
project implementation, as well as the complicated and lengthy application and
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approval procedures, which restrict the usefulness of the programme and prevent
it achieving its full potential. The main findings of the evaluation:

1 Generally, there is a close fit between the ORET/MILIEV projects and Chinese national
sector policies as well as local development plans. The programme is not so closely
aligned with China’s special Western Development Strategy for the less developed
western region.

It can be concluded that in general orRET/MILIEV projects are highly relevant to
China’s development policies. A large majority of projects are well aligned with
the national sector policies of China and fits very well with local development
plans. Over 80% of the projects were listed as priority projects in local develop-
ment plans.

The evaluation finds that all stakeholders involved acknowledged the relevance
of orET/MILIEV projects. Chinese local or central governments initiated more than
60% of the projects. This implies that the oreT/MILIEV Programme is well in line
with government priorities and local needs.

Although there is generally a close fit between the oRET/MILIEV projects and
Chinese local development plans, it is observed that the programme is less respon-
sive to China’s special Western Development Strategy (wps), which was launched
in 1999 and covers 12 less developed provinces of western China. Only five out of
30 ORET/MILIEV projects approved in the period 1999-2003 were located in west-
ern China. It appears that the launch of the strategy in 1999 did not result in an
increase in the number of ORET/MILIEV projects in this region. In fact, compared to
the period 1991-1998, both the number of projects and the transaction proportion
of ORET/MILIEV transactions in western China declined slightly in 1999-2003.

2 In the perception of end users, most ORET/MILIEV projects have had a positive or no
impact on the development dimensions. Only one project was found to have had a
negative impact on the environment.

According to Netherlands development cooperation policy, ORET/MILIEV projects
should have either positive or neutral effects on the environment, poverty allevia-
tion, gender equality and employment creation. In the perception of stakeholders,
the impacts of the projects in most cases have been positive, or at least not nega-
tive, although it is difficult to find any statistical evidence for this.

The impacts on gender equality are usually neither positive nor negative. In
approximately two-thirds of cases there have been no negative impacts on the
poverty situation, while in the remaining third the impacts have been positive.
In the case of the environment, slightly less than half the projects have had posi-
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tive impacts, while the rest have shown no impacts. One project has had negative
environmental impacts due to the failure of the Chinese end user to invest in
wastewater treatment facilities.

3 Three-quarters of ORET/MILIEV projects have achieved their objectives. The projects
focusing on public service provision have been more successful than those operating
in the non public service sectors.

The majority of the orET/MILIEV projects have achieved their objectives. Most
stakeholders share this view. About three-quarters of projects have accomplished
their objectives very well, the commercial loans (non-grant part) have been repaid
on schedule, and the quality of the equipment and technologies delivered by Dutch
suppliers is generally considered good. All end users of the projects visited (with
just one exception) were satisfied with the quality of the training provided by the
ORET/MILIEV projects.

With regard to the sector distribution of the portfolio of the orET/MILIEV
project in China, since 1999 there has been an increase in the number of projects
focusing on public service provision. The field visits showed that, in general,
public service projects have been more successful than those in the non public
service provision sector. The main reason is that such projects directly address
government priorities and pressing concerns related to public services. They have
therefore received more attention and support from governments at various lev-
els, which usually makes it easier for such projects to obtain Chinese matching
funds and to arrange on-lending facilities.

Projects in the farm produce processing and equipment sector have been less
successful. Five of the seven projects in this sector that were included in the field
visits failed to achieve their objectives, for reasons such as the increasingly fierce
competition in the Chinese farm produce processing market, the lack of working
capital, and the limited capacity of end users.

4 In the majority of cases the equipment is still functioning well afier the completion of
the projects. However, after-sales service and the availability of spare parts, remain
matters of concern.

The evaluation finds that the continuity of the project benefits is good and that
stakeholders are generally positive about it. In the majority of cases the equipment
is still functioning well after the completion of the projects and the end-users have
the necessary skills and capabilities to operate and maintain the physical assets. In
those cases where the equipment is not operating as expected, the problems are
minor, and do not pose great harm to the projects as a whole.
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There are concerns about after-sales service. About a third of end users indi-
cated they are dissatisfied with the after-sales service and the availability of spare
parts.

5 Dutch suppliers have benefited from the programme by enhancing their ability to
create new businesses in China. For 20% of Dutch suppliers the programme had
Jacilitated their first entry into the Chinese market.

About 80% Dutch suppliers were already active in China before applying for
ORET/MILIEV support. It was found that the programme has contributed to new
Dutch business opportunities in China and to creating more sustainable business
links. For example, nine suppliers reported that they had established a representa-
tive office in China as a result of the programme. About half of the suppliers indi-
cated that they had received follow-up orders while implementing an ORET/MILIEV
project or after it finished.

The evaluation finds that for seven suppliers, the oRET/MILIEV Programme
contributed to their first entry into the Chinese market. Thus the programme
made a contribution in this respect, although it is modest in terms of the number
of suppliers involved. Six of these seven suppliers have now established a perma-
nent presence in China.

G The efficiency of the programme in terms of the timeliness of project implementation
and management procedures has been relatively low, although policy and manage-
ment changes introduced since 1999 have led to some improvements.

The report of ORET/MILIEV review 1994-1999 concluded that the efficiency of the
programme in terms of the timeliness of implementation has been rather low.
The evaluation team shares this view to a certain extent. The majority of projects
have experienced delays, some of them substantial (the maximum delay was 52
months), while a few projects were implemented faster than expected.

The evaluation finds that the three most important causes of serious delays
in project implementation have been the lack of Chinese matching funds, delays
in local civil construction, and the institutional weaknesses of end users. Other
factors that have contributed to project delays included poor or difficult commu-
nications between end users and Dutch suppliers, and delays in the installation of
equipment and in Chinese on-lending arrangements.

The evaluation finds that appraisal procedures by the Dutch authorities, which
can take an average of nine months to complete, are of great concern to stakehold-
ers. In some cases it also took a long time for the Grant Agreement to be signed
after the approval of an application. This is mainly influenced by the lengthy Chi-



20

| The oRET/MILIEV Programme in China

nese on-lending procedures and contract negotiations between end users and
suppliers. In many cases, these lengthy procedures have increased costs, part of
which translated into higher than necessary transaction prices. Both suppliers
and end users complained about the lengthy management procedures and the
complications involved.

To improve programme management, both governments have made some
policy changes. In 1999 the Chinese Ministry of Finance introduced a new pol-
icy that in practice has speeded up on-lending procedures and has facilitated the
reimbursement of the non-grant part of the transactions. In 2000, in response
to the suggestion of ORET/MILIEV review 1994-1999, the Dutch appraisal cycle
was reduced to six months. This measure had a beneficial effect on appraisals, in
that the average time required was reduced from 10 months before 2000 to eight
months after 2000, although there is still room for further improvement.

7 Price efficiency is rather low. The contract prices appear to be on average above in-
ternational market prices. Yet the programme is beneficial for end users as well as for
suppliers.

The issue of prices is often discussed in development assistance programmes.
The evaluation finds that this issue has also attracted considerable attention from
Chinese stakeholders and Dutch suppliers.

The oreT/MILIEV Programme has made some efforts to control Dutch transac-
tion prices to acceptable levels, among which the most direct measure is that dur-
ing the appraisal a price setting procedure is carried out by Dutch side. The evalua-
tion has confirmed that in several cases the Netherlands Economic Institute (NEI)
requested Dutch suppliers to lower their prices. However, based on the opinions
of Chinese stakeholders and Dutch suppliers, prices appear on average to be above
international market prices. In the questionnaire survey, over 70% end users and
about half of Dutch suppliers stated that prices are above the international market
level. Without the oreT/MILIEV facility the transaction would not have been pos-
sible in many cases.

It should be noted that even if the transaction price is above the international
market price, the end users still get a clear net benefit, considering the fact that
they obtain the orRET/MILIEV grants, and do not have to pay import taxes and vaT
on the imported equipment.
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Issues for the future
1 A more explicit sectoral strategy of the ORET/MILIEV Programme.

The Chinese central government is currently refocusing its development strategy
around concepts such as the ‘harmonious society and ‘putting people first'. Taken
together, these concepts signal a clear shift away from a narrow focus on economic
growth alone, as measured by ¢pr, towards a more inclusive concept of develop-
ment that emphasizes a more equitable income distribution, further reductions in
poverty, more balanced development of China’s different regions, as well as more
attention to environmental issues and the quality of life.

These are important changes in China’s development policies that should be
taken into account in the orET/MILIEV Programme. In particular, considering
these polices will help to further increase the relevance of the programme and
to realize a greater degree of Chinese ownership in utilizing foreign government
mixed credit facilities.

To concentrate ORET/MILIEV projects in particular sectors in China is not a
matter for discussion although some sectors are already targeted in the new pro-
gramme regulations. Nevertheless, oreT/MI1LIEV could elaborate a more explicit
sectoral strategy based on mutual understanding . Such a strategy would enable the
programme to better meet the particular needs of China in next five-year period by
refocusing on projects for public service provision that would have a greater social
impact. For example, in the stakeholder workshops held during the evaluation,
provincial officials frequently indicated that in the next phase, foreign government
mixed credit facilities in their provinces would be focused on the environment,
health and education, which are the sectors that provide public services.

2 A development package for western China in ORET/MILIEV.

The Western Development Strategy (wps), launched by the Chinese government
in 1999, provides special development policies for the poor and less developed
western region of China. During the half-yearly consultations between the two
governments of December 1998, the Chinese expressed a preference for projects
in the underdeveloped inland parts of China. The Netherlands delegation wel-
comed the focus on these regions and further proposed to concentrate on water
and water management, including dredging works.

However, the evaluation finds that since the launch of the Western Develop-
ment Strategy, the oRET/MILIEV has not shifted to western China, nor does western
China receive a large share of orET/MILIEV spending. It is also observed that since
it is more difficult to attract foreign direct investment into the western region,

21
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local government officials usually pay favorable attention to foreign government
mixed credit facilities.

It may be worthwhile to consider a ‘Sino-Dutch development package for
Western China’ in oreT/MILIEV, focusing on the western region of China, and in
particular on the poorer districts within the region. Such a package would increase
the relevance of orRET/MILIEV to the Chinese development agenda and to attaining
the Millennium Development Goals (MDGs). Meanwhile, since the per capita Gpr
in western China is about us$500, half the national average, the package could
also consider some preferential policies with targeted projects designed to address
the extraordinary environmental and social challenges facing the region.

3 The efficiency of programme management.

The programme management procedures include several stages that often require
close cooperation between the governments on both sides. The orET/MILIEV Pro-
gramme involves many participants, including governments, end users, suppli-
ers, banks, purchasing companies, and other stakeholders, so that sound coopera-
tion among all of these participants to improve their efficiency are very important.
Therefore, improving the programme management will require systematic con-
sideration. Apart from the measures taken independently by the two sides, the key
to increasing managerial efficiency is to improve the cooperation between the two
sides.

Measures that could be taken into consideration to increase managerial effi-
ciency include the following:

In a significant number of projects examined during the evaluation, the quality
of the feasibility studies prepared by Chinese end users was rather low. Dutch sup-
pliers prepare the oreT/MILIEV application documentation based on these stud-
ies. If a poor-quality feasibility study does not provide the information required
to appraise the application, this can lead to time-consuming and costly rounds
of questions and answers to obtain the necessary information. It would therefore
be helpful if the Chinese side could subjects these feasibility studies to quality
control.

During the appraisal process, the lack of familiarity with circumstances in
China can cause further delays. Joint appraisals involving Chinese and Dutch ex-
perts could be more efficient than if conducted by Dutch experts alone, because
the Chinese experts could contribute their local knowledge.

To further speed up the application and approval process for projects in given
sectors, sector study reports could be prepared for oRET/MILIEV priority sectors.
These reports could be used to collect information and provide professional analy-
sis that would benefit all applications in the targeted sectors.
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4 Monitoring and evaluation of the programme.

During the evaluation the team received many complaints that the monitoring
and mid-term evaluation of the orET/MILIEV Programme are relatively weak, and
are based exclusively on reports submitted by Dutch suppliers. Actually this also
contributed to the difficulties faced by the evaluation team. These reports gen-
erally do not fully reflect the opinions of the Chinese end users. The Chinese
stakeholders know very little about the process and results of the monitoring and
evaluation exercises.

Given these considerations, it is believed that the Chinese Ministry of Finance
should be responsible for establishing a monitoring and evaluation system for
the oreT/MILIEV Programme in China. The Ministry could also encourage and
organize Chinese professional evaluation institutes and experts to carry out inde-
pendent evaluations, or to participate in joint evaluations as local partners with
international institutes and/or experts.

More efforts are needed, based on the actual situation in China, to try to iden-
tify proper indicators for evaluations of the orET/MILIEV Programme, together
with data that are available and that capture the contribution that oRET/MILIEV
could make. Regarding the latter point, in this evaluation the team found that
gender and job creation might not be appropriate yardsticks for measuring pro-
gramme performance. In any case, baseline data need to be available in order to
be able to assess the contribution of the programme.

5 The appropriateness of testing for commercial viability for transaction amounts less
than 2 million spr.

There have been complaints about the fact that the Netherlands tests for com-
mercial non-viability of projects below 2 million spr — something that is not re-
quired under the oEcD-pAC consensus. The question of whether this test could be
removed for small-scale projects with high development relevance is an issue that
deserves further attention from policy makers.

For example, industrial wastewater treatment projects are often below 2 mil-
lion spr. They would often be considered commercially viable. However, this rep-
resents a sector in which the Netherlands could offer state-of-the-art technologies.
The same could be said for energy efficiency projects (industrial and building
sectors), and cleaner production by means of process improvements, as opposed
to end-of-pipe measures to reduce environmental pollution. In all of these cases
oRET/MILIEV could be used to provide important demonstration projects that
would address important Chinese priorities — but only if the commercial non-
viability test is not applied below 2 million spr.
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G ORET/MILIEV’s contribution to the creation of business links between the Nether-
lands and China.

The role of the programme in supporting the creation of new business links is
limited. Furthermore, in several cases where new business links were created, this
involved the replication of projects by the same supplier, using in each case oreT/
MiLIEv. This raises the question of whether oRET/MILIEV resources are being used
efficiently to create sustainable business links — it would seem that these links are
not commercially sustainable, and keep requiring Netherlands subsidies and Chi-
nese tax exemptions. It may be an issue for policy makers to decide whether there
should be a limit on the number of times one company can use ORET/MILIEV for
a particular type of project in one country.



Chapter 1

Introduction

1.1 Background

The Development and Environment Related Export Transactions Programme
(ORET/MILIEV) is a programme to finance certain types of projects through a
combination of development cooperation grants and commercial loans. The pro-
gramme is designed to help generate employment, boost trade and industry, and
improve environmental quality in developing countries. Further, the develop-
ment dimension of the programme requires that only projects with a non-nega-
tive impact on social development, especially for the poor and women, can be
approved. The programme reduces the investment costs to recipient countries of
commercially non-viable projects through the award of grants for the purchase
of capital goods and/or services from the Netherlands, and assists Dutch compa-
nies to gain access to markets in developing countries. China is among the main
recipients of orET/MILIEV grants and has an official long-term agreement with the
Netherlands regarding oreT disbursements.

A review of the oRET/MILIEV Programme over the period 1994-1999 was car-
ried out in 1999 (10B Evaluation No. 283). The general objective of that review
was to assess the programme’s effectiveness and efficiency in mobilizing Dutch
exports for projects in developing countries whose aim is to create direct or indi-
rect employment and to improve environmental conditions. The review included
field visits to 15 projects in China.

So far, most evaluations of development aid have been led by donors, and have
been conducted to satisfy the donors’ requirements. As development assistance is
moving towards a policy-oriented, country-led approach, it is worthwhile to pro-
mote country-led evaluations that would increase partner country ownership of
the evaluations. For several years the evaluation units of the World Bank, United
Nations Development Programme (unDP) and the Netherlands Ministry of For-
eign Affairs (mra), as well as the oEcp’s Development Assistance Committee
(pac) Network on Development Evaluation, have been developing ideas on how to
enable developing countries to play a different role in evaluations of their devel-
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opment policies and development cooperation programmes funded or partially
funded by donor organizations.

After a year of exchanges and discussions, the Chinese National Center for Sci-
ence and Technology Evaluation (NcsTE) and the Policy and Operations Evaluation
Department (108) of Netherlands Ministry of Foreign Affairs together initiated
this ‘first generation’ country-led evaluation (cLE) in September 2003. The design
of the terms of reference (Tor) was completed in March 2004, and the implemen-
tation of the evaluation started in May 2004.

When 108 and NcsTE presented a proposal for the joint evaluation, it was wel-
comed by the Chinese Ministry of Finance (MoF), which is the main ministry
responsible for Foreign Government Loans (rGLs) and International Organization
Loans (1o1s) programmes. The MoF offered to provide the evaluation team with
logistical support, access to background documentation, as well as other forms of
assistance. All stakeholders emphasized the importance of the independence of
the evaluation, and the Chinese authorities gave their assurance that there would
be no interference with the investigation or with the judgment of the evaluation
team.

The objectives of the evaluation, as stated in the ToRr (see Annex 3) approved
by 10B and NCSTE, were to assess to what extent the oreT/MI1LIEV Programme has
tulfilled the policy objectives, needs and priorities of the Chinese side as well as
the Dutch side, and also to verify whether the funds have been appropriately and
efficiently used. The evaluation was intended to provide information for both the
Chinese and the Dutch that could be used to improve the programme, as well as
for policy formulation.

The evaluation was conducted between May 2004 and October 2005. An equal
governance structure was established for this particular type of evaluation. A four-
member Steering Committee (sc) was set created to make decisions concerning
the evaluation, among which two co-chairs and two coordinators were appointed
by NcsTE and 10B. The team leaders from NcsTE and 108 were responsible for the
desk study, the field studies, the questionnaire survey, and the presentation of the
evaluation report. The desk study in the Netherlands was carried out by 108, and
the main part of the field work as well as the desk study in China by NcsTE.

A Reference Group (rRG) was invited to join the evaluation to provide support
and advice. The rRc members included experts and officials from China, the Neth-
erlands and the un Resident system in China, namely, the Chinese National Peo-
ple’s Congress (Nrc), the Ministry of Finance of China (mo¥F), the State Develop-
ment and Reform Commission of China (sprc), the Royal Netherlands Embassy
in Beijing, the Netherlands Development Finance Company (FmMo0), and the uNDP
Resident Office in China.
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1.2 Scope and criteria of the evaluation
1.2.1  Scope

The scope of the evaluation, as defined in the ToR, covers key issues at three lev-

els:

o at the policy and programme level: the relevance of the programme to the poli-
cies, needs and priorities of the Netherlands and China;

- atthetransaction level: the efficiency of the system of processing requests for co-
funding for export transactions, the efficiency of the transactions themselves,
as well as the efficiency of the programme’s management and procedures; and

o atthe project level: the effectiveness of projects in meeting their own objectives,
as well as in meeting the objectives and conditions of the programme as a
whole.

The period 1991 to 2003 is taken as the evaluation period. The evaluation covers
the 84 projects approved or executed during this period in China. The status of the
84 projects approved by 31 December 2003 is illustrated in Table 1.1.

TABLE 1.1 Status of the 84 project portfolio, at 31 December 2003

Finished projects’ Ongoing projects (44)* Total
Final Certificate of Com-  Started but Fcc ~ Approved but Grant Agree-
pletion (Fcc) signed? not signed ment (GA)# not signed
No. of
projects 40 17 24 3 84
Notes:

1 Finished projects: According to the ORET/MILIEV regulation, finished projects are projects of which the whole ad-
ministrative procedure has been finished, which means that the final project reports, including a Final Certificate of
Completion (Fcc), narrative and financial reports, and an auditor’s report, have been approved, and the final instal-
ment payment has been made. It is only at this stage that an ORET/MILIEV project is considered finished.

2 Ongoing projects: Ongoing projects include those (1) for which the application has been approved but the Grant
Agreement (GA) has not yet been signed; (2) that have started implementation but for which the Fcc has not yet
been signed; and (3) for which the Fcc has been signed, but which are not yet administratively finished, for instance
because the final reports have not yet been approved.

3 Fcc signed projects: A Final Certificate of Completion (Fcc) is a statement by the end user indicating acceptance
of the equipment and/or service. It indicates that the activities covered by the transaction have been completed and
agreed between the supplier and the end user. In most cases, when the Fcc has been signed, the contract between
supplier and end user is formally terminated. In this sense, the project has been completed at the transaction level
and can be assessed in this evaluation.

4 Grant Agreement (GA): The Grant Agreement is an official document signed by the Netherlands Investment Bank
for Developing Countries (N10) and the Chinese government for the arrangement of the grant part for a specific
ORET/MILIEV project in China. The Grant Agreement can not be signed until the N1o has approved an original
signed contract between the Dutch supplier and the principal/end user, and the financing arrangement for the non-
grant component of the transaction.
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1.2.2 Evaluation criteria

The general criteria for the evaluation of development cooperation activities were
established by the Working Party on Aid Evaluation (since 2003 the Network on
Aid Evaluation) of the oecp Development Assistance Committee (DAC). As stated
in the ToR, the definitions of the four criteria used in the evaluation are largely
similar to those in the Glossary of Terms in Evaluation and Results-Based Manage-
ment (DAC Working Party on Aid Evaluation, 2002).

Policy relevance

Policy relevance refers to the extent to which the programme’s objectives and the
effects of project activities are consistent with the needs of national/local authori-
ties, as formulated in their policies, overall priorities and donor policies.

Efficiency
Efficiency indicates the degree to which the achieved outputs have been delivered
as agreed, at both the transaction and the programme level, and whether they

could have been delivered more cheaply or more quickly.

Effectiveness

Effectiveness indicates the extent to which the agreed objectives of the programme
have been achieved. Effectiveness can be expressed as the direct benefits to the
target groups, including end users, Dutch suppliers, local communities, govern-
ments, etc.

Impact
Impact refers to the intended or unintended, positive and/or negative long-term
effects of the development intervention.

In the light of these four evaluation criteria, 20 key questions are listed in ToR.
These questions are divided into four groups, each corresponding to one of the
four criteria. The evaluation team held a series of meetings to develop consensus
on the interpretation of the key questions listed in the Togr, so that all members
of the team had a clear understanding of the evaluation criteria and the key ques-
tions to be answered in the evaluation.
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1.3 Methodology
This section provides a brief overview of the principal components of the meth-
odology, including the desk study, the field study, the stakeholder workshops, the
questionnaire survey and the subsequent analysis.

The evaluation framework covered the key issues listed in the Tor with the four
evaluation criteria — efficiency, effectiveness, relevance and impact. This frame-
work formed the basis for the review of the desk materials, for the interviews con-
ducted during the field visits and stakeholder workshops, for the questionnaire
survey among suppliers and end users, and also for the subsequent analysis of the
data collected. The evaluation matrix presented in the Tor served as the core of the
framework for the evaluation.

1.3.1  Evaluation portfolio

Over the period 1991-2003, a total project portfolio of 84 ORET/MILIEV projects

had been approved. Of these, 40 projects had been administratively finished and

44 were ongoing. In terms of transactions completed, marked by the signed rccs,

there were 57 projects, including 4o finished and 17 ongoing projects. An over-

view of the projects, sectors and transaction amounts for these 84 projects is pre-
sented in Annex 4.

TABLE 1.2 Overview of evaluation portfolio by sector

Sector Evaluation portfolio Total

Field study Desk study Completed questionnaires
End user Supplier

Agriculture and water conservation 4 11 9 10 11
Energy and transportation 5 10 10 6 10
Environment and waste treatment 5 10 9 6 10
Factory equipment 2 6 4 2 6
Farm produce processing and equip-
ment 7 21 13 15 21
Medical equipment 3 7 5 4 7
Water treatment/supply 6 15 15 13 15
Others 3 4 3 4 4
Total 35 84 68 60 84
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All of the 84 approved projects were included in the desk study conducted as part
of this evaluation. Of these 84 projects, 35 were chosen for field visits (see section
1.3.3, Field study). In each case, questionnaires were sent to end users and suppli-
ers, of which 68 and 6o questionnaires were returned, respectively. Tables 1.2 and
1.3 provide a general overview of the portfolio of projects included in the evalua-
tion. The samples used for in-depth analysis are specified in the introduction to
each chapter in this report.

TaBLE 1.3 Overview of evaluation portfolio by region

Region Evaluation portfolio Total
Field study Desk study Completed questionnaire
End user Supplier
Southeast and developed region 11 34 25 28 34
Central and northeast region 15 32 27 22 32
Western region 9 18 16 10 18
Total 35 84 68 60 84

Note: The division into regions took into account both geographical and economic development aspects. The south-
east and developed region comprises southeast China and the coastal eastern area where the economy is highly de-
veloped. The central and northeast region covers an area where economic development is average. This area includes
the three provinces in northeast. The western region includes west China, and covers areas where the economy is less
developed.

1.3.2 Desk studies

The desk studies included a review of project documents, relevant Dutch and Chi-
nese policies, and of other key documents (e.g. the ORET/MILIEV review 1994-
1999, 108 Evaluation No. 283). The outputs from the desk studies are included
as background material in chapter 2 of this report. Some special data and issues
raised in the project documents, such as delays in project implementation, the
reasons for the failure or success of projects, management efficiency, etc., were
specifically checked during the field study.

These documents were reviewed for each of the 84 projects, and a fact sheet
was compiled based on the information in the project files of the MFa, Fmo, the
Dutch embassy and the Chinese moF.

The research on relevant Dutch and Chinese policies provided background
material for the evaluation. The main content of these policies is summarized in
chapters 2 and 3.
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1.3.3 Field study

The evaluation team carried out the field study as its primary activity. For each
selected project, the field study consisted of two main parts: a workshop with
major local stakeholders and a field visit to the location of the project. The purpose
was to collect information (opinions as well as facts, both qualitative and quanti-
tative) at the regional and case levels, focusing on the key issues and questions
listed in the Tor. The fieldwork output included the minutes of the 17 provincial
workshops, verification of information in the fact sheets, 35 field visit reports, a
list of interviewees, etc.

Field study manuals

Field study manuals to guide the conduct of the field visits were developed during
the preparation stage. They included the field study projects list (see Annex 6),
checklists (see Annex 7) for the fieldwork and procedures of the field study. All
the team members consulted and discussed the manuals prior to the field visits
in order to ensure a common understanding for the fieldwork. The manuals gave
specific guidance on how the fieldwork was to be conducted from beginning to
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completion, both to ensure the quality of the field visits and to help the field study
team in the preparation of the visit reports.

Selection of cases

The evaluation team selected the cases after reviewing project documents, with no
restrictions imposed by the programme administrators. As required by the ToR, 35
projects were selected as cases for field study, as follows:

Projects were selected on the basis of their location, sector and status (e.g. fin-
ished or ongoing).

These 35 projects included 19 finished and 16 ongoing projects, representing
50% of finished projects and 30% of ongoing projects.

The selected cases accounted for 41% of the total of 84 projects and about 42%
of the total transaction amount.

The selected cases were located in 17 of the 22 provinces.!

With regard to sector distribution, between 30% and 50% of projects in each of
the eight sectors in the programme were selected as cases.

Moreover, some ‘nationwide’ projects that are administered and implemented
by ministries with operational offices based in Beijing were also selected as
cases.

The ongoing projects selected as cases covered the three phases, i.e. Fcc signed
but not yet finished, ca signed but rcc not signed, and approved but ca not
signed. There are nine projects with Fcc signed that in fact, with 19 finished
projects, could answer questions about effectiveness and, to some extent,
impact.

28 out of a total of 46 Dutch suppliers were included.

The 35 projects included 11 projects that were visited by a previous review in
1999. The performance of these 11 projects before and after 1999 could there-
fore be compared to assess aspects of the programme such as financial sus-
tainability of projects, prices, etc.

Therefore, judging from the geographical and sector distribution, the sample of 35
projects selected for the field study can be considered to be representative of the

ORET/MILIEV Programme in China.

In this report, for the sake of simplicity, ‘province’ is used as a generic term to refer to
provinces, autonomous regions, and municipalities directly under the State Council. For
example, Ningxia Hui Autonomous Region and the Municipality of Shanghai are referred to
as ‘provinces’.
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Field study checklists

Field study checklists for the stakeholder workshops and for the project visits
were designed and adjusted during the process of carrying out the field visits (see
Annex 7). The two checklists were similar in some respects, but served some-
what different purposes. The checklist for the workshops was designed for local
stakeholders, focusing on policy and management issues, whereas the checklist
for the project visits was aimed at end users and those practically involved in the
projects, emphasizing detailed information about the projects. The two checklists
were issued to the target groups before the field visits started.

The questions in the checklist were designed to obtain information on the key
issues stated in the Tor — policy relevance, efficiency, effectiveness and impact.
Considering the thinking pattern of the Chinese people, the questions were
arranged in chronological order, i.e. the project application, conduct, completion,
effect and impact.

With regard to the checklist for project visits, apart from the above-mentioned
unified checklist, each field visit team drew up a specific checklist for each project.
Based on the findings of the desk study, they identified issues in the project fact
sheet that required verification, and took the local characteristics into account.

Procedures of the field visits

The field visits were carried out by four teams, in accordance with the uniform

procedure for the field study and the checklists, in order to ensure the quality and

comparability of their work. The procedures of the field visits can be summarized
as follows:

« In preparation for a field visit, the team first examined the project files for the
selected project, designed the specific checklist for the visit and the stakeholder
workshop, and drew up a detailed schedule.

« The team established contact with the project, especially to identify a contact
person who could provide sufficient support for the field visit. One or two
weeks before the field visit the end user/local authority was sent a fax contain-
ing the detailed visit schedule and the checklists.

« The team interviewed people who were or had been practically involved in the
projects, including project managers, technicians and workers.

« On-site visits were made to all the selected projects.

+ At the beginning of each field visit the team attended a workshop with major
local stakeholders. The discussions were facilitated by the field visit team using
the checklist for the workshop.

« Collecting additional information.

33



34

| The oRET/MILIEV Programme in China

« After each field visit, the team members shared their experiences, findings and
data analysis among themselves, and drafted a field visit report to be sent to
stakeholders to obtain their feedback.

Stakeholder workshops
In order to gather a wide range of views and perspectives, to raise awareness and
to help create mutual trust among individuals with different viewpoints, the evalu-
ation team adopted a ‘stakeholder dialogue approach’ (spa), i.e. stakeholder round-
table workshop.

In practice, 17 provincial level stakeholder workshops were conducted during
the field visits. More than 300 selected stakeholders, including local officials, on-
lending banks, purchasing companies, and end users, were invited to participate.

2d joint EValuation of Dutch ORETMILIEY Piogramme
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1.3.4 Questionnaires

Questionnaires were sent to Chinese end users and Dutch suppliers for each
of the 84 projects in order to obtain their opinions and attitudes regarding the
programme in a structured way. 68 completed questionnaires were received
from Chinese end users, a response rate of 81% , and 60 from the Dutch side, a
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response rate of 71%. The questionnaires for the Chinese end users and the Dutch
suppliers are presented in Annex 8. The specific sector and regional distributions
of the returned questionnaires are shown in tables 1.4 and 1.5.

TABLE 1.4 The returned questionnaires by sector

Sector Returned questionnaires
End users Respornse rate for Suppliers Response rate for
the sector the sector

Agriculture and water conservation 9 82% 10 91%
Energy and transportation 10 100% 6 60%
Environment and waste treatment 9 90% 6 60%
Factory equipment 4 67% 2 33%
Farm produce processing & equipment 13 62% 15 71%
Medical equipment/supplies 5 1% 4 57%
Water treatment/supply 15 100% 13 87%
Others 3 75% 4 100%
Total 68 81% 60 71%

TABLE 1.5 The returned questionnaires by region

Region Returned questionnaires
End users Response rate for Suppliers Response rate for
the region the region
Southeast and developed region 25 74% 28 82%
Central and northeast region 27 84% 22 69%
Western region 16 89% 10 56%
Total 68 81% 60 71%

1.3.5 Analysis of evidence and data collected

The information in the fact sheets and the evidence collected from the field visits
was processed and cross-verified to support in-depth analysis. To corroborate the
evidence concerning the key issues listed in the ToRr, the same questions were
asked of end users, suppliers, relevant local authorities and others during the field
visits and in the questionnaires. The evaluation teams then compared their obser-
vations during the field visits with the fact sheets and the responses to the ques-



36 | The oRET/MILIEV Programme in China

tionnaires. Once verified, the information was assessed and incorporated into a
database. The structure of the database of initial evidence for the 35 visited projects
is shown in table 1.6.

TABLE 1.6 Structure of the database of initial evidence for the visited projects

Evaluation Issues Project 1| Project 2. . .
criteria

Listed as a priority in the local/ministries’ development plans
In line with sector development strategies at national level
o/M info-sources
Main reasons for applying for o/m
Policy Without o/m support, would the project be implemented
Relevance Who initiated the project
Effect on poverty alleviation (during appraisal)
Effect on wa.D (during appraisal)
Effect on environment (during appraisal)
Whether should the project/programme objectives be adjusted

State of the project

Achieved the objectives on schedule and within budget
Delays during implementation comparing with fact sheet
Delays during implementation according to end user
Main causes of delays

Price of the equipment

Efficiency Main causes resulting in higher prices

Period of appraisal by Dutch side

Duration of application procedures in Dutch
Duration of (whole) application procedure in China
On-lending procedure (time-consuming)
Acquiring tariff exemption

Cooperation between end user and supplier
Comments on efficiency by end user

Achievement of the short-term objectives
Achievement of the long-term objectives
Successfully trained personnel
Quiality of delivered goods/ services
Spare parts supply
Prices of spare parts

Effectiveness After-sales service (degree of satisfaction)
Number of jobs created in the project
Increasing indirect employment
Equipment still functioning x years after Fcc signed
Project sustainability
Repayment of loans

New supplier representative offices/joint venture/agents, etc. China
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Evaluation Issues Project 1| Project 2 |. . .

criteria

Overall impacts on end user
Additional Dutch exports to China
Demonstration and replication effect
Poverty alleviation
Impacts
Gender and development
Environmental impacts
Local economic promotion

Future cooperation opportunities

On appraisal by the Dutch side
On application procedures on the Dutch/Chinese side
On on-lending procedures
On lowering prices
Suggestions On 60% content
On working capital/ matching funds
On qualification of Dutch suppliers
On bidding
On purchasing procedure
On evaluation/ supervising

In the process of in-depth analysis, in order to ensure the accuracy and reliability
of the key findings, the team paid special attention to make a distinction between
findings related to facts and those related to opinions. The findings related to facts
are based on observable results, most specifically answering questions on some
fact-related key issues in the ToRr, such as: Have the projects achieved the out-
puts according to the time schedules and budgets? Have the projects experienced
delays in different stages of the implementation? The findings related to opinions
centred on some key issues in the Tor that involved responses from stakeholders,
such as: How satisfied are the end users with the supplier’s ‘efficiency in terms of
maintenance, after-sales service and the provision of spare parts by the supplier’s
local agent? How satisfied are the end users with the quality and scope of the train-
ing provided by the suppliers?

1.4 Comments on the evaluation

This section comments on this particular type of evaluation. It discusses the
advantages and disadvantages of the country-led joint evaluation, as they became
apparent during its implementation, and discusses the limitations in terms of
evaluation design, implementation and organization.
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1.4.1 On the evaluation sample

The desk study of the evaluation covered all 84 projects. The returned question-
naires accounted for over 70% of all projects. The evaluation team visited 35 projects,
which accounted for over 40% of all projects. In other words, the evaluation sam-
ple is considered representative of the oRET/MILIEV Programme in China.

For this evaluation, the sample of projects selected for the field study is consid-
ered to be representative not only in terms of geographical and sectoral distribu-
tions, but also in terms of the status of the projects — the 35 cases selected for field
visits included 19 finished and 16 ongoing projects.

In choosing the projects for field visits, the question was raised as to why the
team wished to include ongoing projects, as these could not provide information
about outcomes and impacts of the programme. The tean’s decision was based on
the following considerations.

First, as is pointed out in the TOR, the evaluation was intended to provide infor-
mation for both the Chinese and the Dutch that could be used to improve the
programme, as well as for policy formulation. In 1999 China introduced a new
management system of Foreign Government Loans (FGLs), in which the Chinese
MoF would take charge of FGis. In order to check whether the new system better
serves the FcLs and to provide the moF with useful practical information about
project management that could contribute to policy making, it was considered
necessary to conduct an in-depth investigation of ongoing projects, to collect and
analyze new information and experiences.

Second, the Chinese Mo¥, a major audience of this report in China, hoped
that the evaluation would pay particular attention to facts and analysis that could
be important to enable MoF to improve its work. Since 1999, and especially in
the last three years, mor has introduced a number of new policies and regula-
tions intended to improve transparency and efficiency. The Chinese mor would
therefore be very interested in the state of the ongoing projects, so as to iden-
tify whether these policy changes have improved the performance of the newly
approved projects. To satisfy this interest it was necessary to include a number of
ongoing projects in the selection of field study cases.

1.4.2  About the questions related to facts and those related to opinions

The Tor contain two kinds of questions: those related to facts and those related to
opinions. While adhering to the principle that the evaluation would be based on
the facts rather than opinions, as far as programme evaluation is concerned, it can
be said that questions related to opinions are also very important. These include
questions such as:
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- How do different stakeholders view the efficiency of the programme?

« From their point of view, are the procedures and time cycle reasonable for
project application, appraisal and approval?

« To what extent are the end users satisfied with the supplier’s ‘efficiency in
terms of maintenance, after-sales service and the provision of spare parts by
the supplier’s local agents?

According to the preliminary findings of the evaluation, some officials and project
managers complained about the complicated procedures and lengthy time cycle
of the programme, while others considered that the procedures and time cycle
were reasonable. Considering that the evaluation is intended to provide informa-
tion for both the Chinese and the Dutch to improve the programme, as well as
for policy formulation, representative stakeholders’ opinions can also be taken
as crucial evidence. In practice, stakeholders’ opinions have to be substantiated
through triangulation.

Both sets of evidence — one related to facts and the other to opinions — were
drawn on as necessary to develop the main findings for each of the areas of the
ToR. Thus, in the evaluation report, there are two levels of key findings: the evalua-
tion judgements mainly based on facts and stakeholders’ perceptions that reflected
the opinions of various circles.

1.4.3 The challenges and limitations faced by the evaluation

In the process of designing and implementing this joint evaluation, both 108 and
NCsTE recognized that the differences in the evaluation systems and cultures in
China and the Netherlands must be given full consideration. In the Netherlands,
programme evaluation is an institutionalized activity that is implemented regu-
larly. In China, there is not yet a system with regard to programme evaluation.
The National People’s Congress (Npc) has never directly requested an evaluation.
There is quite a long way to go before programme evaluation is institutionalized
in China. However, there are good signs that some Npc members are showing
an interest in evaluation. In particular, one member of Npc joined the Reference
Group for the orRET/MILIEV Programme evaluation.

In China, programme evaluation has not yet become a necessary part of deci-
sion making. There are no regulations stipulating which programmes must be
evaluated, when should it be evaluated and how, nor is there a special budget for
programme evaluation. Therefore, evaluation is not something that must be done,
according to current Chinese regulations. At present, in China’s line ministries,
there are no units with particular responsibility for governing and coordinating
programme evaluation work. Neither is there an annual plan for evaluation nor a
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special fund. Right now only a few line ministries, such as the Chinese Ministry of
Science and Technology, the Ministry of Finance and the Ministry of Health, have
tried to conduct programme evaluations, and only to a limited extent.

In terms of the audiences for this evaluation report, in the Netherlands, the pri-
mary audiences are the Dutch parliament, the Ministry of Foreign Affairs (MFa),
the Netherlands Embassy in Beijing, and the Fmo. In China, the primary audi-
ences are the Ministry of Finance (Mo¥) and the staff at various levels of govern-
ment departments in charge of aid programmes. The National People’s Congress
is considered to be secondary audience. Local stakeholders are also expected to
derive lessons from this evaluation.

In view of the differences in the evaluation systems in China and the Neth-
erlands, it is indeed a challenge to ensure that the evaluation meets the needs of
both countries. Apart from these challenges, there are limitations are also mani-
fest in the following respects:

The gaps in data and project information

In China, the government organization reform of 1998 transferred responsibility
for foreign government loans from MOFTEC to MoF. Since this transfer did not
include the transfer of the relevant files, most of the project files before 1998 that
had been held by government departments were lost. Even for the projects after
1998 the project files and data held by relevant Chinese government departments
are in a bad condition, due to poor file management and personnel changes dur-
ing the execution of the projects.

During the field visits, each team tried its best to collect relevant existing docu-
ments and materials kept at the project sites. However, the teams found that the
availability and quality of data varied considerably between projects. This implies
that the primary data and information collection was uneven in quality and com-
prehensiveness. Detailed explanations of the specific influence of these gaps in data
and project information on the analysis can be found in the following chapters.

Time demarcation

As is pointed out in the ToR, in the course of the programme enormous changes
have taken place in China. In order to study the relevance of these changes, the
evaluation team tried to analyze changes in project data over time. The year 1999,
when China launched the Western Development Programme and the administra-
tion of foreign aid loans was transferred from MOFTEC to MOF, is considered as a
turning point. In other words, the team tried to identify 1999 as the ‘turning point
in the implementation of the programme and to conduct a comparative analysis
of the project portfolio. However, as evaluation has not been incorporated into
Chinese programme management, and end users do not keep documents and
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data concerning the projects well, it proved difficult for the team to obtain compre-
hensive and reliable data for the relevant time periods. The evaluation team was
therefore unable to carry out a turning point analysis of the portfolio according to
the time demarcations specified in the Tor.

Measurable impact

The 1999 oRET/MILIEV review mentioned that the short period under review,
1994-1999, imposed limitations on the review, in that projects started and/or fin-
ished in this period may not yet have had a measurable impact.

The current evaluation team also experienced limitations with respect to the
measurement of impact in this evaluation, due in particular to the lack of avail-
able data. The absence of such data reflects the fact that information related to a
project’s impact on poverty or the environment, for example, has never been col-
lected systematically. In the absence of suitable project-level data on the situation
before the start of the project, it has been impossible for the evaluation team to
generate these data within the context of this evaluation. Chapter 6 of this report
describes some cases to illustrate impact at the project level. The team found that
these cases have had measurable impacts, and reliable data were obtained during
the evaluation. This does not imply that cases that are not mentioned have not
had an impact, or that the cases mentioned had more prominent impacts than
other projects. Because of the gaps in the data and project information, the team
thinks some projects may have had an impact, but it is difficult to find hard facts
to substantiate this, especially for long-term projects.

Therefore, it is difficult to assess the impact at the programme and even sector
level because the evaluation team did not succeed in gathering comprehensive
statistical data. Moreover, the team acknowledges that it is difficult to provide a
sufficient basis for drawing firm conclusions about impacts at the sector level.
This is mostly because of the limited number of projects, combined with the dif-
ficulty in assessing the impacts of individual projects.

The analysis and conclusions concerning Dutch suppliers

Some key questions in the Tor concerned the effectiveness and impact of the
programme on Dutch suppliers. In the evaluation, the answers to these questions
were mainly based on the questionnaires completed by suppliers and information
provided by Chinese end users. A few face-to-face interviews with Beijing-based
Dutch suppliers were conducted during the evaluation.

Attribution
The evaluation team would have liked to see project data showing, for example,
improvements in water quality, and how many people have been or will be affected
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by such changes. Similarly, the team would have liked to see project data showing
improvements in air quality as a result of wind power. However, the same effects
could be attributed to other projects being implemented in the locality. Due to the
lack of data, it is not possible to conduct such quantitative comparisons.

1.4.4 Some deviations from the TOR

The number of projects covered by the evaluation

It is pointed out in the Tor that the evaluation would cover the 86 projects exe-
cuted during the period 1991-2003. After the verification of the desk study, the
scope of evaluation was amended slightly. First, an application was made to visit
ORET 2003/19 Epidemic Prevention Center, Huhehaote City, but the project had
not yet been approved, and hence was omitted from the evaluation. Second, the
two projects MILIEV 1997/20 and ORET 1997/20(a), both of which related to a ban-
knote destruction system for the People’s Bank of China, were combined into one
project. Thus the evaluation covers only 84 projects.

The regional distribution of ORET/MILIEV projects in China

As is pointed out in the Tor, mainland China has 31 administrative provinces.
Based on the levels of economic development and the Chinese government’s
preferential policy for development, these 31 provinces can be divided into four
regions: the southeast developed region, northeast region, central region and
western region. Because there are only three oRET/MILIEV projects in the north-
east region, this is merged with central region, whose level of economic develop-
ment matches that of the northeast region. In this report, therefore, the analysis
of regional distribution was based on three regions.

1.4.5 On the partnership between donor and recipient for the evaluation

The evaluation was initiated jointly by 108 and NcsTE. In designing and imple-
menting the evaluation 108 and NcsTE made it clear that the recipient country
would lead the process, supported by the donor, and that both sides would be
jointly responsible for the evaluation. Joint decision-making would be the starting
point for the whole evaluation.

108 and NcsTE jointly drafted the Tor. During this process, the two sides real-
ized that in most evaluations of development aid, usually it is the donor who initi-
ates an evaluation, decides on the TOR, sets the agenda and appoints the evalua-
tors. It therefore addresses the donors’ need for accountability, while paying less
attention to the recipients’ requirements. As a result, the voice of the recipient
country is rather weak. In the design of this evaluation, therefore, particular atten-



Introduction |

tion was paid to the needs of different circles in China, and to reflect them in the
decisions on the scope, methodology and procedures of the evaluation, drawing
up an evaluation matrix and identifying the key issues the evaluation needed to
address.

In implementing the evaluation, 108 provided various kinds of assistance,
including allowing NcsTE access to all kinds of documents required by the evalua-
tion team, which are usually available only to the donor.

As mentioned above, because ownership has been strengthened by building
tull partnership in the process of initiation, design and execution, this evaluation
has been made more relevant to the needs of the recipient country. The evaluation
team therefore believe that the pac recommendation to have more crLes that are
truly country-led is fundamentally sound.

1.5 Content of the report

This report first outlines the main findings and issues for the future. The main
report is divided into six chapters. Chapter 2 outlines the objectives, the legal-pol-
icy framework and overview of the orET/MILIEV Programme, and the following
four chapters present the key findings with regard to policy relevance, efficiency,
effectiveness and impact.
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Chapter 2

The oreT/MILIEV Programme and the Chinese
context

2.1 Introduction

In 1979, the Netherlands Ministry of Foreign Affairs (mFa) decided to establish a
Mixed Credit Programme (mcp) for export transactions that would be relevant to
the development of the importing country. Mixed credits for export transactions
combine concessional loans or grants and commercial loans.

In 1983, the Development-Related Export Transactions (ORET programme) was
launched as a combination of programmes administered jointly by the Netherlands
Ministry of Economic Affairs (MEa) and the Directorate-General for International
Cooperation (pG1s) of the mra. The purpose of the programme was to support
development-related export transactions by Dutch companies. These transactions
were initially financed through the award of soft loans to developing countries.

In 1987, the mixed credits were replaced by a programme for Less Conces-
sional Loans (rcis), which not only provided concessional loans for exports of
capital goods but also included service contracts that were linked to civil engineer-
ing projects or institution building in developing countries. The oRET programme
is such an rct programme. When the programme assumed its present form in
1991, loan-based financing was replaced by the award of grants to cover part of the
transaction costs.

The Industry and Environment (MILIEV) programme was set up in 1993 with
the aim of promoting projects that would have a positive environmental impact.
MILIEV financing had a larger grant percentage than orET, but was otherwise iden-
tical to orET financing. On 1 January 1998, the two programmes were merged
to form the Development and Environment Related Export Transaction (ORET/
MILIEV) programme, in which the same financing criteria and grant percentages
are applied to both orET and MILIEV projects.?

2 The legal basis for oreT/MILIEV is Article 2.7.4(h) of the Ministry of Foreign Affairs Grant
Regulations (Government Gazette no. 249, 1998).
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The orRET/MILIEV is a grant programme of the Ministry of Foreign Affairs. On
14 February 2002, the Netherlands Investment Bank for Developing Countries
(~n10), @ wholly owned subsidiary of the Netherlands Development Finance Com-
pany (Fmo), was authorized by the Ministry of Foreign Affairs to administer the
programme in consultation with the Ministry of Economic Affairs.

Dutch companies that wish to implement a projectin a developing country may
apply for an oreT/MILIEV grant. Once the application is approved, the N10 allo-
cates the grant to the developing country. The grant agreement contains a clause
whereby the developing country authorizes the N10 to make payments directly to
the supplier from the grant. Thus, the grant is awarded to the developing country,
but is in fact used to make these direct payments to the supplier.

The approval of a grant application — in the form of a formal decision — gives
the applicant a claim on financing from the Dutch authorities, and as such quali-
fies as a grant under the terms of the General Administrative Law Act (AwB). A
Dutch company that applies for a grant to be awarded to a developing country is
therefore an applicant within the meaning of the aws.

The orET/MILIEV Programme is also subject to a number of international rules
and agreements. Since the grants must be used to purchase goods and services
from the Netherlands, oreT/MILIEV financing is regarded as a form of tied aid. It
is therefore governed by eu directives and by arrangements (known as the Con-
sensus) of the Organisation for Economic Cooperation and Development (0ECD)
intended to curb state aid, eliminate distortion caused by state aid, and ultimately
to level the playing field for international transactions.

As of the end of 2003, the annual grant budget of the orET/MILIEV Programme
was €104,369,000. Amendments to the budget are published in the Netherlands
Government Gazette. The maximum amount that can be awarded to any one com-
pany or group of companies per year is 20% of the available annual budget. The
same limit is also applied to the total amount that can be awarded to a single
country.3

The grant percentage of orET/MILIEV has varied over time. Currently, the
ORET/MILIEV grant normally equals 35% of the total value of the transaction, and
the remaining 65% comes from other sources.

3 The rule of maximum total grant amount of 20% per year per country, which became effec-
tive in 1998, was not effective in China until 2003. In 1995 China was offered the ‘Kok
package’, which meant a commitment of €227 million over 77 years (on average €32.5 million
per annum, or between 22 and 43% of the budget). When the Kok package lapsed, on 31
December 2002, the rule of 20% maximum grant amount per year per country also became
applicable to China. For more information see section 2.6.
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Policy development and features of the programme

Policy changes of the oRET/MILIEV Programme

The policy of the orET/MILIEV Programme changed between the start of the pro-
gramme in 1991 and 31 December 2003.4 In general, the changes implied a sharp-
ening and tightening of the regulations combined, with lower grant percentages,

with the exception of increased flexibility of the Dutch share condition. The main

changes can be summarized as follows:

IQQI:

1993:

1997
1998:

1999:

200I:

2002:

2005:

2.2.2

the start of the orRET programme in its present form. Financing is on the
basis of a partial grant instead of loans.

introduction of MILIEV.

closure of the programme due to overspending for six months.

new management regulations: consolidation of orRET and MILIEV according
to orET conditions; the grant percentage reduced to a maximum of 35%.
ORET/MILIEV becomes a subsidy under the General Administrative Law,
implying more stringent selection at the door.

commercially viable projects involving transactions of less than spr 2 mil-
lion are also excluded from the programme; the Dutch content require-
ments are relaxed from a minimum Dutch share of 60% to a minimum of
50% Dutch and 10% local.

Contracting out of the programme to the FMo; maximum transaction
amount raised from €27 to €45 million; least developed countries (LDcs)
are no longer eligible for oreT/MILIEV aid due to the tied character of the
programme.

To comply with the oEcb pac Recommendation on Untying Official Devel-
opment Assistance to the Least Developed Countries, the oRET/MILIEV Pro-
gramme was made untied for rpcs. Applications for ORET/MILIEV grants
relating to projects in Lbcs from companies not registered and operating in
the Netherlands can be accepted.s

Budget, grant allocation and expenditures of ORET/MILIEV

Budget
At the start of oRET in 1991, the programme was in fact still the Low Concessional

Loans (rcis) programme, which means that the budget (€99.5 million) for that

year was reserved for loans. The orRET/MILIEV Programme actually started in 1992

4 The evaluation covers the period until 31 December 2003.

5 ORET Programme Regulation 2005.

47



48 | The oRET/MILIEV Programme in China

with a budget of €38 million, which grew to €150 million in 1999, but was reduced
to €45 million in 2002 because the 1bcs are entitled to untied assistance and the
ORET/MILIEV Programme is a tied aid programme.® Since 2002 the budget has
been more or less fixed at €104 million per annum. In 2005 it was decided to
make the oRET programme untied for pcs.

TaBLE 2.1 Total oRET/MILIEV Programme budgets worldwide, 1992-2003 (€ million)

Year 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Budget  38.7 63.2 68.2 72.7 74.9 84.0 1429 149.8 1498 136 1040 104.0

Source: Annual Reports of Development Cooperation, several years

Grant

In the early years of the programme oRret offered a (minimum) grant percentage
of 40%. Also the costs of the commercial loan were often granted up to a maxi-
mum of 5% of the transaction costs, making the total grant percentage 45%. At
the start of the MILIEV programme in 1993 the grant percentage was 40% of the
transaction amount plus the costs of the credit (up to a maximum of 5%), similar
to oRET. In special cases the grant percentage could be higher, to be decided on
a case-by-case basis. If the environment component was only part of the transac-
tion, it was considered to grant this part for to0%. Although the grant percentages
have been changed over time, since 1998 the orRET/MILIEV grant has equalled 35%
of the total value of the transaction, and 50% in 1pcs.”

TasLE 2.2 Official grant percentages, 1992-2003 (%)

Year 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Grant percentage
(% of total 40+5"  40+5 40+5 45 60  45/60% 35 35 35 35 35 35

transaction)

1 40% grant plus 5% costs for financing the commercial loan.
2 45% for oRET and 60% for MILIEV.

Source: FMO annus al report

Financing the commercial part of the transaction

The Netherlands offers the possibility to reinsure the political and commercial
risks related to export transactions. The risks of transactions with developing
countries are possibly higher than those of transactions with other countries. The

6 oRrET Programme Regulation of 21 March 2002.
7  ORET Programme Regulation 2005.
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absence of export credit insurance could lead to the situation that a grant could
not be combined with a bank loan from the Netherlands. An oRET/MILIEV grant
is only offered when the transaction is of sufficient importance for the economy
of the receiving country and if it is sustainable and feasible® for the recipient com-
pany or organization. In cases where credit insurance cannot be offered, the devel-
oping country can try to complete the financing in another way than via a Dutch
bank loan, but only when the significance of the transaction is clear.

Expenditures

ORET/MILIEV Programme expenditures have fluctuated over the years. Starting
with some €14 million in 1991 the expenditures were increased, but the program-
me did not spend its entire annual budget until 1996. As stated above, in 1997 the
annual expenditures exceeded the annual budget and the programme was closed
for some time, except for applications from China that had already been received
at the time the programme was closed.

TABLE 2.3 ORET/MILIEV Programme expenditures, 1991-2003

Year 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Total amount
(em) 14.5 8.6 221 270 372 756 99.7 96.7 959 951 79.0 63.0 747

Amount in China
(em) 0 06 6.9 6.4 10.1 55 125 131 30.7 238 206 128 105

Share of China in the
total (%) 0 7 31*% 24 27 7 13 14 32 25 26 20 14

Note: In the early days of the programme most of the transactions were made with Indonesia. When in 1989 the
oRET desk for Indonesia was closed, many Dutch companies turned to China. Since 1992 there was a trend of raising
aid funds and activities. The programme came to full operation in China in 1993. Therefore the share of China in the
total expenditures of the programme greatly increased in that year.

Source: FMo annual reports
2.2.3 Limils to countries, companies and transactions

At the start of oRET programme no more than 25% of the annual available budget
could be used to finance projects delivered by a single company. For the mM1LiEV
programme, in principle, no more than 40% of the budget was used annually per
country when it was introduced in 1993. The maximum transaction of a MILIEV

8 Sustainable and feasible means that the recipient company or organization should be able to
pay interest and repay the principal of the loan that accompanies the grant, and that it should
be able to run the project from a technical and organizational perspective.
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project was €22.73 million, and no minimum was set.9 In order to spread projects
over the exporting companies, the maximum amount that could be awarded to
any one company or group of companies per year was 20% of the available annual
budget.

As of 1 January 1998, when the orET and MILIEV programmes were combined,
the maximum amount granted to a single country per year was set at 20% of the
available annual budget, and the maximum amount of the transaction was €27.26
million.™ As of 21 March 2002 the maximum amount of the transaction was
raised from €27.26 million to €45 million. The upper limit has been applied to the
total amount of the two transactions — for both amounts — if there are two inter-
related transactions in a single project.”

2.2.4 Duich content

Until the end of 2000, the orET/MILIEV regulations stipulated that a maximum of
40% of the transaction amount could consist of supplies from other countries. In
other words, the minimum Dutch content of oRET/MILIEV transactions was 60%.
In 1999 the MEA and MFA suggested to make the 60% rule more flexible in response
to the 108 review,” which stated ‘the actual sourcing may well be below 60% as
components with a minimum value added of 51 percent are considered fully Dutch.
This method of calculation may not be inconvenient to exporters, many of whom
indicated that in the era of globalization it is often difficult to attain the 6o percent
condition!. Also, ‘the 6o percent condition occasionally leads to higher prices as
the inclusion of cheaper non-Dutch alternatives would render the Dutch share too
low. If such cheaper alternatives of acceptable quality are available in the recipient
country, this condition is not conducive to development interests’.’3
Following this, in the regulations of December 2000 this rule was relaxed
somewhat, i.e. products and services from the Netherlands should account for at
least 60% of the transaction sum, but
. if the products and services produced in the developing country amount to
10% or more of the transaction sum, the Dutch content may be as little as
50%;
. ifthereis a service contract involving a high number of local experts, the Dutch
content may be as little as 40%.

9 MILIEV programme, May 1993.

10 ORET/MILIEV in Brief 1998 and Regulations of January 2003, p.3.
11 Regulations of January 2000 and March 2002.

12 8 December 1999/Acts of Lower Chamber/32/p.2432-2483.

I3 ORET/MILIEV Review 1994-1999, 108, November 1999, p.xxviii.



The oRET/MILIEV Programme and the Chinese context |

2.3  Appraisal criteria for the orET/MILIEV Programme
2.3.1 General

In the early 1990s, to reduce the length of the appraisal procedure, a standard
appraisal was introduced for one year. The length of the procedure was reduced
to six months as one of the measures taken based on the results of ORET/MILIEV

Review 1994-1999.™

In general, the application must meet the following criteria:

1 the project is commercially non-viable according to the oecp’s two key tests,
i.e. financially non-viable and unsuitable for financing on market or arrange-
ment terms;

2 the project ties in with the aims of the development policy of the Netherlands;
the transaction contributes to sustainable economic relations between the
Netherlands and the developing country.

2.3.2 Commercial non-viability's

At the end of 1991 new arrangements within the oecp (the so-called Helsinki
Package) led to restrictions on non-commercial financing'® of commercially via-
ble projects. In the case of the Netherlands, this meant that commercially viable
projects could not benefit from orer (and later MILIEV).

In February 1994, the oEcD decided that the test on commercial viability would
not be required for projects with a total transaction amount of less than €2.27 mil-
lion (2 million spr). For the Netherlands, this meant that projects with a transac-
tion amount of less than 2 million spr could benefit from oreT and MILIEV even
if the projects were commercially viable, provided that the results with regard to
other relevant development cooperation and oRET selection criteria were positive.

This exception was removed at the end of 2000. Based on the findings of the
ORET/MILIEV review 1994-1999 and the reaction of the Minister for Development
Cooperation to the new regulations of 21 December 2000, it was decided that
the non-viability test also would have to be applied for projects with a transaction
amount of less than 2 million spr. This was a change in the Netherlands; oecp

14 Official publications Lower and Higher Chamber 24400 V no.2/Explanatory Memorandum.

15 The rules on commercial non-viability are based on discussions within the oecp. These
discussions are described in more detail in section 2.4.

16 Non-commercial financing includes for example grants, loans with interest rates that are
below market rates, loans with long grace periods, and loans involving a combination of all
these elements.
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rules still contain the exception for projects below 2 million spr, and at least some
countries make use of it.

2.3.3 Development relevance

ORET/MILIEV grants are intended to promote investment in developing countries
that will contribute to sustainable economic, ecological and social development.
Grant applications are appraised for their impact in these three areas.

Until recently the emphasis of development relevance was put on economic
development, extensively described in terms of economic, financial, institu-
tional and technical sustainability. These aspects have not been changed in the
oRET/MILIEV regulations. The aspects of ecological and social development are
described more extensively in the revised regulations of 21 March 2002, as elabo-
rated below.

Ecological development Jenvironmental impact

The proposed project must on balance be not harmful to the environment. The
environmental impact is appraised on the basis of the environmental and safety
standards set by the World Bank or the developing country’s own standards.

Social development

The project for which a grant is being sought will have to conform to established
international standards for social impact. More specifically, only a project that
will not have negative impacts on social development, especially for the poor and
women, can be approved. The project should contribute to the creation of sustain-
able employment in the developing country. This contribution can be either direct
or indirect.

2.4 OkcD guidelines

Through various mechanisms, such as state-supported export credit insurance,
interest rate subsidies, and other forms of government support, exporting coun-
tries try to improve their competitive position on the world market.

In the early 1970s, the United States, Japan and the members of the then
European Economic Community were involved in an escalating battle for more
advantageous export credit terms. This put prospective buyers in a position to
negotiate ever better conditions in terms of interest rates, repayment periods and
down payments. Such favourable export terms, well below regular market rates,
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can only be realized through some form of government support, often through
Export Credit Agencies (ECAs).

In 1981 and 1983, minimum interest rates were increased and so-called Com-
mercial Interest Reference Rates (c1rrs) were introduced for oEcp member-coun-
try currencies. The c1rrs reflect market interest rates for the countries concerned,
on the basis of certain formulas, and are recalculated on a monthly basis. For any
subscribing government entering into a tied aid agreement, i.e. aid tied to the
procurement of goods in the donor country, it was agreed that prior notification to
the other subscribers would be required.

In 1991 the various conditions of the Arrangement as they had matured over
the years were consolidated in the so-called ‘Helsinki package’. However, for £u
Member States, the Arrangement is binding under a European Council decision
that was taken in 1992.

According to the oEcp guidelines, a project must be commercially non-viable
to qualify for tied aid. A project is regarded as commercially non-viable if within 10
years it fails to generate sufficient income under free market conditions to cover
the initial capital investment and ongoing costs (operating as well as financing).

On 27 June 2000, the oEcD countries signed the oEcp guidelines, which cover
importantissues such as child labour, hard labour, human rights, the environment,
corruption, competition, taxation and consumer protection. An applicant has to
declare in writing that it is aware of the guidelines and that it will make an effort
to ensure the implementation of the guidelines within the company in order to
qualify for the financial support. The recipients of any export or investment-related
grant awarded by the Dutch authorities are asked to make a similar declaration.

2.5 China’s development policies
2.5.1 Reform and opening up to the outside world

In 1979, China adopted the policy of reform and opening up to the outside world.
Since then, a great number of changes have taken place in the political, economic
and social spheres, as well as in science and technology, culture and education.
For many Chinese people incomes, standards of living and health care services
have improved steadily in recent years.

China joined the World Trade Organization (wro) in 2001, which will increase
the pace of economic reform. As a wro member, it has become increasingly impor-
tant for China to establish and/or reformulate its laws and regulations to ensure
compliance with wto rules.
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A milestone in the reform process was the Chinese government policy, intro-
duced in 2000, that endorsed a stronger role for the private sector in order to
accelerate progress in the transformation from a centrally planned to a market-ori-
ented economy. Government statistics show that in the last five years the number
of non-state-owned firms has increased steadily, and they now account for more
than half of China’s cpp.

2.5.2 Introduction of foreign direct investment (FDI)

China started to encourage foreign investment in 1979. Over the subsequent two
decades (1979—2000) it attracted a total of us$538 billion, which have successfully
helped the country to develop its economy, improve social life and speed up the
reform process. Between 1999 and 2003, China attracted an average of us$50-60
billion per year in foreign direct investment (FD1).

In each of the last ten years China has enjoyed Gpr growth rates of 7—-8%. In
2003 it was already the world’s sixth largest economy, with a per capita gpp of
us$1o00.

Nevertheless, China is an enormous country with an area of 9.6 million square
kilometres and a population of 1.28 billion, of whom 160 million (12.5%) are still
extremely poor with incomes of less than us$ 1 per day (ppp), according to a 2002
World Bank estimate. Moreover, there are growing inequalities between regions,
and between urban and rural areas. The government still emphasizes its policy of
using foreign funds to reduce poverty and to solve the problems of inequality.

2.5.3 Introduction of foreign aid grants and loans

It has long been Chinese government policy to attract foreign development aid
grants or government preferential loans. From 1979 to 2000, China received us$
18.4 billion in foreign development aid loans, for a total of 1746 projects, 1654
of which have been completed. Foreign development aid grants or government
preferential loans are to be utilized according to China’s sectoral and regional
development policies and invested mainly in the agriculture, water conservation,
transportation, energy, communication, environmental protection, and the urban
infrastructure sectors. Also, foreign development grants and loans were encour-
aged to invest in the western, central and northeastern regions, especially the pub-
lic sector in these regions.

Although China has made impressive gains in social and economic develop-
ment, it has also experienced growing gaps and inequalities between rich and
poor, and between the developed and less developed regions.
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2.5.4 Special development policy for specific regions: the Western Development
Strategy (wDs)

In 1998 the government introduced special development policies that gave prior-
ity to the relatively less developed regions. Since then, the central and western
regions have received 68% of all foreign development aid loans, and the northeast
and southeast developed regions the remaining 32%.

In order to balance regional development, the Chinese government has
launched several development strategies that give the priority to the poor and un-
developed regions. In 1999, the government launched the ‘Western China Devel-
opment Programme’ as one of its most important strategies. A year later, a spe-
cial administration agency was established, the West China Development Office,
under the State Council.

The western region, which includes 12 provinces, Municipalities Directly
under Central Government (MDcGs) and autonomous regions, covers 71% of the
area of China and is home to 28% of the population. For decades the western
region has suffered severe soil erosion, deforestation and desertification due to
excessive logging and cultivation. According to Chinese official statistics, in 2003,
the per capita GpP of the region was about us$ 500, about half the national aver-
age, although the region has rich mineral, oil and natural gas resources.

In order to achieve the goals of the wps, the Chinese government has empha-
sized the importance of promoting infrastructure construction, improving the
environment, and encouraging the utilization of foreign funds. Moreover, the
central government uses policy tools that will appropriately increase the match-
ing funds to these projects. For example, large-scale fiscal transfers towards the
western region are planned.

2.6 Cooperation between the Netherlands and China

Since establishing diplomatic relations at ambassador level in 1972, the Nether-
lands and China have signed a wide range of cooperation agreements, covering
political and economic affairs, culture, science and technology, and investment.

In recent years, bilateral trade and economic cooperation between the Neth-
erlands and China has increased significantly. In 2003, the value of the bilateral
trade reached us$15.44 billion, an increase of 44.6% on 2002, of which Chinese
exports were Us$13.5 billion and imports from the Netherlands us$1.94 billion,
increases of 48.3% and 23.1%, respectively, on the previous year. The Netherlands
is now China’s second largest European trading partner, after Germany.
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Between 1979 and 2003, the Netherlands invested in a total of 1125 projects
in China, with agreed or contracted investments amounting to us$9.4 billion,
while actual investments were us$4.6 billion, including €473 million transaction
amount (among which €209 million in grants) the orRET/MILIEV Programme.

In February 1995, the Netherlands Prime Minister Wim Kok visited China
with a delegation of Dutch companies. With this mission the Sino-Dutch rela-
tionship was greatly intensified. Kok offered China €227 million from the oret/
MiLiEv budget for seven years (on average €32.5 million annually, between 22%
and 43% of the oreT budget). This amount was part of the support for intensifying
Dutch-Chinese economic relations. This ‘Kok package’ also included another €341
million in commercial loans.

2.7 Management of the programme in the Netherlands and China
2.7.1 In the Netherlands

The Ministry of Economic Affairs (MEa) and the Ministry of Foreign Affairs (MFa)
have run the oreT/MILIEV Programme since its launch in 1998. These two min-
istries managed the programme, together with the Ministry of Finance, jointly
through two committees. One of these was the Inter-ministerial Project Commit-
tee (1pc), which met on a regular basis and discussed all applications.

Starting in 1994, in most cases the Netherlands Economic Institute (NEI) was
called in to appraise projects with regard to some of the programme conditions
and to advise the Private Sector Department (psp) of the MFA.

Since the start of the programme the rmo has been authorized to assign the
grants to developing countries by order of the mFa. In February 2002, the pro-
gramme was formally transferred to the Fmo, which has since executed the pro-
gramme under the mandate of MFA and MEA. The FMo is now responsible for
the receipt, taking up, appraisal, approving or disapproving of the applications
financing, and for monitoring and evaluating the programme. It was expected
that professional management of the programme by this specialized organization
would lead to improved coherence and efficiency, as well as the realization of pos-
sible synergies. Every six months, the Fmo sends a report to MFA with an overview
of ongoing projects and expenditures. One year after a transaction is finished, the
FMo evaluates the transaction.

At the start of the programme, the Netherlands embassy in China played a
minor role. In 1994, however, it was decided that the tests for development rel-
evance and for the viability of projects could be executed more quickly in coopera-
tion with the embassy, which would shorten the procedure.
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For the orET/MILIEV Programme, the involvement of the embassy was empha-
sized in the frequent discussions with the Chinese, for example, in the half-year
policy discussions with the Chinese authorities. Since 2002, when the programme
was transferred to the Fmo, it was decided that the role of the embassy in execut-
ing the programme would be minimized during the appraisal and monitoring.
But the embassy would remain a point of contact for companies preparing or
executing projects, especially during the start-up phase.

2.7.2 In China

Foreign government loans are managed by several Chinese authorities, the main
ones being the Ministry of Finance (MmoF), the State Development and Reform
Commission (sprc), the State Administration of Taxation (sat), the General
Administration of China’s Customs (cacc), the State Administration of Foreign
Exchange (saFE), and the State Auditing Administration (saa). Among these, the
MoOF and sprc are the most important authorities dealing with the orRET/MILIEV
Programme.

Since taking over responsibility for foreign development aid loans from the
Ministry of Foreign Trade and Economic Cooperation (MOFTEC) in 1999, the Min-
istry of Finance (Mo¥) has introduced a number of new policies and regulations.
One of the most important of these involved changes to the on-lending categories
on the Chinese side. At the moment, the MmoF accepts three kinds of grant or for-
eign government loan:

1 the central or local government is the borrower, and bears the obligation for
reimbursement;

2 the end user is the borrower, and the local government guarantees its reim-
bursement;

3 the end user is the borrower, and the on-lending bank is responsible for reim-
bursement.

On 19 February 2000 the Chinese MoF issued a regulation related to the oreT/
MILIEV Programme — ‘The Notification of Utilization of Netherlands Government
Loans’ — which deals with the main characteristics of the programme and the
application procedures in China. This document is intended to help end users to
make full use of oreT/MILIEV funds.

In 2002 the MoF introduced another important new regulation requiring that
all transactions financed with tied aid from foreign donors be put out to public
tender. This regulation may, to some extent, affect Dutch suppliers. For all projects
under the orET/MILIEV Programme, the MOF now issues invitations to tender,
which are posted on the website www.chinabidding.com.
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Overall, the Chinese mor is responsible for negotiation, consultation and sign-
ing contracts with foreign governments concerning foreign aid or foreign gov-
ernment loans (cLs), as well as for providing information about these loans to
domestic end users and assessing the reimbursement capacity of the projects.

In March 2003, the National People’s Congress approved the reorganization
of the cabinet, and the creation of a new and powerful authority — the State Devel-
opment and Reform Commission (sbrc) — to replace the former State Develop-
ment and Planning Commission (sprc). Like the sprc, the new sprc will play an
important role in the management of foreign funds, including planning the utili-
zation of development aid loans, approving project feasibility studies and deciding
on the scale of projects.

One important sprc regulation relates to the official approval of the utilization
of foreign development aid loans. At the application stage, the central govern-
ment’s sDRC is authorized to assess and approve projects with budgets of more
than us$s million, while projects of less than us$5 million may be decided by the
local Development and Reform Commission (prc) at the provincial level.

2.8 The procedure of the oreT/MILIEV Programme

Following several modifications of the regulations concerning the management
of the oreT/MILIEV Programme in the Netherlands, and some rounds of govern-
ment institutional reforms in China, the present procedure of management and
organization of oRET/MILIEV Programme is summarized in figure 2.1.

Step 1 — Project proposal by the Chinese end user and appraisal and/or approval
by the local Development and Reform Commission (pRrc), in consultation with
the local Financial Bureau (FB).

Step 2 — Appraisal and approval by the Chinese provincial prc and Fs.

After the local project approval, it is submitted to provincial prc and B for
appraisal and approval by the provincial authorities. The provincial prc and FB
can only decide on projects with a transaction amount up to a ceiling of us$5 mil-
lion.

Step 3 — Appraisal and approval by the Chinese sprc and MoF.

The provincial brc can approve projects with a transaction amount of less than
us$5 million, but in any case should inform sprc about its decision. At same
time, the provincial ¥B applies to the mo¥F for a request for oreT/MILIEV fund-
ing.
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Projects with a transaction amount of us$5 million or more should be submit-
ted to sprc for appraisal and approval. If approved, the moF will be informed and
the project can be placed on the Chinese government’s priority list.

Step 4 — Project submission by the Chinese moF and review by N10.

The moF proposes the project and its feasibility study report prepared by the Chi-
nese end user to the Netherlands Investment Bank for Developing Countries
(~10) for review. N10 reviews the feasibility study report and carries out a field
review, if necessary. If the project goes through the review, it is then placed on the
priority selection list for utilizing orET/MILIEV funds.

Step 5 — Technical and commercial negotiations between the Chinese end user
and the Dutch supplier.

When the project has completed all the domestic appraisal and approval proce-
dures and/or at due time of these procedures, the Chinese end user may hold
technical and commercial negotiations with the Dutch supplier.

Step 6 — Selection and appointment of the on-lending bank and the window com-
pany.

As mentioned above, when the Chinese MoF took over responsibility for foreign
government loans (FGLs) from MOFTEC in 1999, three categories of on-lending for
grants or FGLs were defined. Only policy banks'7 and state-controlled commercial
banks mandated by the moF qualify to serve as on-lending banks.

Moreover, according to MmoF regulations, the end user should use a qualified
Chinese window company or procurement agent when applying for an rcr. The
role of the window company is to help the end user negotiate with the supplier
and prepare the tendering documents.

Step 7 — Application by the Dutch supplier.

Only companies registered and operating in the Netherlands are eligible to apply
for oreT/MILIEV Programme grants. These companies must have sufficient export
experience, show adequate technical, organizational and financial capacity to carry
out the transaction successfully, and must generally be able to contribute to sus-
tainable economic relations with the developing country.

17 Policy banks in China refer to banks that are fully state-owned with special development
objectives rather than profit orientation. There are three policy banks in China, namely, the
China Development Bank, the Export-Import Bank of China, and the Agricultural Develop-
ment Bank of China.
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When applying for an orRET/MILIEV Programme grant, the company must first
ascertain whether the project concerned is included on the list drawn up jointly by
the Dutch and Chinese authorities.

An application for oreT/MILIEV financing, which must be submitted to Fmo/
~10 in duplicate, must include: an accurate and fully completed and signed appli-
cation form, a declaration from the national authorities of the developing country
and a feasibility study covering the entire project of which the transaction is a
part. The applicant must supply reasonable evidence that the application meets
the programme criteria.

Step 8 — Appraisal by Fmo/NT10.

FMO/NIO appraises oRET/MILIEV applications solely on the basis of the informa-
tion submitted by the applicant. It may consult with independent experts during
this process. As a rule, FMo/N10 arranges for external experts to interview the
applicant. If the applicant is unable to answer their questions at the interview he is
given the chance to do so in writing within a period set by Fmo/N10.

Step 9 — Approval and decision.

If the application is approved, FMo/N10 notifies the Dutch applicant by means of a
formal decision stating that it is prepared to offer the authorities of the developing
country an oReT/MILIEV grant, which will be used to finance part of the proposed
transaction between the applicant and the developing country.

If in the end the application is rejected, the applicant will be sent a formal deci-
sion stating the reasons. When an objection is lodged, a hearing takes place, the
application is reconsidered and a decision on the objection is issued. An appeal
against this decision can be lodged with the Trade and Industry Appeals Tribunal
in The Hague. Each decision ends with an explanation of the relevant objection or
appeal procedure.

Step 10 — Notification.

FMO/N10 notifies the oEcp and Eu of its intention to provide oRET/MILIEV financ-
ing at the earliest possible stage. Other countries then have 30 working days to
submit questions or raise objections based on the perceived commercial viability
of the project of which the transaction is a part. Failure to respond within 30 work-
ing days of the notification will be taken as tacit approval of the application.

If questions are asked or objections raised, the qualifying period will be sus-
pended while responses are prepared. It then resumes until 30 working days have
elapsed. If the objections are sustained, the project — and hence the proposed
transaction — will not qualify for state support and none of the Consensus partici-
pants will be allowed to provide tied aid for that transaction.
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Step 11 — preparation and signing of the grant agreement.

Once the application has been approved, FmMo/N10 draws up a grant agreement
awarding the funds to China. This grant agreement regulates the payment pro-
cedure and sets out a number of general conditions, for example, with respect to
financial and other securities, taxes and arbitration and any specific project-related
conditions. FMo/N10 sends the agreement to China to sign before signing it itself.
If an application is approved before the contract between the supplier and the
principal is signed, N10 generally first sends a general declaration of intent (pre-
liminary grant agreement), which may or may not be subject to approval by the
okcD and the EvU.

The grant agreement will take effect once all the conditions specified in the
agreement have been met, and the notification procedure has resulted in approval
of the intended orEeT/MILIEV grant by the ru and orcp. The offer of an orEet/
MILIEV grant stands for six months. It may be extended once for a maximum of six
months at the request of China or the supplier, after which it will lapse.

Step 12 — Implementation of project.

Under the terms of the orRET/MILIEV regulations, the supplier is obliged to provide
narrative and financial reports on the progress of the transaction every six months,
on 1 March and 1 September. The reports should cover the periods July-December
and January-June, respectively. Each half year the Fmo sends a report to ppE with
an overview of the running projects and expenses based on the progress reports.
One year after a transaction is finished, the ¥Mo evaluates the transaction. The
Chinese government and organizations involved will each be asked to provide an
ex-post evaluation.

Step 13 — Reimbursement of the non-grant component of orReT/MILIEV funds.

In China, a foreign government loan is defined as state debt and therefore the
government is responsible for supervising and monitoring its repayment. In the
event that the end user is declared bankrupt, the local and/or central government
as well as on-lending banks in some cases will directly reimburse the non-grant
fund on time.
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FIGURE 2.1 Management and organization procedure of the oRET/MILIEV Programme
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2.9 Overview of the orET/MILIEV Programme in China

Over the period 1991-2003, 217 ORET/MILIEV projects were applied for in main-
land China. Of these 217 applications, 124 projects were rejected or cancelled,
and 84 projects were approved and implemented; these projects are included in
this evaluation. At the end of the evaluation period nine projects were still in the
appraisal process.

This section gives an overview of the orer/MILIEV portfolio (84 projects) in
China. It shows how the total transaction amount and grant percentage varied
from year to year, and how the projects and transaction amounts were distributed
by sector and by region.

2.9.1 The orRET/MILIEV portfolio in China (1991-2003)

The total grant provided to the 84 approved projects amounted to €208,744,028,
with a total transaction amounting to €473,446,212. The transaction represents
the total investment volume for a project, including the grant part as well as
the commercial part. The largest transaction was €33,565,545 and the smallest
€1,089,073.

Among the 84 projects, the average grant was about 44% of the transaction,
and the largest 100%. In terms of the status of the projects,’® 40 projects have
been finished or closed (48% of the total) and 44 (52%) are still running or ongo-
ing. With regard to the total transaction amount, the share of finished projects is
about 38% and that of ongoing projects 62%.

As figure 2.2 shows, the numbers of approved projects varied considerably
over the period 1991-2003. In 1998 both the number of projects and the transac-
tion amount of the programme peaked sharply as an effect of the Kok package.

2.9.2 Types of projects

Of the 84 projects, 25 are MILIEV and 59 are oRET projects. The total transaction
amount of MILIEV projects is €167,395,815 (35% of the total) and oRrET projects
account for €306,050,396. On average, MILIEV projects are slightly larger than orET
projects — €6.7 million and €5.2 million, respectively. The average grant percentage
of MILIEV projects is 52%, which is higher than that of orET projects, 40%.

18 As at 31 December 2003.
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FiGUuRE 2.2 Numbers of projects approved and total transactions by year of application (1991-2003)
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2.9.3 Sector distribution

In line with the criteria used in the orET/MILIEV Programme, the main aims of the
individual projects, and the standard industry classification used by the Chinese
authorities, the projects can be categorized according to eight sectors: agriculture
and water conservation, energy/transportation, environmental protection/waste
treatment, factory equipment, farm produce processing and equipment, medical
equipment/supplies, water treatment/supply, and others. This sector categoriza-
tion is used in the evaluation.

Figure 2.4 shows that the largest number of approved projects (21, or 24%
of the total) was in the farm produce processing and equipment sector, followed
by the water treatment/supply sector with 15 projects. However, projects in the
energy/transportation sector accounted for the largest total transaction amount
(€110,002,000, or 23% of the total).

FIGURE 2.4 Numbers of projects and total transactions, by sector
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The average transaction amount per project is €5,636,000, with a maximum of
€11,101,000 in the energy/transportation sector and a minimum of €2,607,000 in
the farm produce processing and equipment sector (see table 2.4)

TABLE 2.4 Average size of projects, by sector

Sector Average transaction amount (€1000)
Agriculture and water conservation 6,514
Energy/transportation 11,101
Environmental protection/waste treatment 5,900
Factory equipment 3,997
Farm produce processing and equipment 2,607
Medical equipment/supplies 5,635
Water treatment/supply 4911
Others 9,988

Source: Desk study of 84 projects

FIGURE 2.5 Grant amount and grant percentage, by sector
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Figure 2.5 shows how the grant percentage varied over the different sectors, from
a minimum of 38% (medical equipment/supplies) to a maximum of 52% (envi-
ronmental protection/waste treatment). In the energy/transportation and envi-
ronmental protection/waste treatment sectors, there are more MILIEV projects
with a grant element higher than 60%, which leads to a higher grant percentage
in these sectors. Also projects with a large technical assistance component have a
higher grant part.

2.9.4 Regional distribution

Mainland China has 31 administrative provinces, Municipalities Directly under
Central Government (MDcGs) and autonomous regions. ORET/MILIEV projects can
be found in 22 of them (see the map of China and table 2.5).

Based on their level of economic development, geographic location and the
Chinese government's preferential or priority policy for development, the 31 prov-
inces, MpcGs and autonomous districts can be divided into three regions:

1 Southeastern and developed region — 9 provinces and MbcGs whose levels of
economic development are above the national average;

2 Central and northeast region — 10 provinces whose economies are at about the
national average;

3 Western region — 12 less developed provinces, MpcGs and autonomous regions
where poverty reduction has long been at the top of the development agenda.

TABLE 2.5 Regional distribution of ORET/MILIEV projects, by number of projects

Region Province Number of projects

Beijing 13
Fujian 0
Guangdong
Hainan
Jiangsu
Southeast and developed region
Shandong
Shanghai

Tianjin

N O NN W W N DN

Zhejiang
Sub-total 34
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Region Province Number of projects
Anhui 8
Hebei
Heilongjiang 0
Henan 3
Hubei 4
Central and northeast region Hunan 3
Jiangxi 2
Jilin 0
Liaoning 3
Shanxi 2
Sub-total 32
Chonggqing 1
Gansu 1
Guangxi 0
Guizhou 0
Inner Mongolia 2
Ningxia 5
Western region Qinghai 0
Shaanxi 0
Sichuan 3
Xinjiang 4
Xizang 0
Yunnan 2
Sub-total 18
Total 84

Source: Desk study of 84 projects

FIGURE 2.6 Regional distribution of oRET/MILIEV projects, by number of projects
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TABLE 2.6 Regional distribution of ORET/MILIEV projects, by transaction amount

Region Transaction amount (€1000)
Central and northeast region 156,740
Southeast and developed region 175,717
Western region 140,989
Total 473,446

Source: Desk study of 84 projects

FIGURE 2.7 ORET/MILIEV transaction amount, distribution by region
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2.9.5 Chinese end users and Dutch suppliers

In the period 1991—2003, 83 Chinese end users and 46 Dutch suppliers were
involved in oRET/MILIEV Programme activities in China. Out of 83 Chinese end
users, 54 (65%) were enterprises, and 22 (27%) were government bodies or public

institutions.

2.9.6 Rejected projects

During the period 1991-2003, 124 ORET/MILIEV project applications were can-
celled or denied, whilst 84 projects were approved (see figure 2.8). The reasons

for rejection were as follows:
1 the project was commercially viable;

2 Chinese on-lending bank refused to provide the non-grant part of the transac-

tion;
3 the final contract was not signed;

the project did not comply with Dutch environmental policy; and
5 insufficient technical and management capacity of the end users.
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FiGURE 2.8 Number of rejected and approved projects (1991-2003)
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Chapter 3

Policy relevance

3.1  Introduction

Policy relevance refers to the extent to which the objectives of the programme and
the effects of project activities are consistent with the needs of China’s national
and/or local authorities, as formulated in their policies, and the overall priorities
of China. Moreover, relevance indicates the degree of consistency with the Neth-
erlands development cooperation policy.

It should be noted that the policy relevance was defined as the ex-ante rel-
evance, which means that the relevance of orET/MILIEV projects to the aspects
mentioned above were considered at the time of their application. Although it
is clear that an oreT/MILIEV project should be relevant, otherwise it cannot be
approved by Dutch government, how is it relevant and to what it is relevant should
be necessarily cross-checked by the evaluation mission.

Beginning with an overview of the objectives of ORET/MILIEV Programme and
development policies of the Netherlands, this chapter focuses on the four aspects
of relevance: to China’s Western Development Strategy (wps), to China’s sector
development policies, to China’s local development plans, and to the Netherlands
development policy.

3.2 The Netherlands development cooperation policy and the
relationship with China

Support to sustainable development is the general objective of the Netherlands
development cooperation policy. In order to realize the sustainable economic
growth that will benefit future generations, economic growth should be steady and
balanced, should not result in environmental deterioration, and should ensure
social equity.

The Netherlands development policy focuses on several aspects of develop-
ment, including poverty alleviation, gender, environment protection, etc. More
specifically, the orET/MILIEV programme at least should not have any negative
impact on any of these aspects. This is the basic principle of the orET/MILIEV
policy that has not changed over the years.
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In early and mid-199os, the Chinese government was mainly interested in
agricultural activities, port development and environmental activities. That is why
in the early 1990s many applications concerned projects in the farm produce
processing and equipment sector.

In February 1995, Prime Minister Wim Kok visited China with a delegation
of Dutch companies. During this visit, the prime minister, on behalf of the Neth-
erlands government, offered China €227 million from the orer/mMILIEV budget.
This amount was part of the support for intensifying Dutch-Chinese economic
relations, the ‘Kok package’, which is a tied-aid credit facility offered for seven
years, starting on 1 January 1996 and ending on 31 December 2002, and besides
the orer funds, included another €341 million in commercial loans.

With regard to the promotion of bilateral economic cooperation, the two gov-
ernments agreed to concentrate on certain sectors and regions. During the half-
yearly consultation meeting between the two governments in December 1998 in
Beijing, the Chinese side expressed a preference for projects in the undeveloped
inland parts of China, and would give priority to projects focusing on agriculture,
infrastructure and environmental protection. Although the orET/MILIEV scheme
is open to all regions and sectors in China, the Netherlands delegation welcomed
the focus on underdeveloped regions and further proposed to concentrate on
water and water management, including dredging works, in which Dutch suppli-
ers are considered to have technical advantages.

3.3 The relevance of oreT/MILIEV to China’s Western Development
Strategy (wDs)

Although China has achieved impressive results in social and economic develop-
ment, it has also experienced growing gaps and inequalities between rich and
poor and between the developed and less developed regions. In an effort to bal-
ance regional development, in 1999 the Chinese government launched the West-
ern Development Strategy (wps), which provides special development policies for
the poor and undeveloped regions.

The western region, which comprises 12 provinces, municipalities (Municipal-
ity Directly under Central Government, or MpcG) and autonomous regions, covers
71% of the area of China and is home to 28% of the population. For decades, the
western region has suffered severe soil erosion, deforestation and desertification
due to excessive logging and cultivation. According to Chinese official statistics
for 2003, the per capita Gpp of the region is about us$500, about half the national
average of us$1o000 per capita.
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There are many factors that restrict the development of the western region,
including poor infrastructure, water shortages, and inadequate health and edu-
cation services. Despite these problems, the region has enormous potential for
development — it has rich mineral, oil and natural gas resources.

In order to achieve the goals of the Western Development Strategy, the Chi-
nese government has introduced preferential policies to encourage the imple-
mentation of projects in the region. Thus foreign government loans and interna-
tional organization loans are encouraged to finance major infrastructure projects
in the region. Also the government plans to implement a number of projects in
the region related to agriculture, water conservation, transportation, energy, and
environmental protection.

The central government has also introduced a policy to increase the matching
funds to these projects and to improve the local investment environment through
large-scale fiscal transfers, such as tax refunds, special subsidies for some kinds
of project, etc. By the end of 2004 the central government had arranged a total of
rRMB 500 billion (about €50 billion) in fiscal transfers to the western region.

FIGURE 3.1 Number of oRET/MILIEV projects in the western region, 1991-1998 and
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Compared with the period 1991-1999, it appears that there have been fewer oreT/
MILIEV projects, with lower transaction amounts, in the period 1999-2003 (see
figures 3.1 and 3.2) although this may just be because of the difference in the
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lengths of those periods — eight and five years, respectively. However, the share of
projects in the western region declined from 24% to 17%, and the total transaction
amount fell from 18% to 10%. Therefore, it is reasonable to conclude that, as far as
the number of projects and transaction amount are concerned, the ORET/MILIEV
Programme has not been closely relevant to China’s Western Development Strat-
egy (wDs), at least at the time of the evaluation at the end of 2003.

FIGURE 3.2 ORET/MILIEV transactions in the western region, 19911998 and 1999-2003
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3.4 The relevance of oreT/MILIEV to China’s sectoral development
policies

In 1994, the Chinese government published the ‘Policy Guideline of China’s Sec-
toral Development in the 1990s’, which defined the basic principles of sectoral
development in that decade. The aim of China’s sectoral development policies
is to strengthen the position of agriculture as the foundation of the economy, to
enhance water conservation, energy, transportation, and basic industry. As a con-
sequence, each industrial sector has issued its own (industrial) policy that will be
further described below.

As stated in China’s regulation on foreign government loans (G1s), such loans
should be in harmony with the sectoral development policies of the national or
local government, and so should the oreT/MILIEV Programme. Data and informa-

tion from the desk study, field missions and local stakeholder workshops are used
in this assessment.
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3.4.1 General assessment

The desk study and cross-checks by the field mission confirmed that the 35 projects
visited are in line with China’s sectoral development policies at national and/or
local levels. These projects are encouraged by the Chinese government to facilitate
the development of these sectors.

3.4.2 Farm produce processing and equipment

In China there are about 9goo million farmers, for most of whom living stand-
ards are low. For a long time, agriculture and agro-industry have been two of the
most important industries encouraged and supported by Chinese government,
in particular farm produce processing and equipment. In all kinds of develop-
ment plans, programmes, industrial policies, etc., agriculture and agro-industry
are always high on the list of development priorities.

The policy relating to farm produce processing aims to readjust and optimize
the structure of agriculture, to increase the economic returns from agriculture,
and to improve the quality and quantity of farm produce to meet the increasing
demand from the growing population. Of the 84 orET/MILIEV projects in China,
21 are in the farm produce processing and equipment sector — more than in any
other sector — and account for nearly 12% of orer/MILIEV expenditures. The
majority of these projects were implemented by Chinese end users in the first half
of the 199o0s.

In line with the changes in agricultural policies, many programmes have been
launched in China. In 1988 the Ministry of Agriculture launched the ‘Food Basket
Programme’, which aimed at increasing and diversifying food supplies. The 21
ORET/MILIEV projects all relate to food production or support activities, such as
feed supply, raw material processing, slaughterhouses, etc., and many of them
have been integrated into local development plans. Therefore these projects fit
well with the ‘Food Basket Programme’ and the agro-industrial policy.

3.4.3 Water treatment/supply

With China’s economic growth, rapid social development and the increasing
population, ensuring adequate water treatment and supplies have become seri-
ous challenges. At the turn of the millennium, China’s per capita water resources
were only 25% of the world average. Since 1980s the problems of the drainage of
untreated wastewater and shortages of clean water in cities have received increas-
ing attention. As emphasized in many policies introduced by governments at vari-
ous levels, the water treatment/supply sector and municipal water infrastructure
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are now given the highest priority. Water treatment/supply projects should be
included in development plans and efforts made to ensure they are carried out.
In China’s eighth five-year plan, which began in 1991, environmental protec-
tion targets were clearly specified. The emphasis is gradually growing, with a tar-
get of treating 45% of urban wastewater by the end of the tenth five-year plan. The
total capacity was expected to grow to 40 million tonnes/day in 2004. In order to
attain the targets a total investment of about RMB 300 billion (about €30 billion) is
specified in the plan. Meanwhile, China’s central government has readjusted its
policy to encourage foreign capital, including international financial organization
loans, foreign government loans and the like, to invest in the sector, which has
spurred of the launch of many water treatment/supply construction projects.
There are 15 ORET/MILIEV projects, the second largest proportion of the oret/
MILIEV Programme in terms of number of projects in the water treatment/sup-

ply sector. All of these projects belong to category 1 or 11, in which local govern-
ments are borrowers or guarantors (see section 2.7.2). Moreover, local govern-
ments provide some subsidies from their fiscal revenues to ensure the financial
sustainability of these the projects. Ten of these 15 projects involve wastewater
treatment and five drinking water supply, and so are highly consistent with the
policies relating to wastewater treatment and supply. In MILIEV 1996/07, Wujin
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Municipal Waste Water Treatment Plant (wwtP), for example, Wujin has become a
model city according to China’s Agenda 21. The wwtp complies with the stringent
government policy regarding Lake Taihu, which is one of the priorities of the Chi-
nese government, and so from the Chinese perspective the project is considered
development relevant.

3.4.4 Water conservation

Drought, soil erosion, floods and waterlogging, and water pollution remain seri-
ous problems in China. Therefore water conservation has a strategic position in
national development. In accordance with the Water conservation Industry Pol-
icy of China, published in 1997, the emphasis is on the prevention or control of
floods, the establishment and maintenance of sea defences, water and soil con-
servation, reconstruction and upgrading of existing water conservation facilities,
water resources protection, hydropower, etc. The central government gives devel-
opment priority to water conservation and encourages funds from domestic pub-
lic, private and the foreign capital to invest in water conservation projects.

Eight oRET/MILIEV projects are in the water conservation sector. Six of them
involve dredging, with the aim of reducing the direct threat of flooding and the
associated flood damage. Dredging activities play an important role in deepening
canals, creating elevated areas, erecting and improving the stability of dykes.

3.4.5 Energy

In recent decades China has achieved a sizeable economic development and this
has resulted in an urgent need for increased energy supplies. The energy sector
has become a major bottleneck for national economic growth. In trying to elimi-
nate shortages of power, the state has planned a massive increase in the electricity
production capacity. Meanwhile, in order to reduce the pollution due to the use of
fossil energy, the Chinese government is encouraging the development of renew-
able energy supplies, including wind, solar, hydro and nuclear power, through
fiscal subsidies to renewable energy projects, preferential taxation to hydropower
and wind power projects, and protective prices for their products.

There are seven ORET/MILIEV projects in the energy sector, of which four are
windmill projects, two are natural gas projects, and one solar energy project. The
development of wind power will improve the national energy structure by adding
a renewable source of energy, protecting the environment by saving conventional
energy, and solving energy supply problems in poor areas that have a deficit of
power and lack transmission/distribution networks. The four windmill projects
are fully in line with the Chinese policy on utilizing renewable sources of energy.
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For example, the M1L1EV 1998/17 Dali Wind turbine project fits within the Chi-
nese policy to increase investments in sustainable energy from 0.4 to 1.3% by
2020 (Programme of New and Renewable Energy Development 1996-2010). The
project also fits with the policy to develop hydro and wind energy in remote areas
of the country.

Box 3.1 MILIEV 1999/07, Silk Road Solar Home Systems

The Silk Road Solar Home Systems project fits very well with the Chinese government’s
‘Brightness Programme’, in which 23 million people will be provided with solar and wind
energy in 2010. The programme also involves improving the quality of solar heating sys-
tems for a reasonable price, training local technicians and engineers, and installing a
distribution and service network. Through the ‘Brightness Programme’, the project will
contribute to the large-scale electrification of rural households in the remote areas of Xin-
jiang Uygur Autonomous Region (xUAR). Besides the delivery of Solar Home systems,
the project also includes the establishment and making operational of a service and dis-
tribution network with that guarantees high quality and fair prices.

The Planning Commission (now the Development and Reform Commission, DRC)
of XUAR agreed to arrange for at least RmB 1.6 million from the Poverty Alleviation Fund
(PAF) to subsidize the poorest households without electricity to purchase solar heat-
ing systems. In 30 counties classified as poverty areas by the Chinese government or
the XUAR, some 4500 households with an average income of less than RMB 2000 per
annum will receive these subsidies. The subsidies paid by city governments of XUAR
reached RMB 4.6 million by the end of 2003. Also, in September 2003, the brc planned
to arrange a special subsidy of RMB 5.2 million to this project, of which RMB 1.32 million
had been disbursed by June 2004.

Source: Field Mission, Grant Agreement and desk study

3.4.6 Environment

At the second National Environmental Protection Meeting of 31 December 1983,
the State Council of China defined environmental protection as a strategic mis-
sion and a basic national policy in China’s modernization drive.

To demonstrate its commitment to the un Conference on Environment and
Development in 1992, the government of China has taken practical steps to imple-
ment its strategy for sustainable development. In March 1994, the government
published a white paper on China’s Population, Environment and Development
in the 21st Century (Agenda 21), in which sustainable development was estab-
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lished as the basic guiding principle for China’s economic and social development
strategy.

Environmental protection is an essential aspect of sustainable development.
Three categories of priority programmes or plans concerning the environment
include cleaner production and environmental protection industries, clean energy
and transportation, environmental pollution control, etc.

China’s Trans-Century Green Project set out the long-term environmental pro-
tection objectives as follows: 1) by 2000 to control the trend towards increasing
environmental pollution and ecological deterioration and to improve the environ-
mental quality of some cities and areas; 2) by 2010 to reverse the situation of
ecological environment deterioration; 3) by 2010 to greatly improve the environ-
mental quality of urban and rural areas; and 4) by 2010 to develop a group of cities
and areas with a clean and beautiful environment and a beneficial ecological cycle,
taking into account the importance of a sustainable environment.

To realize these objectives, Chinese governments at all levels have introduced a
series of laws, regulations, policies, standards, guidelines, etc., to guide the imple-
mentation of environmental protection plans. Thus environmental protection
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projects are given high priority and can attract subsidies from central and local
governments.

In China all projects that plan to utilize foreign government loans must go
through the environmental appraisal procedures. However, out of the 84 oreT/
MILIEV projects, one was found to have had negative effects on the environ-
ment, due mainly to a problem caused by the end user. In oRET 1997/34, Hebei
Weichang Potato Starch Processing Line, the end user violated the contract obli-
gation because they did not construct the wastewater treatment installation, and
the wastewater from the production line was discharged directly into a nearby
reservoir. Consequently, the end user had to pay a penalty for the emission of
wastewater (5.5 tonnes/day) that amounted to RMB 100,000 per year.

Some 40% of ORET/MILIEV projects, equal to 47% of total ORET/MILIEV expen-
ditures, make direct contributions to environmental protection and are expected
to result in positive effects on the environment. Most of these projects are in the
water treatment/supply, environmental protection/waste treatment, agriculture/
water conservation, and energy/ transportation sectors, and were implemented
after the Agenda 21 was published.

The Chinese government's Trans-Century Green Project of the 1990s, known
as the ‘Green Plart, is designed to encourage relevant departments, localities and
enterprises to pool their financial and material resources to carry out a series of
measures in key areas suffering from significant environmental problems, includ-
ing water and air pollution and solid waste management. In the South Yunnan
Plateau Lakes Region (sYpir), for example, the national and provincial govern-
ments assigned priority to projects aimed at improving the environment. One
of these, the MILIEV 1994/59 Yunnan Environmental Master Plan project, was
included in the provincial five-year plan, in ‘China’s Agenda for the 21st Century
and in the ‘Green Plan’.

3.4.7 Relevance to new Chinese public sector priorities

In order to enhance the management of foreign government loans (GLs), in 1999
the Chinese Ministry of Finance (MoF) and the State Development and Reform
Commission (sprc) jointly issued a regulation, which was approved by the State
Council. The new regulation emphasizes the importance of ensuring the rele-
vance of projects for the public sector when end users introduce rcis in China.
Since 1999, therefore, the utilization of Fcis in China has gradually shifted
to areas related to the provision of public services. As for the oRET/MILIEV Pro-
gramme, both the percentage of projects related to public services and the transac-
tion amounts have increased accordingly. In the environmental protection/waste
treatment sector, for example, the number of public service projects has risen from
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11% to 13%, and the transaction amounts from 8% to 19%. Similarly, the number
of public sector projects involving medical equipment/supplies has increased
from 6% to 13%, and the transaction amounts from 5% to 13%.

TABLE 3.1 Projects related to public service provision, by the number of projects

Sector Number of projects
1991-1998 1999-2003

Environmental protection/waste treatment 6 4
Medical equipment/supplies 3 4
Water treatment/supply 10 5
Other 2 2
Energy/transportation 5 5
Agriculture/water conservation 7 4
Factory equipment 4 2
Farm produce processing and equipment 17 4
Total 54 30

Note: Because some sectors, such as agriculture/water conservation, energy/transportation, include
projects related both to public service provision and competitive projects, the sectors in tables 3.1 and table
3.2 are listed in top-down order according to the proportion of projects related to public service provision.

Source: Desk study of 84 projects

TABLE 3.2 Projects related to public service provision, by transaction amount

Sector Transaction amount (€ 1000)
19911998 1999-2003
Environmental protection/waste treatment 24,168 34,830
Medical equipment/supplies 15,665 23,780
Water treatment/supply 49,855 23,806
Other 33,338 6,611
Energy/transportation 60,961 50,049
Agriculture/water conservation 50,393 21,258
Factory equipment 7,730 16,250
Farm produce processing and equipment 44,060 10,695
Total 286,170 187,279

Source: Desk study of 84 projects
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3.5 The relevance of orer/MiLIEV to China’s local development plans

ORET/MILIEV projects are considered relevant to China’s local development plans
if they were listed as prior projects in local development plans. In China all admin-
istrative provinces, municipalities and autonomous regions, including the cities,
have their own periodic development plans, especially five-year development
plans, which include economic, social, environmental, educational, medical and
health, cultural, and poverty alleviation plans, etc.

It should be noted that local development plans change with the times, so that
the evaluation assessed the relevance of an orRET/MILIEV project to local develop-
ment plans at the time of its application by Chinese end users. Thus the indicator
used to assess relevance was whether the project is listed as a priority project in
local development plans.

A sample of 35 projects was visited, of which 31 projects were used to assess their
relevance to local development plans. The four that were excluded were nation-
wide projects, i.e. MILIEV 1995/42 Low-No -Burners Demonstration Project, ORET
1996/40 Sinotrans Dangerous Goods Transport Vehicle, oRET&MILIEV 19Q7/20(a)
Bank Note Destroy Machine, People’s Bank of China, and oRET 2000/74 Capacity
Building Project, China Groundwater Info Center.

Out of these 31 projects, 25 were listed as priority projects in local develop-
ment plans at provincial and/or prefecture levels. Hence, these projects are rel-
evant. In general, these projects were responding to urgent prevailing problems
concerning economic, social, environmental aspects of local development. 17 of
the 25 projects were initiated by Chinese authorities and only eight by end users.
Information from the local stakeholder workshops shows that the oreT/MILIEV
Programme, as one of foreign government loans, is mainly government-driven
in China, and most ORET/MILIEV projects are given priority in or relate to local
development plans.

Box 3.2 Relevance of projects to local development plans in Hainan province

So far, Hainan province has implemented seven oReT/MILIEV projects, among which
four are in the farm produce processing and equipment sector and three in the agricul-
ture/water conservation sector. These projects are strongly linked to the local develop-
ment plans of Hainan province.

Hainan is an island, and so needs to transport large volumes of farm products from
the mainland to meet the needs of its people. With the rapid pace of urbanization, in-
creased local tourism, and rising living standards of the local people, the demand for farm

produce is rising. Hence, agriculture and farm products processing is one of main sec-
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tors supported by Hainan province. In this sector, ORET 1991/10 Hainan Feedmill Project,
ORET 1993/34 Feeds Processing Plant in Sanya City, ORET 1994/68 Sanya Layer Project,
ORET 1996/65 Chicken Processing Plant in Sanya City, and oRET 1998/67 Fruit and Veg-
etable Processing Line are intended to increase and diversify the local food supplies.

Water conservation is another development emphasis of Hainan province. Its coast-
line suffers from severe soil erosion due to strong tides and winds, which greatly affects
local livelihoods. To protect the coast, reduce soil erosion, and improve the quality of the
marine environment, MILIEV 1996/42 Retaining Wall Project for Xinfu Island and oreT
1998/13 Hainan Longwan Delivery of two Beaver Dredgers, have had a positive impact
on fisheries, as well as the incomes and living conditions of the local population along
the coast.

Source: Field mission and local stakeholder workshops

Box 3.3 ORET 1991/54 Guangdong Shrimp Feed Plant

In 1986 the Guangdong provincial government made a strategic decision to develop
shrimp production in order to transform its industrial structure, to develop foreign
exchange-earning agriculture, and to alleviate poverty in the coastal areas. To put this
decision into effect the provincial government launched several programmes, one of
which was the ‘Prawn Export-Oriented Production Programme of Guangdong Province’.
As part of the programme, the Guangdong shrimp feed plant was incorporated into
the Guangdong development plan, where it is listed as a priority project. The objectives
of the project are to accelerate the process of modernizing the aquaculture industry in
Leizhou peninsula and to raise both the quantity and quality of shrimp production. The
project has boosted the shrimp production industry and contributed to the economic

development of Guangdong and other coastal areas of southern China.

Source: Field mission

3.6  The relevance of oreT/MiLIEV to the Netherlands development
policy

As described above, the Netherlands development policy, also applicable to the
ORET/MILIEV Programme, stipulates that projects should not have negative
impacts on poverty, women or the environment. In the assessment, the results
of the development test on these three aspects during the appraisal carried out by
Dutch authorities were taken as indicators to decide whether a project complies
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with the Netherlands development policy. The development test may have posi-
tive, neutral or negative result, or may not be applicable. A project that has a posi-
tive overall development test result can be viewed as relevant to the Netherlands
development policy.

3.6.1  Poverty alleviation

Although the major aim of the Netherlands development policy is poverty allevia-
tion, a proposed project need not itself have a direct positive impact on the poor,
but it must not harm their interests.” The poverty test assesses, among others,
the income and living standards of the poor part of population. The degree of par-
ticipation of the poor during the preparation, planning and implementation of a
project is also considered, as well as the creation of job opportunities, both direct
and indirect, provided by the project.

No project had negative test result, but only 22 out of the 775 projects for which
data were available had positive result. A positive result on the poverty test means
that a project will increase the incomes of the poor and/or improve their living
standards, or improve the status of the poor, or provide (direct and/or indirectly)
jobs for the poor segment of the population. It is remarkable that in the majority
of projects no positive effect on poverty alleviation is expected.

TABLE 3.3 Results of the poverty test

Result of test Number of projects
Positive 22
Neutral 42
Negative 0
Not applicable 1
Total 75

Source: Appraisal memoranda for a total of 75 projects for which data were available

3.6.2 Gender

A proposed project must not bring about any negative impact on women. Hence
it may not cause discrimination against women, worsen the working or living
conditions of women, reduce the income of women, etc. Although no project had
a negative result on the ‘women and development test, only five projects had a

19 ORET/MILIEV Regulation 2002 DDE 0181.
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positive result. It can be reasonably concluded that the orET/MILIEV Programme
has not promoted the development of women to a great extent.

TABLE 3.4 Results of the women and development test

Result of test Number of projects
Positive 5
Neutral 58
Negative 0
Not applicable 12
Total 75

Source: Appraisal memorandums for a total of 75 projects for which data were available
3.6.3 The environment

A proposed orRET/MILIEV project must not on balance be harmful to environment.
When assessing applications for oreT/MILIEV the environmental implications of
projects are routinely taken into consideration.

On 1 June 2001 the Netherlands introduced an environmental assessment that
prevents granting government-supported export credit insurance if a project could
have a large negative environmental impact. The assessment focuses on the use
of scarce resources, the use of energy, emissions into air, surface water and soil,
waste flows and the effects on flora and fauna.2°

TABLE 3.5 Results of the environment test

Result of test Number of projects
Positive 3
Neutral 34
Negative 1
Not applicable 7
Total 73

Source: Appraisal memoranda for a total of 73 projects for which data were available

An adequate environmental impact assessment is required in the case of a major
infrastructure project in environmentally sensitive area. At the appraisal stage, 31
out of 73 projects for which sufficient data were available were deemed to have had

20 Policy Reconstruction oreT/MILIEV, Development of the oreT and miriev Policy and Pro-
gramme 1991-2003, 108, 18 February 2004, updated 3 December 2004.

8s



86

| The oRET/MILIEV Programme in China

positive impacts on the environment, with negative results for only one project.!
Most projects are expected not to harm the environment.

3.7  Other issues with regard to relevance

This section presents other information reflecting the policy relevance of orer/
MILIEV Programme. It is well known that China has made the transition from a
centrally planned economy to one that relies largely on market forces to determine
the allocation of resources. However, Chinese governments at different levels still
have relative large power to determine the allocation of resources, especially the
government debts from foreign countries and international organizations such as
the orET/MILIEV loans. Chinese governments always use these borrowed funds to
invest in priority areas to meet national or local needs. If an oRET/MILIEV project
has been initiated by governments at different levels it can be seen as related to
national or local needs.

During the field visits to 35 projects, it was found that the Chinese local or cen-
tral authorities initiated 21 out of 35 projects (60%). Hence, it can be concluded
that the oreT/MILIEV Programme in China is mainly government-driven.

TABLE 3.6 Who initiated the project?

Number of projects
End users and suppliers 13
Chinese local authorities 17
Chinese central authorities 4
Dutch central authorities 1
Total 35

Source: Field missions

Some projects are per se priority projects, and would have been implemented even
without oreT/MILIEV Programme support. In the opinion of end users, in the
absence of orRET/ MILIEV support, 26% of the projects would have been imple-
mented, but with some delay; 51% would have been possible to implement, but
postponed; and 23% would not have been implemented. Implementation without

21 Inthe concept report from N1, the Hebei Weichang Potato Starch Processing Line (1997/34)
project was anticipated to have a negative effect on the environment. For this, the end user
confirmed that he had sufficient funds to construct an anaerobic water treatment installation
with a minimum capacity of 40 m3, but in fact failed to do so.
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ORET/MILIEV support should be done through the end user’s own funds, other
foreign government loans, or fiscal funds.

TaBLE 3.7 Without ORET/MILIEV support would the project still have been implemented?

Without ORET/MILIEV support would the Number of projects
project still have been implemented?

Yes, without delay 9

Yes, but will be postponed 18

No 8

Total 35

Source: Field missions

A cross-cutting analysis of the results obtained from field visits to 35 projects, local
stakeholder workshops and the questionnaire survey shows the most important
objectives of the orET/MILIEV Programme are: 1) to promote trade between the
Netherlands and China; 2) to promote Dutch exports to China; and 3) to boost the
development of the Chinese economy. The above findings seem to confirm that
both Chinese and Dutch stakeholders have a good knowledge of the objectives of
the oreT/MILIEV Programme. In contrast, according the findings from the field
visits and local workshops, some Chinese end users and local government officials
showed a limited knowledge of orET/MILIEV regulations or specific programme
management procedures.

3.8 Conclusions

Overall, the oreT/MILIEV Programme in China shows a high degree of policy rel-
evance. It addresses national and/or regional problems and is in conformity with
the declared policies of the Chinese central and/or local governments. However,
the majority of projects achieved only neutral results in tests of their impacts on
the environment, gender and poverty alleviation.

A large majority of orRET/MILIEV projects are well aligned with China’s national
sector policies and fit the local development plans very well. Over 80% of the
projects have been listed as priority projects in local development plans.

The evaluation found that the orET/MILIEV Programme has been less respon-
sive to the Chinese special Western Development Strategy (wps), which was
launched in 1999 in 12 less developed provinces. The shares of both the number of
ORET/MILIEV projects and of transaction amounts in the western region declined
slightly after 1999, from 24% to 17% and 18% to 10%, respectively.
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With regard to the objectives of the orRET/MILIEV Programme, the evaluation
team found that, from the perspectives of Chinese stakeholders or end users
and Dutch suppliers, the most important objectives of the programme are: 1) to
promote trade between the Netherlands and China; 2) to promote Dutch exports
to China; and 3) to boost the development of Chinese economy. However, some
end users and local government officials showed limited knowledge or familiar-
ity with the oreT/MILIEV regulations and/or specific programme management
procedures.



Chapter 4

Efficiency

4.1 Introduction

Efficiency is defined as the relation between inputs and outputs, or the amount of
effort and resources used to achieve planned objectives. It indicates whether the
planned outputs could have been delivered more cheaply or more quickly. This
chapter tries to assess several aspects of the efficiency of the orET/MILIEV Pro-
gramme and/or projects in China, including the timeliness of project implemen-
tation, market conformity of prices, training, and programme management.

For each aspect to be assessed, first an overall judgement is given based on
the data and information collected. Then the causes of the good or poor perform-
ance of projects are analyzed. Certain projects are highlighted in boxes to support
the issue under discussion. Moreover, assessments of programme management
issues are included. Finally, the main findings and conclusions concerning the
efficiency of the programme are summarized at the end of the chapter.

4.2 Timeliness of project implementation

The timeliness of implementation is an essential aspect of project efficiency, and is
assessed on the basis of whether the project was executed according to the planned
schedule. The actual duration of a project activity is calculated as the length of
time from the starting date of implementation to the date of signing of the Final
Certificate of Completion (Fcc). By comparing the expected and the actual dura-
tion of an activity stated in the project contract, it is possible to assess whether the
project experienced delays, and if so how long was the delay, or whether they were
ahead of schedule and if so, by how much.
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The discussion is based on the projects with a signed rcc. Of the 84 projects,
57 have a signed rcc, and 40 are finished projects (see section 1.2). Due to the
limited data available, only 47 projects have been used in the analysis below.?2

4.2.1 Assessment of timeliness

To give an overall picture of the extent of the timeliness of project implementa-
tion throughout the programme, a calculation was made in which the difference
between the actual and expected duration was divided by the expected duration to
obtain an indication of the delay relative to the expected project duration. Then
the average of these percentage figures was calculated. For example, the expected
duration of oRET 1999/09 was 10 months and actual duration was 17 months,
so the project experienced a delay of 7 months, or 70% in percentage terms. The
expected duration of projects varied from 4.5 months to 72 months, and the actual
duration from 6 months to 64 months.

FIGURE 4.1 Frequency distribution of delays, by percentage of expected duration
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Source: Desk study, 47 projects in total

22 Specifically, the missing data include the rcc signing dates of projects 1991/60, 1991/61,
1994/04, 1998/48, 1998/63, 1999/16, 1999/43 and 2001/91, the starting dates of the
implementation of projects 1994/62 and 1995/47, and the expected duration of project
activities of projects 1998/48 and 1998/63.
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Ten projects were implemented ahead of schedule, three on schedule, and 34 were
behind schedule (72% of the 47 projects). Thus, based on the findings of the desk
study, only 13 projects were executed satisfactorily or better regarding the timeli-

ness of the project implementation.

Focusing on the 34 projects where implementation was behind schedule, the
shortest delay was equal to 6% of the expected duration and the longest 614% of

the expected duration.

FIGURE 4.2 Frequency distribution of delays, by months
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Source: Desk Study, 47 projects in total

TABLE 4.1 Projects’ adherence to the planned schedule, by sector

o1

Ahead of On Behind Subtotal

schedule schedule schedule
Agriculture/water conservation 3 1 4
Energy/transportation 2 3 5
Environmental protection/waste treatment 1 2 1 4
Factory equipment 2 2
Farm produce processing and equipment 1 15 16
Medical equipment/supplies 5 5
Water treatment/supply 3 6 9
Other 2 2
Total 10 3 34 47

Source: Desk study, 47 projects in total

The desk study shows that projects related to public service provision, most of

which are in the agriculture/water conservation, environmental protection/waste

treatment, and water treatment/supply sectors, were implemented according to

the contract schedule. The farm produce processing and equipment sector expe-
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rienced the most serious delays — 15 out of 16 projects in this sector were imple-
mented behind contract schedule (see table 4.1).

Based on an analysis of the findings of the questionnaire survey of 477 end users
(of which 11 were not returned, incomplete, or otherwise not possible to use), 19
end users stated that the project activity was executed according to the contract
schedule. This figure is much higher than the 13 projects identified in desk study.
The difference may be due to the fact that in the questionnaire, some end users
may have regarded projects with only minor delays as ‘completed on time’.
During the field visits, most end users stated that they felt that a delay of less
than six months was acceptable, and that a project with such a delay may be
considered as having been implemented according to the contract schedule.

TABLE 4.2 End users’ opinion on adherence to the planned schedule

According to the planned schedule Frequency
Yes 19
No 17
Total 36

Source: Questionnaire to end users

4.2.2 Causes of delays

The results of the questionnaires and the field visit reports are used to assess the
main causes of the delays.

The field missions found that projects were delayed for many reasons, the
three most important being the lack of Chinese matching funds, delays in local
civil construction, and the institutional weaknesses of the end users.

In general, the orET/MILIEV Programme only supports activities that repre-
sent the foreign transaction component of a whole project to be implemented.
Other support activities, especially local civil construction, use the matching funds
provided by the end user. The field visits revealed that in most delayed projects
the end users did not have sufficient matching funds, which led to delays in the
preparatory activities and of the orET/MILIEV activity. Dutch suppliers are mainly
responsible for the delivery of equipment, and the end users for local civil con-
struction, such as the workshops, drainage network, power supply facilities, and
so on. A majority of delayed projects experienced delays in local civil construc-
tion, which influenced the timely installation of Dutch equipment. Also, some
end users admitted that their weak management capacity was a major cause of
the delays in project implementation. Hence it is reasonable to conclude that the
recipient country and/or the end users contributed a lot to the delays in imple-
menting ORET/MILIEV projects.
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Other causes, like poor cooperation between end users and Dutch suppliers,
problems with the Dutch equipment, and Chinese on-lending difficulties, also
contributed to the delay of the projects, although these factors were less important
than the three mentioned earlier.

FIGURE 4.3 Main causes of the delays at different levels

I Most important causes
Lack of Chinese matching funds
Local civil construction delay
Institutional weakness of the end user

Il Important causes
Poor cooperation
Problems with Dutch equipment/technologies
Chinese on-lending difficulties

Less important causes
Bad local weather
Supplier’s holidays

Source: Field missions

Box 4.1 ORET 1994/68: lack of Chinese matching funds

The transaction amount of ORET 1994/68 Sanya Layer Project, Hainan Province, was
€2.18 million to finance the purchase of Dutch equipment and its installation and test-
ing. It was planned that the end user would raise an additional RmMB 28.9 million (about
€2.89 million) as matching funds for local civil construction. All deliveries were complete
in January 1999, but the equipment had to be placed in storage because the end user
had failed to raise the matching funds. As a consequence, the project was halted and the
equipment has still not been installed.

The lack of Chinese matching funds is the most important reason for delays in the
implementation of projects. Nine projects out of 16 visited had experienced delays in
execution due to the lack of matching funds. The field missions found that a majority of
projects had limited own capital of their own and the matching funds were over-depend-
ent on domestic commercial loans. If the end user fails to obtain the commercial loan,
the project is put at risk.

Source: Field missions and progress reports
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The analysis of the questionnaires completed by end users gave the same result
— that the two most important factors leading to slower than expected implemen-
tation were insufficient Chinese matching funds and the failure by end users to
complete the infrastructure on time. On the other hand, insufficient and untimely
communications between the two sides, defective equipment delivered by Dutch
suppliers, and problems with installation and debugging, also caused delays in the
execution of projects.

FIGURE 4.4 Main factors delaying the implementation efficiency of projects
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Source: Questionnaire to end users. Note: maximum 3 choices possible, 27 projects

In the questionnaires completed by suppliers, the most frequently mentioned fac-
tor (by five respondents) that had delayed implementation was the lack of Chinese
matching funds. Other factors included delays in equipment delivery, either their
own and/or that of a third party (three respondents), failure by the end user to
finish the project infrastructure on time (two respondents), and insufficient insti-
tutional capacity of end user (two respondents).
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Box 4.2 ORET 1999/03: delays due to the Dutch supplier

With regard to oRET 1999/03, Henan Province Greenhouse Demonstration, the supplier
admitted in his questionnaire that installation and debugging was not done according to
the contract, and was one of the main reasons for the delay in project implementation.
Apart from this problem, the project experienced operational problems during the imple-
mentation process, although there were no critical contractual disputes. In one case, for
instance, the Dutch supplier did not pay a third party (a Dutch seed company that was
responsible for supplying flower seeds to an end user) the consulting fee, which conse-
quently led to a delay in organizing a seed planting training session in the Netherlands.
Moreover, the end user was dissatisfied with the supplier’s technical service — there was
insufficient time for technical instruction, and spare parts were not delivered in full. In
this case it took a lot of time for the end user to contact the supplier to resolve all the
problems.

Source: Questionnaire to supplier and field mission

Box 4.3 MILIEV 1998/20: delays due to both the Dutch supplier and the end user

The project MiLIEV 1998/20 Wind Turbine Project Dabancheng 2, Xinjiang region, was
designed to deliver 51 wind turbines with capacity of 500 kw each. The transaction
amount was €18,354,202, with a grant of €11,012,521. The equipment was transported
in four partial shipments according to the commercial contract. The first delivery of four
turbines was made in June 1999. The second delivery of 16 wind turbines was made in
July 1999, but most were damaged and three were completely destroyed due to damage
during shipment. The end user soon claimed compensation. The reaction of the supplier
was delayed. The supplier did not transport the damaged equipment back to the Neth-
erlands for repair until 20 September 1999. On 2 September 1999 the third delivery was
made and it was found that some of the wind turbine blades were damaged. In January
2001 the fourth delivery was made. During a detailed check by both the supplier and the
end user it was found that one central monitoring system, two control tanks, and some
spare parts were not provided, with a total value amounting to nearly NLG 1.1 million
(€500,000). In May 2002 the 16 repaired wind turbines and other missing equipment
were delivered. A majority of the equipment provided by the supplier was found to be
of low quality. The end user considered that the supplier had not fulfilled his obligations
according to the commercial contract, and therefore temporarily withheld the last 5% of
the payment. Finally, the supplier terminated the contract with the end user in May 2001.
Hence the project could not be completed correctly.
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The conclusion is that after four years, the Dutch and Chinese governments are con-
fronted with an unfinished project on which €17 million has been spent. The question
of guilt has been investigated, but without a clear result. Because the project cannot
be closed before it is finished properly (approval was given to the Chinese authorities),
the FMo together with the Chinese authorities have been trying to find a solution. In
2003 the FMo started the procedure for a follow-up project to establish a windmill park
as proposed in the original application. In 2003 a mission was sent to Dabancheng to
examine the equipment. It was clear that the equipment was damaged and that several
parts would have to be repaired or replaced. At the moment, negotiations for the start-up
of the project (tender procedure) are ongoing.

Source: Field mission and desk study

4.3 Market conformity of prices

In this evaluation, market conformity of prices is defined as whether the contract
price (the price stated in the commercial contract between end user and supplier)
of the equipment and/or service delivered were in line with international market
prices, for the same model, quality and/or service, when the contract between the
end user and the supplier was signed. It should be noted that the contract price
of a transaction includes the grant and non-grant amount, although the end user
pays only the latter.

It is rather difficult to compare and judge the market conformity of prices, for
several reasons:

1 for some projects the contract price cannot be ascertained because evaluators
did not have the contract;

2 it was not possible for the evaluators to obtain information on international
prices at the time the contract was signed;

3 for some projects, the equipment provided is unique, completely customized
or provided by only one Dutch supplier. In those cases, the issue is not whether
the contract price conformed to international market prices, but rather whether
it was reasonable.

Therefore, the end users’ and suppliers’ perceptions of the market conformity of
prices are used as proxies for this indicator. The analysis is based on the answers
given by end users and Dutch suppliers to the question: At the time the contract was
signed, do you think that the price, including the grant, of the equipment and /or service
supplied for the project was higher or lower than the international market price (for the
same model, quality and for service)?
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The analysis is based on the information provided in the completed question-
naires to end users (56) and to suppliers (54) that answered the above question.

4.3.1 Assessment of market conformity of prices

Of the 56 end users who answered this question, 41 respondents considered that
the transaction price was higher than the international market price, and five
thought it was lower (see table 4.3). The full range is from 40% above the inter-
national market price to 30% below. During the interviews, most end users stated
that were dissatisfied with the transaction price.

TABLE 4.3 End users’ perception of market conformity of prices

Frequency
Higher 41
Equal 10
Lower 5
Total 56

Source: Questionnaire to end users

TABLE 4.4 End users’ perception of prices higher than international market prices

Frequency
30-40% higher 10
20-30% higher 8
10—20% higher 16
Less than 10% higher 7
Total 41

Source: Questionnaire to end users

Although most end users believed the contract prices were higher than interna-

tional market prices, over half of those interviewed thought that a contract price

of 10-15% above the market price was acceptable or understandable, given the fact
that:

1 With an average 44% grant proportion provided by Dutch government, the
recipients would still benefit considerably from the programme.

2 As the application and appraisal procedure is uncertain and time-consuming,
the Dutch supplier is likely to spend more financial and human resources
going through the procedure. Adding these extra costs into the price of the
transaction was therefore considered reasonable by the end users.

97
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3 The Chinese government has a preferential tax-exemption policy for all im-
ported equipment funded by foreign government aid programmes. Hence,
any equipment imported for an oRET/MILIEV project is exempt from import
tariffs and value-added tax. The import tariffs depend on the category of equip-
ment imported and value-added tax is 17% of the contract price, which can
bring substantial cost savings.

Therefore, taking into consideration the grant, and the exemption from import
tariffs and 17% value-added tax, the final price paid by end users is less than the
contract price, and is also less than if the goods had been purchased directly on
international markets.

The perceptions of Dutch suppliers differ somewhat from those of end users.
Some 46% of suppliers indicated that the transaction price was higher than the
market price, 35% indicated that it was equal to the international market price, and
19% thought it was below the market. However, the perceptions of both suppliers
and end users are the same — both groups consider that the transaction prices are
higher than international market prices.

TABLE 4.5 Dutch suppliers’ perception of market conformity of prices

Frequency
Higher 25
Equal 19
Lower 10
Total 54

Source: Questionnaire to suppliers

For 32 projects the perspectives of suppliers and end users can be compared. In
this sample, in 13 cases the end users and suppliers shared the same opinion on
the market conformity of prices (in 12 cases above, and in one case below market),
whereas in 19 cases their opinions differed.

In light of the orET/MILIEV Programme regulation, during the appraisal a price
setting procedure is carried out by experts called in by n10, which aims to control
Dutch transaction prices to acceptable levels. The Appraisal Memorandum stated
that in six projects the Dutch experts had requested the suppliers to lower their
transaction prices. However, according to the questionnaires, the end users in
three of these six projects considered that their contract price was 10-20% higher
than the international market price. The suppliers to two of the projects thought
that contract price was 30-40% higher than the international market price.
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Based on the evidence presented above it can be concluded that in most cases
contract prices appear to be at or above international market prices, and that only
in a few cases below. This issue was further elaborated by information collected
during 17 workshops organized as part of the field missions. Most stakeholders
considered that the contract prices were above international market prices, but
due to the grant and tax exemptions the end users and the suppliers still profited
from the transaction.

4.3-2 Reasons for higher prices

The end users and other stakeholders cited several reasons for the relatively
high transaction prices, in particular: (1) the condition that Dutch content should
account for at least 60% of the transaction value; (2) the suppliers need to cover
the costs incurred during the oreT/MILIEV application process; (3) the intended
sharing of the ‘profit’ from the orET/MILIEV grant by Dutch suppliers; and (4) the
lack of international bidding.?3

One important condition of the orRET/MILIEV Programme is that the Dutch
content should account for at least 60% of the total transaction value. Although
most end users accept this condition, some complained that it may negatively
affect the quality-price ratio of the equipment funded by oreT/MILIEV loans. In
this regard, the oRET/MILIEV review 1994-1999 also concluded that ‘the 6o per-
cent condition occasionally leads to higher prices’. It seems clear that a tied aid
programme results in higher prices. Other tied aid programmes, such as the
Danish and Norwegian Mixed Credit programmes, are also thought to result in
above-market contract prices of equipment. In oreT Regulation 2005 the condi-
tion of 60% Dutch content was relaxed, so that the minimum Dutch content is
now 50%.

4.4 Training

Training is an important part of project activities, which aims to contribute to the
smooth operation of projects and their technical sustainability. In general, train-
ing includes technical training both in the Netherlands and in China for instal-
lation, operation, management and maintenance of the equipment, although in
some cases training aims at improving the institutional capacity of end users. In

23 It should be noted that the Chinese Ministry of Finance has recently introduced interna-
tional bidding, but too little experience has been gained so far to assess whether this will help
to reduce prices.
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most ORET/MILIEV projects, Dutch suppliers provided substantial training oppor-
tunities, while the end users provided a small part. In terms of efficiency, in this
section training is assessed on the basis of whether the training was delivered in
compliance with the contract, and if so, how many training courses were provided,
and how many trainees were involved.

Due to the lack of data, only 20 projects can be used to compare the number
of planned and actual training courses. The number of planned courses was taken
from the project contracts between end users and suppliers, while the actual
number of training courses was obtained from the questionnaires to end users.
Of the 20 projects, 14 provided training activities equal to or more than planned,
three projects provided fewer training activities than planned, and the other three
projects offered no training at all.

TABLE 4.6 Planned versus actual training courses

Number of projects with stated number of courses Number of training courses

o 1 2 3 4 >5 Total
Number of projects with planned training courses 0 5 6 2 2 4 19
Number of projects with actual training courses 2 3 1 7 1 5 19

Note: The data in the table are based on only 19 projects. ORET 1991/46 Textile Refinement, in which training courses
were planned but the number was not specified, has been excluded.

Source: Desk study and questionnaire to end users

With reference to results of 55 questionnaires to end users, close to 70% of projects
provided one to three training courses, which included between one and 30 train-
ees. The number of training courses and of trainees depended on the type of
project. Those projects focusing on knowledge transfer and capacity building of
end users provides more courses and involved more trainees. For example, MILIEV
1999/02, Integrated Mangrove Management and Coastal Protection Project,
Leizhou City, Guangdong Province, organized more than 10 training courses and
trained over 100 trainees because one of its major aims is to enhance the capacity
of end users to manage mangrove forests.

TABLE 4.7 Number of training courses per project in China and in the Netherlands

1 2 3 4 5 >5 Total

No. of training courses provided per project 13 6 18 8 3 7 55

Source: Questionnaire to end users
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TABLE 4.8 Number of trainees per project in China and in the Netherlands
1-10 11-20 21-30 3140 4150 >50 Total
No. of trainees per project 19 6 10 7 4 9 55

Source: Questionnaire to end users

Box 4.4 ORET 1991/46: supplier failed to provide training

Training in the Netherlands was part of ORET 1991/46, Xingtai Cotton Textile Factory,
Hebei Province. The training was necessary to guarantee the efficient use of Dutch equip-
ment. Owing to the bankruptcy of the original end user, which was acquired by the Xing-
tai Printed Cotton and Textile Factory, the project was put on hold for three years and 8
months. In October 1997, the new end user signed a supplementary agreement with the
supplier to restart the project. In a progress report of 29 July 1998, the supplier stated that
‘probably in August 1998 a Dutch trainer will go to China to help with the operation of
the machines’, but this did not happen. Also no training has been provided in the Neth-
erlands. Because the Dutch supplier failed to provide training in accordance with the
contract, the end user had to raise funds to send 30 technicians to Shandong province
for a month of training.

Source: Field mission

4.5 Management efficiency

As described in chapter 2, the oRET/MILIEV Programme involves management pro-
cedures of both Chinese and Dutch authorities. These procedures can be divided
into three phases:

1 the first phase, which involves only the Chinese authorities, extends from the
first application by a Chinese end user to local authorities until the project is
listed on the Chinese priority list for ORET/MILIEV;

2 the second phase, which is carried out mainly by the Dutch authorities, extends
from the first application by Dutch supplier to the Netherlands authorities to
the approval of the application (the appraisal procedure); and

3 the third phase, which involves the authorities of both sides, extends from the
approval to application to the signing of the Grant Agreement (GA) — see sec-
tion 2.8.

Theoretically, management efficiency should consist of the efficiency of these
three phases. Despite great efforts by the evaluation team, little information on the
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first phase was received, which made it hard to assess the management efficiency
of this phase. Moreover, from the Dutch authorities’ view, the first application by
a Dutch supplier can be seen as the start of oRET/MILIEV project management
procedures. Based on these two facts, the assessment of management efficiency is
defined as the time required to complete the management procedure in the Neth-
erlands, starting from the first application by a Dutch supplier to the Netherlands
authorities to the final decision by the Netherlands authorities in the form of the
signing of the ca.

4.5.1 Appraisal procedure on the Dutch side

According to the orET/MI1LIEV regulation, the supplier must submit an application
to the FMo/N10, in duplicate, and will be sent an acknowledgement of receipt. The
date of this acknowledgement marks the official start of the appraisal procedure.
When the procedure finished, an Appraisal Memorandum (am) will be signed.
Hence, the actual time needed to complete this procedure could be used to assess
the management efficiency. For the 82 projects?4 considered, this required an
average of nine months. The shortest period was just seven days, while the long-
est was 30 months. Only 23 projects went through the appraisal procedure within
six months, while for as many as 44 projects (54%) it took 7—12 months, and for 15
projects more than 12 months.

FIGURE 4.5 Time needed to complete appraisal procedure on the Dutch side
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Source: Appraisal memoranda of 82 projects

24 Two projects, orRET 94/04 Dong Ting Lake, and MILIEV 99/14 Dabancheng Wind Power
Project Phase 1, without the date of Am were excluded.
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In response to the suggestion of ORET/MILIEV review 1994-1999, the length of the
appraisal procedure was reduced to six months in 2000. A comparison of the time
taken to complete this procedure before and after 2000 shows that the average
time has been reduced from 9.7 to 7.7 months.

This lengthy appraisal procedure is not necessarily the result of the inefficiency
of Dutch institutions. There are several underlying reasons:

1 insome cases the first application was incomplete and did not meet the require-
ments of the programme, and the time needed to complete the application is
not deducted from the six-month period;

2 in other cases, during the appraisal procedure, either the supplier or the end
user did not give satisfactory answers to FmMo0’s questions, and it took time to
obtain all the required information;

3 after submitting their first application, some suppliers or end users wanted to
change the contents of the transaction, such as the transaction amount, the
grant percentage, the equipment to be delivered, etc., all of which added to the
length of the procedure.

Despite these factors, it is very interesting to note that both suppliers and end
users appear to be dissatisfied with Dutch appraisal and approval cycle. Almost
85% of both groups of respondents considered the approval procedures ‘slow or
‘very slow. It should be mentioned, however, that for most project applications
submitted before 2000, most end users/suppliers complained about the lengthy
appraisal procedure.

FIGURE 4.6 Opinions on the Dutch appraisal and approval procedure
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Source: Questionnaires to end users (61) and to suppliers (60)
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4.5.2 The Grant Agreement signing procedure

Once a project has been approved, FMo/N10 draws up a draft grant agreement
to award the funds to China and sends the pre-signed document to the Chinese
authorities. It then enters the third phase, which extends from the date of approval
to the date on which the Grant Agreement (ca) is signed. The average time needed
for the signing of ca is six months, with the shortest only two days and the longest
19 months. For 70% of the projects the ca was signed within six months.

FMo/N10 will not issue the final ca until it has approved: 1) an original signed
contract between the applicant and the end user, and 2) the financing arrange-
ment for the non-grant component of the transaction. In fact these are two main
factors that influence the signing of Ga. In practice, prior to submitting their appli-
cations to the Dutch authorities, most suppliers have been engaged in contract
negotiations with Chinese end users, which do not always proceed smoothly. In
the responses to the questionnaire, 44% of end users and 88% of suppliers com-
plained that the process of negotiating and signing contracts was slow or very
slow, resulting in delays in the signing of the ca.

TABLE 4.9 Time needed for the signing of the Grant Agreement

Time needed for the signing of the GA (months) Number of projects
0-6 55
7-12 13
13-18 10
>18 1
Total 79

Source: Appraisal Memoranda and Grant Agreements for 79 projects

TABLE 4.10 The process of negotiating and signing the contract

Perceptions of the process of End users’ opinions Suppliers opinions
negotiating and signing contracts (Frequency) (Frequency)
Very fast 1

Fast 33 13

Slow 22 33

Very slow 5 13

Total 61 59

Source: Questionnaires to end user (61) and questionnaires to supplier (59)
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The on-lending procedure in China is a unique policy adopted by the government,
which requires that all end users must have an on-landing bank in order to obtain
funding for the non-grant part from foreign banks. In general, the on-lending
bank should be designated by Chinese Ministry of Finance (central MoF) or the
local Department of Finance (local MmoF), or selected by the end user, as soon as
central mo¥F has approved the project and is prepared to deliver the proposal to the
Netherlands government. But in reality, finding an on-lending bank and going
through the banK's feasibility study or appraisal process has proven rather difficult
in a number of cases. Therefore, the Chinese on-lending procedure might have a
negative influence on management efficiency on the Dutch side.

As shown in figure 4.7, 33 end users (63%) and 28 suppliers (48%) considered
the Chinese on-lending procedure to be ‘very slow or ‘slow, which might have
influenced the implementation of projects to some extent.

FIGURE 4.7 Degree of the time needed for Chinese on-lending procedure
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Source: Questionnaires to end users (52) and to suppliers (58)

In 1999 Chinese Ministry of Finance introduced a policy that established three

categories of on-lending for projects funded by foreign government loans:

« Category 1: the central or local government is the borrower, and bears the obli-
gation for reimbursement;

«  Category 11: the end user is the borrower, and the local government is responsi-
ble for the warranty;

« Category 111: the end user is the borrower, and the on-lending bank is responsi-
ble for reimbursement.

The classification aimed to identify who bears responsibility for reimbursement
and to improve the efficiency of on-lending (also see section 2.7.2).
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Figure 4.8 shows that the efficiency of on-lending has clearly been improving
since 1999. Of the projects applied for in the period 1999-2003, the on-lending
procedure was considered ‘fast’ or ‘very fast' in 13 cases (61%), much better than
in the case of projects dating from 1991-1998.

FIGURE 4.8 Comparison of on-lending efficiency in terms of time needed — before and

after 1999
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Source: Questionnaires to end users (52 in total)

During the field missions, many end users implementing category 111 projects
complained that Chinese banks were often reluctant to get involved in the on-
lending business for commercially non-viable projects labelled as category 111 and
were worried about the repayment. However, commercial non-viability is one of
the preconditions when applying for the orET/MILIEV Programme. Resolving this
paradox — commercial non-viability is a requirement of orRET/MILIEV, wWhile com-
mercial viability is the standard approach for Chinese banks — often involved time-
consuming procedures before the Grant Agreement could be signed.

Box 4.5 MILIEV 1999/07: a lengthy application procedure

Shell Solar Energy Bv, the supplier of the MiLIEV 1999/07, Silk Road Solar Home Sys-
tems, submitted an application to the Netherlands government on 25 February 1999. The
Appraisal Memorandum was signed on 12 December 2000, and the signing of the Grant
Agreement (GA) was planned for 31 October 2001 during the visit of a Chinese delegation
to the Netherlands. The Chinese abandoned the signing, however. The Chinese Ministry
of Finance wanted the Import and Export Bank of China to get involved in the project.
Further, the local Xinjiang MoF indicated it did not have full confidence in the project and

needed more information before it could approve the project. Shell and the Dutch em-
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bassy helped to resolve the problem and finally, on 21 January 2002, the GA was signed.
Altogether it took 35 months to complete the whole application procedure.

Source: Desk study and field mission

4.5.3 Efforts to improve programme management

Due to the nature of Official Development Assistance, ORET/MILIEV Programme
involves many participants, including governments, end users, suppliers, banks,
purchasing companies, and other stakeholders. It is unfair and impossible to
attribute efficiency or inefficiency to either the Chinese or the Dutch side. Improv-
ing the management of the programme will depend on cooperation among all of
these participants and their own efficiency.

Both governments have recognized that it is important and necessary to im-
prove their cooperation. Every six months, in either Beijing or in The Hague,
the Netherlands Ministry of Foreign Affairs (MFa) and the Chinese Ministry of
Finance (Mo¥F) hold consultation meetings on policy and procedural issues.

The conclusions from the agreed minutes in 1998 and 2000 are summarized

below:

- Both governments felt the need to improve the management of the pro-
gramme. At present (December 1998) the processing of projects is too slow
and the rules of the game are not always clear to everyone. The Chinese side
proposed to improve the efficiency of the programme application procedure,
for instance, by establishing a time limit for each step in the process. After the
Chinese mor taking over the management of FGis, it set a time limit for each
step in the process from project submission by the MoF to Fmo to the signing
of the A, which together amount to 10 months. In practice, however, the proc-
ess often exceeds this time limit.

« During the meeting on 18 and 19 May 2000, the Dutch side expressed its
concern about the length of time taken by bank appraisal in China for the
commercial financing of projects. After a project had been put on the list and
declared eligible for orET/MILIEV, the financing procedures could sometimes
take up to a year before the commercial financing was secured.

The efforts of both the Chinese and the Dutch sides have improved the efficiency
of orET/MILIEV Programme management, although some end users and suppli-
ers are still not satisfied with the management efficiency of the programme.
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4.6 Conclusions

In order to assess the efficiency of the oreT/MILIEV Programme in China several
factors have been considered, including the timeliness of project implementa-
tion, market conformity of prices, training, and the management efficiency of the
programme.

Timeliness

The timeliness of project implementation is unsatisfactory. Over 70% of projects
have experienced delays, in some cases substantial, with a maximum delay of 52
months, while only 20% of the projects were implemented faster than expected.
The main causes of the delays included: 1) the lack of Chinese matching funds;
2) end users failed to complete the infrastructure construction on time; 3) insti-
tutional weakness of end users; and 4) the lack of or difficult communications
between end users and suppliers.

Market conformity of prices

The assessment of the market conformity of prices has been hampered by the lack
of objective data. However, the opinions of both end users and suppliers indicate
that prices are, on average, above international market prices, in some cases sub-
stantially (up to 40% higher). There is only one example of a project where both
the supplier and end user considered the price to be below the market price.

The end users, considering that the supplier has additional costs due to the
application procedure and the associated uncertainty, can accept a transaction
price that is to some extent above the market. This is particularly the case because
they still benefit from the orRET/MILIEV grant and tariff and tax exemptions. Also,
the end users tend to believe that some sharing of the ‘profits’ from the orer/
MILIEV grant may be reasonable. However, they consider a price difference of
more than 10-15% above the market price unreasonable. Taking into account the
grant, and exemptions from import tariffs (depending on the equipment) and 17%
value-added tax, the final price paid by end users is much lower than if the equip-
ment had been purchased directly from international markets. In other words, the
final price is favourable for both end users and suppliers.

Training

Almost three-quarters of projects had provided training in accordance with the con-
tract, with the actual training courses equal to or more than the number planned.
Almost 70% of projects had provided between one and three courses, involving
up to 39 trainees. In cases where the number of training courses departed from
planned, more training courses were held than planned, while in other cases less
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training courses were held. For the 19 projects used for this analysis, the number
of training courses provided was equal to the number planned.

Management efficiency

The management procedures of oRET/MILIEV Programme consist of three phases:
appraisal and approval by the Chinese authorities, appraisal and approval by Fmo/
N10, and the signing of Grant Agreement by both countries. The management
efficiency in terms of time needed to complete these procedures is unsatisfactory.
Both suppliers and end users complain that the appraisal procedures of the Dutch
authorities are time-consuming, taking an average of nine months to complete.
This is partially mitigated by the fact that some suppliers submit incomplete appli-
cations that require clarification and, in other cases, wish to change the contents
of an application.

After the approval of an application, in some circumstances, it also took a long
time to sign the Grant Agreement by both governments. This is mainly influenced
by the lengthy on-lending procedures and commercial contract signing between
end users and suppliers. The evaluation team found that 63% of end users and
48% of suppliers considered the Chinese on-lending procedure to be slow or very
slow. Also, 44% of end users and 88% of suppliers complained that negotiating
and signing a contract was a time-consuming process.

To improve management, both governments have made some policy changes.
In 1999 Chinese Ministry of Finance introduced a new policy through which Chi-
nese on-lending was divided into three categories to make clear the responsibility
for the use of foreign government loans. In practice, this change has speeded up
the on-lending procedure and facilitates the reimbursement of non-grant part of
transaction. In 2000, in response to the suggestion of ORET/MILIEV review 1994-
1999, the Dutch appraisal cycle was reduced to six months. The measure had a
good effect on the appraisal process, in that the average time required was reduced
from 10 months before 2000 to eight months afterwards. Despite these improve-
ments, the management efficiency of the programme is still unsatisfactory, and
there is still room for improvement.
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Chapter 5

Effectiveness

5.1 Introduction

Effectiveness indicates the extent to which the agreed objectives of the projects
and the programme have been achieved. It can be expressed as the direct benefits
to Chinese end users and Dutch suppliers, and to the target groups identified in
the project design. As a project feasibility study sets out the objectives during the
application and the appraisal stage of the projects, the evaluation may assess the
achievement of the project objectives as the most important indicator of effective-
ness.

To operationalize the concept of ‘effectiveness’ for this evaluation, the follow-
ing criteria are examined: 1) achievement of project objectives; 2) the creation
of employment in China and the Netherlands; 3) the programme’s effect on the
access of Dutch suppliers to Chinese markets; 4) the quality of the equipment
and/or technologies delivered; and s5) the continuity of the projects.

In order to make a systematic analysis of the programme’s effectiveness, dif-
ferent sources and different samples have been used. This chapter is organized
as follows. First, the overall assessment of each criterion is given based on the
data and information collected. Second, reasons for the good or poor performance
of each criterion are analyzed. Certain projects are highlighted in separate boxes
to support a specific issue. Finally, the main findings and conclusions about the
effectiveness are summarized at the end of the chapter.

5.2 Achievement of project objectives

The most immediate indicator to reflect the effectiveness is the extent to which the
objectives of ORET/MILIEV projects have been achieved. The assessment whether
the objectives have been achieved is based on de facto finished projects. Accord-
ing to oRET/MILIEV Programme regulation, a project is finished when the entire
administrative cycle ends (see table 1.1), although a project for which the end user
and Dutch supplier have signed the Final Certificate of Completion (rcc), which
means that all planned activities have been wound up, could be selected to judge
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this indicator. Thus, the sample used for assessing the achievement of objectives
consists of 28 projects with signed rFccs among the 35 projects visited by the field
missions.

5.2.1  General assessment

Based on the results of field visits to 28 completed projects with a signed rcc,
20 had achieved all of their objectives, seven had achieved some, and one project
had achieved none at all. In other words, about 70% of the sample projects dem-
onstrate a high level of effectiveness in terms of their achievement of expected
objectives.

5.2.2 Findings for projects that have achieved all their objectives
As table 5.1 shows, of the 20 projects that had achieved all their objectives, 11 were

in the public sector — environmental protection/waste treatment, water treatment/
supply, medical equipment/supplies, and others.?s

TABLE 5.1 Achievement of project objectives, by sector

Sector Positive Negative Subto-
All objectives achieved ~ Partially achieved — None achieved &
Agriculture/water conservation 2 2
Energy/transportation 4 4
Environmental protection/waste treatment 1 1 2
Factory equipment 1 1 2
Farm produce processing and equipment 2 4 1 7
Medical equipment/supplies 3 3
Water treatment/supply 5 1 6
Others 2 2
Total 20 7 1 28

Source: Field missions

25 Two projects, MILIEV 1997/20 Banknote Destruction Machine for the People’s Bank of
China, and oRrET 2001/91, Supply of Equipment for an Education Facility, Jinhu Middle
School, Jiangsu Province, were also classified as public sector projects.
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Water treatment /supply

Dutch suppliers have executed 15 projects under the orET/MILIEV Programme,
among which six were visited in this evaluation. Five of these six projects have suc-
cessfully realized their objectives. Since the implementation of these projects, the
capacity of local water supply or wastewater treatment facilities has been signifi-
cantly upgraded, and the problems of local drinking water shortages and wastewa-
ter drainage have been solved.

Box 5.1 Achieving objectives: water treatment/supply

MILIEV 1994/06, Chengdu Sanwayao Waste Water Treatment Plant (wwTP) phase 11,
applies A/o/E biological treatment technology. Since completion, the plant has operated
fairly well at its full design capacity, treating 300,000 m3 of urban wastewater per day, with
an annual capacity of more than 100 million m3. After the project finished, Chengdu city’s

daily wastewater treatment capacity increased from 100,000 m3 to 400,000 m3.

MILIEV 1998/69, Beijing Shunyi wwTP project, provides another example. This plant
applies Carrousel 2000 biological wastewater treatment technology designed to treat
80,000 m3 per day. The plant has been running at full capacity since the project was
completed and can treat all the sewage of Shunyi district. The wastewater discharged
after treatment complies with national emission standards. The project has effectively
reduced water pollution, thus protecting underground water resources and the ecosys-

tem of Shunyi district.

ORET 1993/45, Nanchang Drinking Water Supply project. This fully automated water
processing and control plant uses water pumps with variable frequency. The full auto-
mation of the plant helps reduce operating costs. After the project was completed the
plant’s capacity of 200,000 m3 per day has meant that the water supply capacity of Nan-
chang city has been increased from 830,000 to 1.03 million m3 per day, and the water
meets national quality standards. Due to the water supply by the project and thereby
reducing the use of underground water. The plant has effectively resolved the problem of
low water pressure, and has fostered the growth of the new hi-tech development zone in
the eastern part of the city.

Source: Field mission

Energy/transportation
There are 10 projects in energy/transportation sector and four of them were vis-
ited. All the four of these projects have achieved their objectives. Two projects,
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MILIEV 1998/17, Chifeng Windmill, Inner Mongolia, and MILIEV 1999/14,
Dabancheng Wind Power Plant phase 1, in Xinjiang Region, were both related to
utilization of wind power, a source of clean energy that is advocated by Chinese
government. Project oRET 1996/40 Sinotrans Dangerous Goods Transport Vehi-
cle aimed to increase the capacity of dangerous goods transportation, and project
ORET 1997/35, Chengdu Shuangliu Airport, increased the airport’s capacity from
4 million to 11 million passengers per year.

Box 5.2 Achieving objectives: Dabancheng Wind Power project, phase 126

Daban, located in southern Xinjiang region, is a city with abundant wind resources.
Serving as a main power supplier to the Xinjiang power grid, Daban has a good loca-
tion to build wind electric power parks. The objectives of the project, MILIEV 1999/14
Dabancheng Wind Power project phase 1, were: 1) to deliver 10 Dutch-produced wind

turbines and monitoring systems; 2) to reduce the use of fossil fuels; and 3) to develop

26 This refers to Dabancheng 1, the first phase of the Dabancheng wind park. The much less
favourable experiences with Dabancheng 11 are described in chapter 3.
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and expand knowledge of the design, construction and management of wind turbines
and wind energy parks. The project started on 1 October 2001. The erection of wind tow-
ers was completed on 20 February 2003; the wind turbines were successfully tested, and
the end user and the supplier signed the Final Certificate of Completion (Fcc) on 30 July
2003. The ten sets of 750 kW wind turbines have been put into operation and linked to
the Xinjiang power grid with an annual generating capacity of 23 million kWh.

Source: Field mission

The success of these projects in achieving their objectives can be attributed to
several factors:

Good quality Dutch equipment. The good quality of the Dutch equipment
ensured that the projects operated reliably and fully met the needs of produc-
tion. This is a common factor among the successful projects.

Sufficient working capital. There is no doubt that sufficient working capital of the
end users is a prerequisite for the sound running of the projects. For projects
in the public sector, end users can more easily obtain government subsidies to
cover the costs of day-to-day operations.

Sound administration and leadership. End users that have performed well often
have a relatively sound administrative structure, regulations, management
teams, and responsible, diligent and insightful chief executives. All of these
factors have played a significant role in the operations.

Box 5.3 Achieving objectives: Yunnan Environmental Master Plan project

One project that has had a positive effect on the environment is the MILIEV 1994/59,
Yunnan Environmental Master Plan project. This conservation project aimed to restore
the biological environment of the Yunnnan Plateau lake region through a decision sup-
port system (Dss), management instruments, modelling, capacity building, training, lo-
cal community participation and raising awareness of environmental issues among local
people. The project’s additional objective is to attract international funds to support fol-
low-up activities through project dissemination. The local government has incorporated
the project’s valuable suggestions and recommendations into the local tenth five-year
plan, in which priority is given to environmental protection, in particular preventing and
treating pollution in the nine lakes of the Yunnan Plateau. The Japanese government also
used the results of the oRET/MILIEV Programme when it invested $60 million to imple-

ment an environmental project in Fuxian Lake, one of the plateau lakes.

Source: Field mission
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5.2.3 Findings for projects that have achieved only part or none of their objectives

Of the eight projects that had achieved only part or none of their objectives, five
were in the farm produce processing and equipment sector. Among the projects
in the factory equipment, environmental protection/waste treatment, and water
treatment/supply sectors, only one has performed poorly.

Projects in the farm produce processing and equipment sector often scored
badly on the achievement of the objectives. According to the findings of the field
missions, there are three main reasons why these projects were unable to realize
their aims, which had not been foreseen in the Dutch Appraisal Memoranda.

o Fierce and increasing market competition. Some projects submitted their applica-
tions when the market prospects were excellent, but by the time the projects
were implemented and put into production, the market competition had
become fierce, thus reducing sales, and causing the end users to lose money.

« Lack of working capital. Projects need working capital to operate, and this is
usually comes from the end users’ own funds. Some projects lacked working
capital so that they could not operate at full capacity, and hence could not real-
ize their objectives. The underlying cause of this situation, in some cases, could
be the lack of sound on-lending appraisal. When an on-lending bank appraises
a project, it should know whether the end user has sufficient working capital
to run the project. However, no evidence was found that the on-lending bank
had pointed out the risk that end users lacked sufficient working capital.

« Insufficient institutional capacity of the end user. This took the shape of insuf-
ficient insight into the market and the lack of management capacity of the end
users, both of which have contributed to the failure of projects.

In the factory equipment sector, one end user mentioned that there had been
problems with the Dutch equipment, with the result that the project had not com-
pletely achieved its objectives (see Box 5.4).

Box 5.4 ORET 1991-45/61: Problems with Dutch equipment

In one case, problems with Dutch equipment have influenced the achievement of the
objectives. ORET 1991-45/61 project Shijiazhuang Textile Mill, Hebei province, planned to
introduce a Dutch textile-printing line, including an engraving and design department,
a broad bleach installation and a vertical cylinder dryer, with a design production capac-
ity of 6 million metres of printed textiles per year. As mentioned in progress reports,
owing to problems in obtaining some spare parts, the broad bleach machine was not

running well, but the problem was resolved after some parts were replaced during the
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assembly. During the field visit it was found that not only the broad bleach machine but
also the vertical cylinder dryer had problems. Although Dutch supplier fielded nine on-
site technicians in three separate visits to help the Chinese end user with the assembly,
the problems still remain. Thus, the equipment can not be put to full use, and the mill is
producing only 5 million metres of textiles per year.

Source: Field and desk study mission

5.3 Employment creation

One of the objectives of the orET/MILIEV Programme is to generate employment.
In reference to this objective, job creation assessment criteria are formulated as,
after the completion of the project (the Fcc has been signed), whether the oret/
MILIEV projects have actually created jobs, in China and in the Netherlands, and
if so, how many.

5.3.1 Jobsin China

In the questionnaires completed by 44 end users whose project had been com-
pleted, 30 indicated that the project had generated jobs in China, 13 reported no
change, and only one indicated the adoption of new technology had improved
efficiency, leading to the loss of 20 jobs. These 30 projects had created about 3400
jobs — about 2000 for men and 1400 for women.

The employment effect varies over the different sectors. The direct employ-
ment effects of projects in the farm produce processing and equipment, agricul-
ture/water conservation and factory equipment sectors are usually more apparent,
since they involve building new production lines and hiring more workers. All
projects in these sectors, with one excep-
tion, have provided jobs for more than 50
additional people. In the farm produce
processing and equipment sector, three
projects have created more than 200
new jobs, including orRET 1991/54 Guan-
dong Shrimp Feed Plant, oRET 1991/58
Milk Powder Plant, and oreT 1996/46
Wuzhong Starch Project. The latter
project generated 260 additional jobs.

117




118

| The oRET/MILIEV Programme in China

Projects in the energy/transportation, environmental protection/waste treat-
ment, medical equipment/supplies and water treatment/supply sectors have gen-
erated fewer direct employment opportunities. Most of the 15 projects in these
sectors employ less than 50 people, and only four employ 50-100 people. The
nature of these projects determined the number of jobs created — since their main
purpose is to provide public services, rather than large-scale production, fewer
employees are needed.

Of the narrower sample of 28 projects visited with a signed Fcc,?” 24 projects

have created employment in China. The contrast between actual job creation and

job creation anticipated during the application stage is also interesting. Out of

these 28 projects, only six provided more jobs than expected. About 60% of these

projects created fewer jobs than anticipated. The main reasons are:

- the continuation of existing employment. Some employees will be transferred
from their previous positions to new jobs;

. some projects have not attained their design production capacity, which has
resulted in fewer jobs being created;

. as job creation is an appraisal criterion during project application, some
projects may have overstated the number of jobs expected to be created.

Employment is an important issue in China. Job creation is often related to oppor-
tunity costs. Opportunity cost tried to give an answer to the question of whether
a particular investment is the best one to create employment and can be used to
judge whether resources are being wasted. By comparing the cost per job created
by an oRET/MILIEV project and the minimum cost per job created by this kind of
project, it can be determined whether the project is the best in terms of job crea-
tion. Although this issue is important, the evaluation team was unable to assess it
due to the lack of available data.

5.3.2 Jobs in the Netherlands

To assess whether a project has fulfilled its employment goal in the Netherlands,
a comparison was made between the planned and actual number of jobs cre-
ated. The planned employment gain was based on the number of jobs stated in
the application and the actual number reported by Dutch suppliers in the final
progress report, which was approved by an accountant.

27 Unless noted otherwise, the findings in the remainder of section 5.3 refer to this sample of
28 projects.
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The majority of Dutch suppliers did not report the number of jobs created in
their own organizations, so that only 21 out of 57 projects with rcc signed could be
used for this comparison. There are 15 projects that generated employment equal
to or more than planned, and the other six generated fewer jobs than planned. The
sum of anticipated employment gains of 21 projects during application were 535
person-years, while 634 person-years were actually created. This illustrates that
the orET/MILIEV projects actually created more jobs in the Netherlands than had
been expected.

5.4 Effects on access to Chinese markets by Dutch suppliers

One of the objectives of the oRET/MILIEV Programme is to support development-
related export transactions by Dutch companies. According to the oRET/MILIEV
regulation the project should contribute to cooperation with companies in the
developing country and could have a positive effect on other export-related activi-
ties.

To assess the programme’s effects on the business activities of Dutch suppli-
ers in Chinese markets, four criteria are considered: 1) whether the projects had
a positive effect on Dutch supplier’s access to Chinese markets, 2) to what degree
had the projects helped the supplier to operate in Chinese markets, 3) whether the
projects had helped Dutch suppliers to establish a permanent presence in China,
and 4) whether the projects had resulted in follow-up orders for Dutch suppliers.
The discussion is based on the questionnaires to suppliers.

5.4-1 On Dutch suppliers’ access to Chinese markets

The potential positive effect of an oreT/MILIEV project on a Dutch supplier’s
access to Chinese markets is assessed by the timing of the supplier’s entry to
the market in relation to the application. If the supplier entered Chinese markets
after applying, the effect is assessed as positive. The 32 completed questionnaires
indicate that seven suppliers entered Chinese markets at the same time as or after
they applied for the orET/MILIEV project. For these seven suppliers, there might
be a plausible connection between their first entry into Chinese markets and the
ORET/MILIEV Programme. The other 25 suppliers had entered Chinese markets
before applying for the programme and were already engaged in business activi-
ties. From these figures it can be concluded that the programme has helped Dutch
suppliers to enter Chinese markets only to a limited extent.
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TasLE 5.2 When Dutch suppliers entered Chinese markets

Frequency
Entered Chinese market before applying for oRET/MILIEV 25
Entered Chinese market at the same time as/after applying for ORET/MILIEV 7
Total 32

Source: Questionnaires to suppliers

5.4.2  On Dutch suppliers operating in Chinese markets

Out of 32 respondents, 20 suppliers considered that the orRET/MILIEV Programme
had helped them to operate in Chinese markets to a large or very large extent, and
12 suppliers consider the programme’s contribution low or very low. Some suppli-
ers thought that the orET/MILIEV Programme is a very good financing instrument
to help Dutch companies extend their export activities, and to strengthen their
position in Chinese markets.

TaBLE 5.3 Rating of the help for suppliers operating in Chinese markets

Frequency
Very high 10
High 10
Low 7
Very Low 5
Total 32

Source: Questionnaire to suppliers
5.4.3 On Dutch suppliers establishing a permanent presence in China

Although most suppliers entered the Chinese market without using the oret/
MILIEV Programme, it has had a positive influence on the further promotion of
their businesses in China. Thanks to the programme nine Dutch suppliers (31
respondents) have established some form of permanent presence in China, rang-
ing from representative offices to joint ventures, fully staffed service centres and
wholly owned enterprises. Of these nine suppliers, six first entered Chinese mar-
kets due to the orRET/MILIEV Programme.

The establishment of the permanent presence in China provides support to
suppliers in promoting their businesses. For example, the puv Company set up
its representative office in China in 1997, and by 2000 had grown into a wholly
foreign-owned enterprise. Nijhuis Pompen Company opened an office in Beijing
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in 1995 and established a joint venture in Shijiazhuang, Hebei province manufac-
turing water pumps.

5.4-4 On bringing about follow-up orders

From the 32 respondents, 15 suppliers, including four that first entered Chinese
markets through the orET/MILIEV Programme, indicated that they had acquired
several new orders worth between €50,000 and €5 million each. For example, the
business of prv Company has grown rapidly with the support of the programme;
it has now implemented 21 projects, including 13 ORET/MILIEV projects. As its
reputation grows, DHV is poised to increase its market share in China.

Box 5.5 SIMED International Bv in China

SIMED International Bv is a privately owned multinational company that provides world-
wide design, engineering and implementation services to health care projects. It is a
subsidiary company of Simed Health Care Group. In 1999, the company successfully
applied for oRET 1999/64, Anhui Tongling People’s Hospital project, under the oreT/
MILIEV Programme. The transaction value of the project was €2.4 million. In October
2002, the Fcc was signed, marking the ending of the project transaction. This was the
first time the company entered the Chinese market. After the project was completed,
SIMED International Bv carried out three other similar projects in China, including the
Huangshan People’s Municipal Hospital, Jinan No.4 People’s Hospital and Jining No.1
People’s Hospital. All three projects are currently ongoing, involving a total transaction
value of €13 million. With the support of the programme, sIMED International Bv has
not only entered the Chinese market but has also seen a growing transaction volume in
the market.

Source: Questionnaire to suppliers and siMED website

Box 5.6 ORET & MILIEV 1997/20: substantial follow-up orders for the Dutch

supplier

The project oRET & MILIEV 1997/20, Banknote Disintegration System, involved coopera-
tion between the People’s Bank of China (pBoc) and the Dutch company Kusters Engi-
neering Bv. The project is designed to solve the shortage of capacity for destroying used
banknotes in China. The project purchased 19 sets of banknote disintegration machines,

which were distributed to 18 local bank systems. The transaction value of the PBOC con-
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tract represented four times the 1995 turnover of the company, and was crucially impor-
tant for Kusters Engineering Bv. The project produced a satisfactory effect with regard to
pollution reduction, transportation security and protection against disease propagation.
After the project was completed, PBoc purchased another 17 sets of banknote disintegra-
tion systems and 23 sets of banknote briquetting machines (0BsS400DHP) costing €17
million. The project has attracted many new potential users from banks in India, Indone-
sia, Philippines and Pakistan.

Source: Field mission
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5.5 Quality of equipment/technologies
5.5.1  Quality of equipment /technologies when delivered

The supply of equipment/technology is one of the most important parts of many
ORET/MILIEV activities. The quality of the equipment and technology provided is
therefore the main concern of end users. The sample comprises 34 projects vis-
ited by the field missions.?® According to the findings of field mission, a great
majority of end users thought the quality of equipment/technologies delivered by
Dutch suppliers good — only three end users considered it bad. In fact, many end
users believe that the Netherlands has leading-edge equipment and technologies
in some fields, such as wastewater treatment and dredgers.

TABLE 5.4 Quality of the equipment/technologies delivered by Dutch suppliers

Number of projects
Good 26
Fair 5
Bad 3
Total 34

Source: Field mission

Box 5.7 MILIEV 1998/69: an example of good-quality Dutch equipment

MILIEV 1998/69, Shunyi Waste Water Treatment Plant, serves as an example of the good
quality of Dutch equipment. The project introduced the highly developed and automated
Dutch Carrousel-2000 technology. Compared with other similar projects operating in
China, this technology offers several advantages — it occupies only a small area; the water

quality is stable after treatment; and its low maintenance requirements and costs.

Source: Field mission

28 One project visited by the field mission, oRET 02/13 Anshan Fly-ash Utilization Plant, was
not included in the sample because the grant agreement had not been signed.
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5.5.2 Status of equipment after project completion

Out of 27 projects with an Fcc?9, the field mission found that in 20 projects the
equipment was well maintained and operating normally after the Fcc was signed.
With the other seven projects there were some problems with the equipment that
have affected normal operations.

The equipment problems are threefold:

1 Design flaws, including failure of parts of the equipment to attain the design
standard, like orRET 1991/45, Shijiazhuang Textile Mill, and oreT 1998/73,
Snack food production lines, and failure of the design to consider the local
harsh weather conditions, like orRET 1991/52, Jinzhou Feedmill.

2 In some projects where equipment was sourced from suppliers from coun-
tries other than the Netherlands, a small proportion of equipment does not

29 MILIEV 1994/59, Yunnan Environmental Master Planning Project, which aimed to develop
environmental policy plans, did not involve equipment and so was excluded from this assess-
ment.



Effectiveness | 125

work properly. These include orET 1993/45, Nanchang Drinking Water Supply,
ORET 1999/09, Shanxi Cardiovascular Diseases Research Institute, and oRET
1999/64, Tongling People’s Hospital. The Dutch suppliers are contractually
responsible for equipment provided by other suppliers, but these cases the after-
sales service has not been good and the problems have not yet been solved.

3 Problems caused by the end user. Due to the bankruptcy of the former end
user of oRET 1991/46, Xingtai Cotton Textile Factory, the machines delivered
by the Dutch supplier had to be put in storage for three years and eight months.
Some machine components were missing or damaged due to the lack of care
and maintenance during storage, so that some parts of the equipment of the
projects does not operate well.

TABLE 5.5 Status of equipment after the completion of the projects — by year

‘Satisfactory’ or better ‘Unsatisfactory’ or worse Subtotal
<3years 6 1 7
>4, <6 years 9 3 12
> 7 years 5 3 8
Total 20 7 27

Source: Field mission

Box 5.8 ORET 1999/09, Shanxi Cardiovascular Diseases Research Institute

The end user of the Shanxi Cardiovascular Diseases Research Institute Project (ORET
1999/09) imported 13 sets of equipment from a Dutch supplier, among which the To-
moscan EG CT X, made in the us, did not work properly. During the first six months of
operation, the machine stopped working many times and each time the supplier’s tech-
nician went to repair and replace the main spare parts. Since it was put into operation in
September 2001, the total shutdown time due to equipment failure amounted to nearly
four months, which affected the normal work of the end user. At the time of the field visit

in August 2004, the problem had still not been solved.

Source: Field mission

Although there have been some problems with the equipment of seven projects
after completion, these has not necessarily affected the achievement of the project
objectives. The field missions found that in only one project, oRET 1991/45 Shi-
jiazhuang Textile Mill, have problems with equipment had a negative influence
on the achievement of its objective. The mill's design capacity is 6 millions metres
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of printed textiles per year, but it is actually producing only 5 million metres per
year (see Box 5.4).

5.6 Continuity of the projects

The assessment of effectiveness also considers the continuity of the project out-
comes, using their technical and financial sustainability as criteria. This is because
a project that achieves the planned outcomes, but is unsustainable, cannot mean-
ingfully be called effective and has no chance of achieving positive impacts in the
long run.

5.6.1 Technical aspects

The technical aspects of the goods, services and/or infrastructure supplied in the
transaction must be such that the end user is capable of maintaining them. If local
staff needs technical training, the project should make provision for this.3° Where
a developing country applies certain standards or where standardization is one of
its aims, the goods supplied should comply with these standards. The transaction
must provide for the supply of sufficient spare parts and other forms of after-sales
service.

Technical training
In order to distinguish from section 4.4 training in chapter 4, here the effective-
ness of training is considered. This includes assessments of whether the degree
of training for end users, capacity improvement of the end user’s staff, and the
increase in the number of skilled workers have been satisfactory.

In general, the end users are very satisfied with the quality of the training. For
27 out of 28 visited projects with a signed Fcc (except for oRET 1991/46, Xingtai
Cotton Textile Factory project, which did not providing training), 26 end users
were satisfied or very satisfied with the training, and only one was dissatisfied.
Most training is systematic and fruitful. During training on-site, the Dutch experts
explained the functions of the installation and how to operate and maintain it in
detail, which is of great benefit to the end users. One handicap during training
is the end users’ limited knowledge of the English language, which sometimes
results in communication difficulties.

Training played an important role in improving the skills and abilities of the
end users’ employees. As the findings of the questionnaire survey of end users

30 ORET/MILIEV Regulation 2002
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showed, 57 respondents considered that the workers/staff had improved their skills
and abilities when the project was finished. Only two respondents stated that the
training had not resulted in improvements of the capabilities of the employees.

12 respondents indicated that the number of skilled workers had been increased
by less than 10%; another 12 indicated that the increase was between 10% and
30% (see table 5.6). It should be noted that in some projects the trainees were
technical workers. While the training had strengthened their skills and capabili-
ties, this is not reflected in the questionnaire responses because end users thought
the number of skilled workers had not increased.

TABLE 5.6 Increase in the number of skilled workers at project completion

Increase in skilled workers Frequency
Less than 10% 12
11%-30% 12
31%-50% 5
More than 50% 5
Total 34

Source: Questionnaire to end users

Box 5.9 ORET 1999/09: training improved end user’s skills and capabilities

The project ORET 1999/09, Shanxi Cardiovascular Diseases Research Institute, Shanxi
province, introduced Philips-made diagnostic and medical treatment equipment to im-
prove the quality of medical services in the field of cardiovascular disease and diagnos-
tics for the population of Shanxi province. It is necessary and important to train staff of
the end user to use this advanced equipment. The supplier also placed five technical
groups in the field involving more than 20 technicians to provide assistance in the as-
sembly and testing of the equipment, and training for local technicians and operators.
The Dutch technicians provided high technical knowledge and worked diligently in the
field, adhering to the proper technical processes and working procedures as required by
the equipment. Through their participation in the process of assembly, testing and op-
eration of the equipment, the Chinese technicians gained valuable technical knowledge,
and they are now able to operate the equipment independently according to the design

requirements.

Source: Field mission
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The standard of the technology and equipment

Where a developing country applies certain standards or where standardization
is one of its aims, the goods supplied should comply with these standards. In
all projects visited, the goods supplied comply with Chinese standards, with the
exception of the Zhangjiakou Drinking Water Supply project (ORET 1993/21).

For this project, the orET/MILIEV loan was used to purchase 229 sets of equip-
ment, which included submersible water pumps, an automatic contactor, 35 kv
and 10 kv electric transformer and distribution systems, computers and control
systems. In 1996 and 1997, due to the instability and high fluctuation frequency
of the grid at the project location, two explosions occurred to the 35 xv and 10 kv
PT systems in the electricity transformation and distribution process.

In the past, the current fluctuation frequency sometimes reached 30% on-site
locally. This explains why safety fuses are needed for producing pT systems in
China. In contrast, in Eu countries, because of the stability of the grid, safety fuses
are not required for producing p1. Another reason for the explosions is that both
end users and suppliers did not consider in detail during the design phase the dis-
crepancies between the standards of equipment in China and Europe. The issue
of standards was also mentioned in the project progress reports. However, imme-
diate action was taken to modify the equipment to conform to local standards, and
the problem seems to have been solved.

Spare parts

Of the 28 visited projects with an Fcc, only six reported problems concerning spare
parts. All of them are finished projects. As the equipment ages, and as the spare
parts delivered under the contracts are fully utilized, end users increasingly need
to buy spare parts in the market, which makes the issue of supply and demand
of spare parts worse. Six end users stated that some spare parts they needed had
to be imported from the Netherlands. Transportation took a long time and the
price was too high to be affordable for these end users. Besides this, one end user
mentioned that for equipment sourced through suppliers from countries other
than the Netherlands it is difficult to contact the manufacturer after the end of the
project. As a result this particular end user was very dissatisfied with the delivery
of spare parts.

To minimize the negative effects of these factors on project sustainability, the
end user adopted some remedial measures, one of which was to use locally made
spare parts as substitutes. But these domestic spare parts are not always compat-
ible with Dutch equipment and their quality is not as high. The same complaint
was also made in the local stakeholder workshops. The end user of Yinchuan
Dairy products Plant (orET 1991/58) was dissatisfied because the supplier has not
met the increasing demand for spare parts for the aging equipment, which was
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installed in August 1994. He was now using some locally made spare parts. The
end user believes that for projects with imported equipment, long-term and stable
after-sales service is one of the key factors to ensure their sustainability, particu-
larly for projects with long lifetimes.

Most suppliers delivered spare parts in accordance with the terms of com-
mercial contracts. However, from the perspective of sustainability of the projects
and the commercial relations between end user and supplier, spare parts delivery
remains important, especially after the contract has been completed. For exam-
ple, oRET 1996/40, Sinotrans Dangerous Goods Transport Vehicles, involved the
delivery of 47 trucks. Spare parts were provided in accordance with the contract,
but the end user now needs more spare parts for the maintenance of the trucks
after the contract is finished. He complained that the spare parts are expensive
and not delivered on time, thus compromising the sustainability of the projects.

After-sales service

After-sales service includes equipment maintenance, and the provision of accesso-
ries, spare parts, technology updates, etc. Most end users and stakeholders agreed
that good after-sales service is very important for maintaining advanced Dutch
equipment. The field visits to 28 projects with an rFcc showed that 16 end users
were satisfied or very satisfied with the after-sales service and 12 were dissatisfied.
Although end users received training and could operate the equipment, they had
difficulties with its maintenance. Not all suppliers have after-sales service net-
works in China, and so can not provide timely and adequate equipment or vehicle
maintenance, which encourages the end users to make better use of them. Some
end users and other stakeholders hope that suppliers will provide better after-sales
service in future.

5.6.2 Financial aspects

The financial sustainability of an orET/MILIEV project is well defined in the orET/
MILIEV Programme regulation 2002. During its lifetime, a project must generate
sufficient returns to cover the costs of the initial capital investment (excluding the
ORET/MILIEV grant, to which no costs are attached) and the operating and replace-
ment costs. Over a ten-year period, the accumulated net cash flow should be posi-
tive. If a project does not generate enough returns to cover the operating and
replacement costs, a state guarantee may be used to bridge the gap. Preferably, the
project should be carried out by an organization operating along business lines.3"

31 ORET/MILIEV Regulation 2002.
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Financial sustainability is understood to refer to whether a project is able to
reimburse the commercial part of the orET/MILIEV loan. Reimbursement of the
commercial part of an orRET/MILIEV loan is the final consequence of financial sus-
tainability, which means that the project is able to cover the operating and replace-
ment costs, and to repay the commercial loan. In the case of projects in the social
sector (provision of public services), the project revenues in themselves may not
be sufficient to guarantee repayment, but the government is more likely to step in
if the project runs into financial trouble. Projects in the commercial sector must
be able to rely solely on project revenues, without support from the government.

At the time of the evaluation, 49 projects had entered the repayment cycle,
among which 39 end users had paid off (or are repaying) the loans themselves,
while in 10 cases the guarantors had paid off (or are repaying) the loans. This is
not a problem for the loan repayment itself, because a state guarantee may be used
to repay the loan if a project does not generate enough (or any) returns to cover
the operating and replacement costs. In terms of the financial status of projects,
around 80% show a good financial sustainability.

Table 5.7 shows that the financial sustainability of projects from the period
1991-1998 was worse than that of projects from the period 1999-2003. All
projects where the loan was being repaid by a guarantor date from the 1991-1998
period. The majority of local financial authorities also believe that the financial
sustainability of the projects approved after 1999 will become steadily better.
One of the reasons is that the on-lending categories launched by the Ministry of
Finance in 2000 specify more clear-cut repayment responsibilities, which helps
the projects financial sustainability (also see section 2.6.2). Apart from these
measures taken by the Ministry of Finance, fewer problems with repayment are
to be expected with the more recent projects, simply because of the shorter repay-
ment history.

TABLE 5.7 Status of repayment of the commercial part of ORET/MILIEV loans

19911998 1999-2003
The end user has completely repaid the loan 8 1
The end user is repaying the loan according to the schedule 18 12
The guarantor has completely repaid the loan 4
The guarantor is repaying the loan 6
Total 36 13

Source: Questionnaires to end users, 49 of which were valid
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Table 5.8 shows that the financial sustainability of projects related to public serv-
ice provision, mainly in the environment protection/waste treatment, medical
equipment/supplies and water treatment/supply sectors, is usually good. These
projects have received sufficient guarantees that the loans will be repaid (by either
the government or a government organization). Most projects do generate a flow
of revenue, although it is insufficient to offset the investment and operating costs.
Medical equipment and supplies, water treatment and supply, and environmental
protection and waste treatment are all available to users for a fee, but the fees are
not enough in themselves to cover the costs. At the same time, the governments
provide subsidies to the projects. In strict commercial terms these public sec-
tor projects are not sustainable, but due to the commitment of the government,
repayment is assured.
TaBLE 5.8 Financial sustainability of projects, by sector

Sector ‘Satisfactory’ or better ‘Unsatisfactory’ or worse Total
Agriculture/water conservation 2 2
Energy/transportation 4 4
Environmental protection/waste treatment 2 2
Factory equipment 1 1 2
Farm produce processing and equipment 3 4 7
Medical equipment/supplies 3 3
Water treatment/supply 6 6
Others 2 2
Total 23 5 28

Source: Field mission

The financial sustainability of farm produce processing and equipment projects
is rather bleak. Out of seven projects, four have not generated sufficient returns
to cover the costs of the initial capital investment and the operating and replace-
ment costs, for several reasons. First, China’s shift from a centrally planned to a
market-oriented economy in the mid- to late 199os exposed the shortcomings of
many state-owned enterprises that were the end users of ORET/MILIEV projects in
this sector. The shortfalls mainly manifested themselves in the absence of com-
petition and competitive mechanisms within enterprises. Most failed to adapt to
the changes, and some enterprises finally became bankrupt or were temporar-
ily shut down. For example, orRET 1991/52 Jinzhou Feed Mill project has gone
through many changes. The ownership of the project equipment and property
was transferred several times, and the end user’s poor management performance
was far from adequate to meet the requirements of production as well as project
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management. The end user was unable to pay off the loan when they entered the
repayment cycle, and it was finally paid by the local financial bureau.

The second reason for poor financial sustainability is the shortage of work-
ing capital. For instance, the Snack Food Production Lines (ORET 1998/73), never
entered into production because of lack of working capital, thus its financial sus-
tainability is very bad. The same situation also happened in oRET 1993/34 Feed
Processing Plant in Sanya City, Hainan province (see Box 5.10).

Box 5.10 ORET 1993/34, Feed Processing Plant in Sanya City, Hainan Province

The ORET/MILIEV review 1994-1999 assessed this project as commercially feasible3? in
view of the growing demand for feed and poultry products. In fact, according to the last
field mission, the equipment for the project has been in storage in the company ware-
house since it was delivered. Confronted with a shortage of working capital and market
constraints, the project has not yet reached its design production capacity.

This project is part of the local ‘Food Basket Programme’. Due to the Asian crisis, all
local funds that had been approved were no longer available. Since the 1990s, the central
government had kept to a very stringent policy, which hurt many ongoing projects. The
slow procedures of local financing also contributed to long delays with the project. Be-
cause of these financial problems, the project’s construction activities were halted. Due
to low product prices it is very hard to find new investors. Plans for new loans eventually
failed. There are even plans to sell the project, or parts of it, but this is also difficult be-

cause of the low prices for eggs.

Source: ORET/MILIEV review 1994-1999, 108 Evaluation No. 283, and field mission

5.7 Conclusions

The effectiveness of the orET/MILIEV Programme in terms of projects that have
achieved their objectives is quite positive — among the sample of 28 projects with
an Fcc, 20 projects (about 70%) had successfully achieved all of their objectives.
Projects in public sector, such as environment protection/waste treatment,
water treatment/supply, and medical equipment/supplies, have performed much
better than those operating in the commercial sector. Sufficient working capital,

32 The commercially viable projects involving a transaction smaller than 2 million spr are
eligble at the time the project applied. but the rule was excluded from the programme in
2001I.
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good institutional capacity, and the quality of Dutch equipment supplied are the
three key factors that have helped the projects achieve their objectives. Shortage
of working capital, fierce market competition, and weak administration have been
the main causes of the failure of projects.

With regard to the realization of the programme’s objectives, the effectiveness
is also positive. First, the oRET/MILIEV projects have created jobs in both China
and the Netherlands. Almost 75% of projects have generated new jobs for Chinese
people. Second, albeit to a limited extent, the programme has helped Dutch sup-
pliers’ to enter and to operate in Chinese markets. Seven out of 32 suppliers who
returned the questionnaires stated that orRET/MILIEV projects help them to access
Chinese markets. Nine suppliers have now established a permanent presence in
China as the result of the programme, six of whom first entered Chinese mar-
ket as mentioned above, and 15 indicated that they have since received follow-up
orders.

Most of the equipment and/or technologies delivered to 35 projects visited by
the field mission was thought to be satisfactory or fair, and in only three cases
did the end users consider the project equipment unsatisfactory. In 21 out of 28
sample projects the equipment was running normally after completion of project;
the other seven projects had some equipment problems, but they were relatively
minor and had not affected the operation of the project. In only one project had
a problem with the equipment prevented the project achieving its target. Around
40% of end users were dissatisfied with the after-sales service they had received,
in particular the high prices and the lack of availability of spare parts.

The technical sustainability of all 28 sample projects is satisfactory. Most train-
ing has been effective and satisfactory, and has improved the capacity of end users
and their staff. Six projects had problems obtaining spare parts, but these had
hardly influenced the technical sustainability of projects in the short and medium
term. Out of all 28 sample projects, nearly 80% are satisfactory or better in terms
of their financial sustainability. Moreover, projects related to public service provi-
sion are faring better than those in the competitive commercial sector.
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Chapter 6

Impact

6.1 Introduction

As defined in the ToOR, impact refers to the intended or unintended, positive and
negative long-term effects of the development interventions of the oRET/MILIEV
Programme, particularly as they relate to the priority areas of environment, pov-
erty alleviation and gender equality.33

The impact findings are based on the sample of 28 projects with a signed rcc
that were included in the sample of 35 projects visited by a field mission. The
information and data presented in this chapter were collected during the field
visits, as well as from the stakeholder workshops, analysis of the returned ques-
tionnaires, and the desk study.

Although diverse information sources have been used, the limitations imposed
on the measurement of the impact are not negligible. There are several factors
that hinder the evaluation of the programme’s impact. In particular:

1 It is hard to obtain an overall assessment of impact at the programme level
because only part of the information that relates to impact is available for the
sample of 28 projects.

2 Itis difficult to find statistical evidence in China to assess the impact of orRET/
MILIEV Programme.

3 Sometimes it is difficult to judge whether or not an impact was directly the
result of the programme or whether there were other causes. To a certain extent,
the local socio-economic impacts might be attributed to different causes, of
which the oreET/MILIEV Programme is just one.

Therefore, the impact assessment has to be focused on the analysis of project
activities and limit itself to the following three aspects: local socio-economic devel-
opment; replication of the projects; environment, poverty alleviation, and gender
equality.

33 The Netherlands policy for oRET/MILIEV projects states, among other things, that the projects
may not have negative impacts on the poor, on the environment, and on the position of
women.
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6.2 Impact on local socio-economic development

The assessment of a project’'s impact on local socio-economic development can
be based on its contributions to economic growth and social development, to the
development of the sector, and to the progress of other local industries. However,
it is very hard or impossible to measure systemically to what extent the oret/
MILIEV projects have contributed to local socio-economic development because
their influence is rather limited, and there are no statistical data available that can
be used to link the projects to larger-scale impacts that would allow the evaluation
team to make a quantitative analysis.

On the basis of the analysis of 28 rcc signed field visited projects and the
opinions of stakeholders, 18 projects are found having achieved their long term
objectives and likely to have resulted in a positive impact on local social-economic
development. Examples of it are given in the two boxes below.

Box 6.1 ORET 1997/35, Chengdu Shuangliu Airport project — increased air
transportation capacity of western China

This project involved an extension to and enlargement of the landing area and runway of
Chengdu Shuangliu Airport. As a result, the flow of passengers increased from 4.39 mil-
lion in 1998 to the current 11 million. The extension of the runway to 3600 m also made it
possible to land large planes such as the Boeing 747-400. As the capital of Sichuan prov-
ince, Chengdu is an important city and entry point for the whole western region of China.
Chengdu has the only airport in western China with customs facilities for international
passengers. Therefore the expansion of Chengdu Shuangliu Airport and the associated
growth in the personnel and cargo flows, has removed an important transport bottleneck
to the development of the western region.

Source: Field mission

Box 6.2 ORET 1991/54, Guangdong Shrimp Feed Plant: development of shrimp
aquaculture in southern China

This projected involved the development of a shrimp feed plant, which started production
in 1995. The project has achieved a leading position in the field of shrimp feed produc-
tion based on its technical strengths and large scale. The project has turned Guangdong
into a low-cost and high-quality national shrimp feed production base and has driven the

development of shrimp aquaculture in South China.
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In 2002 the end user built a new feed production plant with a capacity of 60,000 tonnes
per year, with support from the National Torch Programme.34 Since 2003, the end user
has generated profits and tax revenues amounting to RMB 100 million, and has become a
major shrimp feed producer. The project will continue to contribute to the modernization
of agriculture and aquaculture by fostering the shrimp production industry in Guang-
dong province and other areas of southern China. Compared with other shrimp feed
production projects, this project provides a better model for keeping costs low (23%
lower than other plants) and survival of shrimps high. Apart from these positive effects,
the end user is using Dutch technology to manufacture tailor-made equipment, in coop-
eration with other manufacturers, and thus is contributing to Chinese manufacturers’

technological progress.

Source: Field mission

6.3 Replication of ORET/MILIEV projects

Chinese stakeholders hold the strong opinion that replication is one of the most
important indicators of the impact of oreT/MILIEV activities. The indicator is
highly relevant in China, and thus it is logical and practical for this evaluation to
concentrate on the demonstration and/or replication of good practices of orer/
MILIEV projects and Dutch technologies.

During the field visits, eight projects were found to have been replicated. Ana-
lytically, the eight replicated projects share some common characteristics: their
high relevance to Chinese industrial policies, combined with state-of-the-art tech-
nology of Dutch equipment. For example, the replications are especially strong
in the case of wastewater treatment plants and the supply of dredgers, based on a
combination of relevance to Chinese sector policies and Dutch technologies.

In addition, the dissemination of good practices and successful experiences in
pilot projects is another element leading to replication. After hearing the success
story of the pilot projects, other end users have replicated the projects using the
same equipment and technology provided by the Dutch suppliers. The replication
can be in the form of direct copying of the project in other places by the same sup-
plier, or new orders for equipment from the same end user or from new buyers,
or new business between the supplier and end user.

34 The National Torch Programme promotes industrialization by providing high-technology
support to Chinese companies nationwide. The programme has been running for 20 years
and is executed by the Chinese Ministry of Science and Technology.
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Besides the on-site check during the field visits, a good example of demon-
stration and replication was reported at the local stakeholder workshop in Henan
Province. The equipment of orRET 2001/87-Henan Luohe Pig Slaughtering Line
Project has already been delivered to the end user for operation and the project has
performed very well, in the opinion of local financial officials.

A number of counterparts from other provinces have visited the site of the oreT
2001/87 project. As a result, the sales of Dutch equipment for this type of project
have also been promoted. The successful implementation of the project has not
only helped the Dutch supplier, Stock mps Bv, to win market recognition, but has
also resulted in eight additional sales contracts for meat processing production
lines in China. For example, the same end user purchased another five produc-
tion lines without funding from oreT/MILIEV, and three large meat processing
enterprises in Inner Mongolia and Jilin province purchased three slaughtering
lines with their own money.

Box 6.3 Replication of waste water treatment plant (wwTP) projects

Chinese environmental protection policies have encouraged wastewater treatment. Nev-
ertheless, 61.5% of the cities in China currently do not have wastewater treatment plants,
which means there is a huge potential for such plants in China. The Dutch supplier, bHv
Company, entered the Chinese market with very strong technical strengths in wastewater
treatment technology and equipment. The end user mentions that after the successful
operation of MILIEV 1994/06, Chengdu Sanwayao Waste Water Treatment Plant phase
11 project, two similar projects were launched in Mianyang and Chengdu (in the same
province, but without oRET/MILIEV funding).

In October 2002, MILIEV 1998/69 Beijing Shunyi wwTP, another project implement-
ed by bHyv, started operations. The project has provides a suitable demonstration and a
base for training for potential wwTp users. More than 30 groups have visited the project,
and 300 trainees participated in the training courses. As a result of the project, bHv
was able to establish a subsidiary company in Beijing in July 2000. In summary, with
China’s policy support and the support of the ORET/MILIEV Programme, the replication
of DHV’s activities was significantly facilitated. Altogether bHv implemented 13 oRET/

MILIEV projects in China during the period 1991-2003.

Source: Interviews, DHV (Beijing) Environmental Engineering Corporation, field mission
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Box 6.4 Replication of dredger projects

The Dutch company 1Hc has supplied dredgers for two projects. In the first project, ORET
1996/22, Dredging Ships Dongting Lake, the end user purchased two dredgers from Hc,
with support from oRET/MILIEV. He was favourably impressed with 1HC’s service and
products. In 1996, the Chinese government invested RMB 12.6 billion in the Dongting
Lake Treatment Project, phase 11. Following the successful operation of Dongting Lake
Dredging Ship programme’s highly developed technology, 1Hc won the tender for the
Dredging Ship Engineering project, organized by the Chinese government, which aims
to reduce the threat of and damage caused by flooding. Among the 18 imported dredging
ships in the tender, 1Hc supplied five Beaver 1600 dredgers without funding from oReT.
The high percentage of iHc dredgers in the project is the result of three factors: 1) 1HC's
leading technology; 2) Chinese government policy support; and 3) 1HC’s efforts to estab-
lish a representative office in Beijing and a service centre in Tianjin tariff-free zone.

As a result of the project, according to the end users, at least three provinces (Hubei,
Hainan and Shandong) have now bought 1Hc dredgers with foreign government loans.
For example, the oRET 1998/13 Hainan Longwan project also purchased two Beaver
dredgers from 1Hc. The end user later purchased an additional 1Hc Beaver 5014 to de-
velop the infrastructure for Longwan harbour. The new order has not only helped the
growth of the supplier’s business in China, but has also helped the end user win a new
cooperation opportunity. Specifically, through 1Hc, the end user was able to approach
the Rotterdam Port Authority, which initiated a new cooperation plan to the end user for
planning and developing Longwan harbour. According to the end user, the negotiations
are currently ongoing, and are expected to result in the launch of a new big project be-
tween China and the Netherlands.

Source: Field missions

6.4 Impact on environment, poverty alleviation and gender equality
6.4.1 The environment

The environment has been an important focal area of the Netherlands” develop-
ment cooperation activities since the 199os. The Chinese government also pays
considerable attention to the environmental protection. The findings of the field
visits indicate that 12 out of a total of 28 projects had had a positive impact on
the environment, while 15 were judged to have had a more neutral impact. Only
one project was found to have had negative impacts due to the failure of the end
user to invest in wastewater treatment facilities. Most of the projects with positive
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impacts are in the sectors concerned with environmental protection (agriculture
and water conservation, energy and transportation, environmental protection and
waste treatment and water treatment/supply), while projects in other sectors (fac-
tory equipment, farm produce processing and equipment, medical equipment
and supplies), have been mostly neutral in their environmental impacts.

Several factors explain why the orRET/MILIEV projects have resulted in minimal
negative environmental impacts: 1) the environmental protection policies prom-
ulgated by the Chinese government have been strictly enforced in the past two
decades; 2) all orRET/MILIEV projects have to go through the environmental assess-
ment process involving both the Chinese local Environmental Protection Bureau
(epB) and the Dutch ~E1. For example, environmental factors such as noise and
emissions of the oRET projects are carefully considered, and the Netherlands
design focuses on minimizing possible negative impacts.

Box 6.5 Negative impact of project ORET 1997/34

The project ORET 1997/34, Hebei Weichang Potato Starch Processing Line, is the only
project that has had a negative impact on the environment, as recorded by the field mis-
sion. In the concept report from the NEI, the project was not anticipated to have a negative
effect on the environment since the end user confirmed that he had sufficient funds for
the construction of an anaerobic water treatment facility with a minimum capacity of 40
m3. The contract also required the end user to deal with the wastewater produced in the
processing of potato starch. However, the end user did not construct the treatment facility
because of the lack of Chinese matching funds, and the wastewater from the plant was
discharged directly into a nearby reservoir. Consequently, the end user had to pay a penalty
for emitting the wastewater (5.5 tonnes per day) amounting to RMB 100,000 per year. By
the time of the field visit in July 2004, the end user was still operating under the same con-
ditions. However, the evaluation team was told that the local government is now planning
to establish a wastewater treatment plant that will offset the negative impact.

Source: Dsk study and field mission

6.4.2 Poverty alleviation

One of the requirements of the oreT/MILIEV Programme is that the projects
should not harm the poor and should preferably have positive impacts on the
poor. End users and local authorities report that there no projects have had nega-
tive impacts on poverty alleviation, and this information was checked and con-
firmed by the evaluation team during the field visits. Moreover, the end users and
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local authorities reported that nine out of 28 projects are likely to have positive
impacts on poverty alleviation.

Box 6.6 Positive impact of the project ORET 1997/34

A project that has contributed to poverty alleviation is ORET 1997/34, Hebei Weichang
Potato Starch Processing Line project. The project is located in agriculture-dominated
Hebei province, and potato production is appropriately the main industry of Weichang,
a relatively poor and remote region. The project has become a driving force behind
the increase in potato planting in the area. The traditional workshop model of potato
processing has now been replaced by the introduction of the Dutch technology, and the
potato-processing capacity has increased from 100 to 40,000 tonnes per year. As a result
of the project, the end user won the reputation of ‘top-company in agriculture-industri-
alization drive’ in Hebei province and has become a top taxpayer in the local area. The
favourable impact on poverty alleviation is the result of the end user’s effort to establish
approximately 1730 hectares of potato fields close to 26 poor villages. The partial funding
support given by the end user also played an important role in raising the enthusiasm of
local farmers for potato planting.

Source: Field mission
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6.4.3 Gender equality

Since the 1980s, the Netherlands development cooperation policy has demanded
a proactive approach to gender issues. Every project proposal, including those for
ORET/MILIEV projects, is checked for its conformity with the Netherlands policy in
this regard. This evaluation has accordingly included gender equality issue in its
assessment of impact. During the field mission to 28 projects with a signed rcc,
no single project has shown negative impact on gender equality.

Most of the project benefits, such as creation of jobs, are shared roughly equally
by men and women, which means that the programme is doing little to improve
the position of women vis-d-vis men. On the other hand, it also does not harm the
position of women. Rather, the programme leaves the relative position of women
in China mostly unchanged.

6.5 Conclusions

According to Netherlands development cooperation policy, ORET/MILIEV projects
should have positive effects or ‘not harm' the environment, poverty alleviation,
women and employment creation. Based on the opinions of stakeholders and the
findings of the field visits, it appears that the impacts of the projects have been
positive or neutral in the majority of cases, although it was not possible to find any
statistical evidence.

There has been no specific impact on gender equality. The impacts on poverty
have been neutral in approximately two-thirds of cases, and positive in the remain-
ing third. In the case of the environment, slightly less than half the projects have
had positive impacts, while the remainder have had no harm. Only one project
showed negative environmental impacts because of the failure of the Chinese end
user to invest in wastewater treatment facilities.

The Chinese stakeholders hold the strong opinion that replication should be
one important aspect of the impact of the programme. The evaluation found that
eight projects have been replicated. Replication can be in the form of a direct copy
of the project in other locations by the same supplier, or new orders for equipment
from the same end user or from new buyers, or new business between the sup-
plier and end user.
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The Policy and Operations Evaluation Department

Objectives

The Policy and Operations Evaluation Department (108) meets the need for inde-
pendent evaluation of policy and operations in all policy fields falling under the
Homogenous Budget for International Cooperation (HG1s). Its evaluations enable
the ministers to account to parliament for policy and the allocation of resources.
In addition, the evaluations aim to derive lessons for the future. Efforts are accord-
ingly made to incorporate the findings of evaluations into the Ministry of Foreign
Affairs’ knowledge cycle. Evaluation reports are used to provide targeted feedback,
with a view to improving both policy and implementation. They enable policymak-
ers to devise measures that are more effective and focused.

The 108 also advises on the planning and implementation of non-central eval-
uations of policy departments and embassies.

Approach and methodology

108 has a staff of experienced evaluators and its own budget. When carrying out
evaluations, it calls on the assistance of external experts with specialised knowl-
edge of the topic under investigation. To monitor its own quality, it sets up a refer-
ence group for each evaluation, which includes not only external experts but also
interested parties from within the Ministry.

Programme

108 has a rolling multi-year programme which is updated every two years. This
programme is devised using an internal selection process based on an assess-
ment of the political, social, policy-related and financial implications of all possi-
ble themes, as well as on a number of broad consultations within the various parts
of the Ministry. Once adopted, the programme is submitted to parliament by the
Minister of Foreign Affairs and the Minister for Development Cooperation.
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An organisation in development

Since 108’s establishment in 1977, major shifts have taken place in its approach,
areas of focus and responsibilities. In its early years, its activities took the form
of separate project evaluations for the Minister for Development Cooperation.
Around 1985, evaluations became more comprehensive, taking in sectors, themes
and countries. Moreover, 108’s reports were submitted to parliament, thus becom-
ing public.

1996 saw a review of foreign policy and a reorganisation of the Ministry of For-
eign Affairs. As a result, 108’s mandate was extended to the Dutch government’s
entire foreign policy, in which development cooperation occupies an important
place. In recent years, it has also sought to extend its partnerships with similar
departments in other countries, for instance through joint evaluations.

Finally, 108 also aims to expand its methodological repertoire. A recent exam-
ple is the application of statistical methods of impact evaluation.

108’s history shows considerable changes in the approach and methodology
of its evaluations. However, its strict independence has remained constant. This,
combined with its thorough approach and professional evaluations, ultimately
forms the rationale for 108’s existence.
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Chinese National Center for Science and
Technology Evaluation

Founded in 1997 with the approval of Ministry of Science and Technology of
China, the National Center for Science and Technology Evaluation (NcsTE) is one
of the leading organizations in the field of evaluation in China. NcsTE aims to
provide an objective and impartial basis for government departments, enterprises
and investment organizations to make better decisions, to offer consulting service
within a wide range of sectors, and to promote dialogue between government,
industries and academies.

Staff

The human resources of NcsTE consist of three layers:

« Over 25 core members specializing in such fields as management consulting,
public policy research, technology-economy analysis and system engineering;

« About 40 senior experts and advisors who are either senior specialists or retired
senior officials in various fields; they have employment contracts with NcsTE
and participate in project teams;

« Approximately 2000 experts in various fields registering in the expert data-
base of NcsTE; they provide technological, economic, and organizational advice
while NcsTE is conducting evaluation.

Clients

Core clients of NcsTE are state organs of China, mainly including Ministry of Sci-
ence and Technology (Most) and Ministry of Finance (Mo¥). Increasingly, NcsTE
also provides service for international clients including international organiza-
tions, foreign governments and international consulting institutions.
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Major professional activities

With years of consistent efforts, NcsTE has gained rich experience in designing
and conducting comprehensive evaluation projects in which social, economic,
technological and cultural factors and policies are involved.

Program Evaluation

Pioneering the evaluation of s&T programs, NcsTE has been involved in the largest
and most intensive evaluation of s&T programs ever conducted in China.

Project Evaluation

NCsTE has been carrying out the evaluation of project selection, which covers four
major aspects: technical, institutional, economic, and financial. So far more than
1000 projects have been evaluated. The evaluation performed by NcsTE involves
such fields as advanced materials, 1T, telecommunication, health, agriculture,
environment, resources, as well as sustainable development. ncsTE has an inti-
mate knowledge of domestic policies, management, technology development,
institutions and experts in various fields.

Evaluation of Institutes

In order to promote the commercialization of technology achievements, since
1992 more than 100 National Engineering Technology Centers have been estab-
lished in China. NcsTE carried out the evaluation of most of them so that the man-
agement departments could make decision to support or remove them.

China’s s&T Evaluation Standards

Mandated by the most, NcsTE has drafted China’s s&T Evaluation Standards and
had it published under the name of NcsTE in 2001. MosT made the Standards the
annex to government regulation on evaluation management.

Since its issuance, the Standards have been well observed in s&T evaluation in
China, which provides a platform for evaluators from various regions and insti-
tutions to discuss and share evaluation experience. The Standards also plays an



Annex 2 |

important role in standardizing the behavior of evaluators. What is more, It has
been defined as the basic material for science and technology evaluation training.
More than Goo evaluators from 770 evaluation institutions across China partici-
pated in the training workshop.

Aid Evaluation

In the recent years, NcsTE has been taking Aid Evaluation as an important part of
the work and placing great emphasis on the improvement of ability to carry it out.
An aid evaluation project team in NcsTE has been set up, which has systematically
studied the relevant oecp development aid policies and policies on the utilization
of foreign government loans to China.

As a local partner, NcsTE has conducted joint evaluations with international
institutions. For instance, NcsTE has evaluated Norwegian Mixed Credits jointly
with a Norwegian consulting agency, the Institute of Applied Social Science of
Norway (FAFo). It has also evaluated Danish Mixed Credit Programme jointly with
the Nordic Consulting Group (NcCG).

Evaluation Cooperation Network

NCSTE has cooperation and exchange relations with 18 institutions across the
world, in countries such as the Netherlands, United States, France, Canada, Japan,
New Zealand, Australia, United Kingdom, Thailand, Korea and India. Meanwhile,
with the support of uNDP, APEC and other international organizations, NcsTE has
successfully organized a series of seminars and workshops for technicians, man-
agers or international representatives. It has also successfully arranged a number
of workshops for selected stakeholders on technology application and transfer.

A cooperation network has been set up by NcsTE covering the major cities
all over China, which guarantees the efficient cooperation with local evaluation
institutions. Meanwhile, NcsTE is preparing for the establishment of Evaluation
Association of China. The information system of NcsTE is composed of a project
database, an enterprise/institution database and an expert database.
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I JUSTIFICATION

So far most evaluations of development aid have been led by donors, and have
been conducted to satisfy donors’ requirements. As development assistance is
moving towards a policy-oriented, country-led approach, it is worthwhile to pro-
mote country-led evaluations that would increase partner country ownership of
evaluations. For several years the evaluation units of the World Bank, unpr and
the Netherlands government, as well as the pac Network on Development Evalu-
ation, have been developing ideas on how to enable developing countries to play a
different role in evaluations of their development policies.

The Policy and Operation Evaluation Department (108) organized a review of
the orET/MILIEV Programme in 1999 (10B Evaluation No. 283). At that time only
a limited number of activities had been completed so that it was not possible to
evaluate their results and the results of the programme as a whole. In addition,
as the recipient countries did not attach sufficient importance to the evaluation,
their perspectives were not taken into account in either the design or the report
of the evaluation. After a year of exchanges and discussion, the Chinese National
Centre for Science and Technology Evaluation (NcsTE) and 108 together initiated
this “first generation’ country-led evaluation (cLE) in September 2003.

2 BACKGROUND
21 The oreT/MILIEV Programme

The Development and Environment Related Export Transactions Programme
(orET/MILIEV) is a development cooperation grant with a commercial loan de-
signed to help generate employment, boost trade and industry, and improve envi-
ronmental quality in developing countries. The programme reduces the costs
to recipient countries of commercially non-viable projects through the award of
grants for the purchase of capital goods and/or services from the Netherlands, and
assists Dutch companies to gain access to markets in developing countries.

The orET programme was launched in 1983 as a combination of programmes
administered jointly by the Netherlands Ministry of Economic Affairs and the
Ministry of Foreign Affairs (Directorate-General for International Cooperation,
pG1s). The purpose of the programme was to support development-related export
transactions by Dutch companies. These transactions were initially financed
through the award of soft loans to developing countries. When the programme
assumed its present form in 1991, loan-based financing was replaced by the award
of grants to cover part of the transaction costs.
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The MiLEv (Industry and Environment) programme was set up in 1993 with
the aim of promoting projects that would have a positive environmental impact.
MiLiev financing had a larger grant element, but was otherwise identical to oreT
financing. On 1 January 1998, the two programmes were merged to form the
ORET/MILIEV Programme, in which the same financing criteria are applied.

For several years, oRET/MILIEV was a grant programme of the Ministry of For-
eign Affairs (pc1s). On 14 February 2002, however, the Netherlands Investment
Bank for Developing Countries (N10), a wholly owned subsidiary of the Nether-
lands Development Finance Company (Fmo), was authorized to administer the
programme in consultation with the Ministry of Economic Affairs.

Dutch companies that wish to implement a project in a developing country may
apply for an oreT/MILIEV grant. Once the application is approved, the n10 allo-
cates the grant to the developing country. The grant agreement contains a clause
whereby the developing country authorizes the N10 to make payments directly to
the supplier from the grant. Thus, the grant is awarded to the developing country,
but is in fact used to make these direct payments to the supplier.

The approval of a grant application — in the form of a formal decision — gives
the applicant a claim on financing from the Dutch authorities, and as such quali-
fies as a grant under the terms of the General Administrative Law Act (awB). A Dutch
company that applies for a grant to be awarded to a developing country is therefore
an applicant within the meaning of the aws. The legal basis for oRET/MILIEV is
Article 2.7.4(h) of the Ministry of Foreign Affairs Grant Regulations (Government
Gazette no. 249, 1998).

The oreT/MILIEV Programme is also subject to a number of international
rules and agreements. Since grants must be used to purchase goods and services
from the Netherlands, oreT/MILIEV financing is regarded as a form of tied aid. It
is therefore governed by eu directives and by arrangements (known as the Con-
sensus) of the Organization for Economic Co-operation and Development (0ECD)
intended to curb state aid.

At present, the annual grant budget of the oreT/MILIEV Programme is
EUR 104,369,000. Amendments to the budget are published in the Netherlands
Government Gazette. The maximum amount that can be awarded to any one com-
pany or group of companies per year is 20% of the available annual budget. The
same limit is also applied to the total amount that can be awarded to a single coun-
try, with the exception of China. In general, the oreT/MILIEV grant will normally
equal 35% of the total value of the transaction, and the remaining 65% will come
from other sources.
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2.1.1 ORET/MILIEV projects in China

Over the period 1991-2003, 86 ORET/MILIEV projects were approved in China,
with a total grant amounting to EUR 210,632,928 and a total transaction of EUR
469,373,412. A transaction represents the whole amount, the grant part as well as the
commercial part. In China, the average grant is about 45% of the transaction.

Of the 86 projects approved, 40 have been completed (47% of the total) and 46
(53%) are still ongoing. With regard to the total transaction amount, the share of
completed projects is about 33% and that of ongoing projects 67%.

As shown in Figure 1, the numbers of approved projects varied considerably
over the period 1991—2003, with a sharp peak in 1998.

FiGUure 1 Numbers of projects approved and total transactions per year, 1991-2003
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2.1.2  Sectoral distribution of ORET/MILIEV projects in China

In line with the criteria used in the orET/MILIEV Programme, and the normal
standard industry classification used by the Chinese authorities, the projects can
be categorized according to eight sectors, which will also be referred to in the
future evaluation.
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Figure 2 shows that the largest number of approved projects (21, or 24% of
the total) was in the farm produce processing & equipment sector. Projects in the
energy/transportation sector accounted for the largest share of total transactions
(EUR 110,002,000, or 23% of the total).

FiIGURE 2 Numbers of projects and total transactions, by sector
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2.1.3 Regional distribution of ORET/MILIEV projects in China

Mainland China has 31 administrative provinces, municipalities and autonomous
regions. There are also three special regions (Hong Kong, Macao Special Admin-
istration Region and Taiwan District) that will not be included in the orRET/MILIEV
evaluation.

Based on the levels of economic development and the Chinese government’s
preferential or priority policy for development, the 31 provinces can be divided into
four regions:

1 Southeast developed region — nine provinces and municipalities whose levels of
economic development are above the national average.
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2 Northeast region — three provinces that used to be China’s key industrial heart-
land between the 1950s and therg8os, but whose economies declined in the
1990s.

3 Central region — seven provinces whose economies are at about the national
average.

4 Western region — 12 less developed provinces, municipalities and autonomous
regions where poverty reduction has long been at the top of the development
agenda.

ORET/MILIEV projects are being implemented in 22 provinces in the four regions.
The regional distributions of these projects in 1991-1998 and 1999-2003 are com-

pared in Figures 3.1 and 3.2.

FIGURE 3-1 Regional distribution of ORET/MILIEV projects, 1991-1998
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FIGURE 3-2 Regional distribution of ORET/MILIEV projects, 1999-2003
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In 1999 the Chinese authorities changed the system of management for foreign
development aid loans and introduced policies that gave priority to the develop-
ment of less developed areas. A comparative analysis of the regional distribution
of ORET/MILIEV projects approved in the periods 1991-1998 and 1999-2003 could
therefore be useful for the future evaluation.

2.1.4 Dutch suppliers

In the past 13 years (1991-2003) 46 Dutch suppliers were involved in ORET/MILIEV
Programme activities in China.

2.2 Policy and management
2.2.1 The Netherlands and China: trade and economic cooperation

Since establishing diplomatic relations in 1972, the Netherlands and China have
signed a wide range of cooperation agreements, covering political and economic
affairs, culture, science and technology, and investment.

In recent years, bilateral trade and economic cooperation between the Nether-
lands and China has increased significantly. In 2002, the value of trade reached
us$ 10.7 billion, an increase of 22.3% on 2001, of which Chinese exports were
us$ 9.1 billion and imports from the Netherlands us$ 1.6 billion, increases of
25.1% and 7.9%, respectively, on the previous year.

Between 1979 and 2003, the Netherlands invested in a total of 1125 projects in
China, with agreed or contracted investments amounting to us$ 9.4 billion, while
actual investments were us$ 4.6 billion, including the orET/MILIEV Programme.
The Netherlands is now China’s second largest European trade partner, after Ger-
many.

2.2.2  Netherlands development cooperation and tied aid programme in China

Although the Netherlands does not have a structural bilateral development coop-
eration programme in China, the country qualifies for assistance in the fields of
environment, education (exit strategy), good governance, human rights, the pri-
vate sector as well as the ORET/MILIEV Programme.

Since mid-2003 China is no longer on the Dutch list of development aid part-
ners, but remains entitled to financing under the oreT/MILIEV Programme and,
to a limited extent, to aid for human rights and good governance activities.
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According to the orRET/MILIEV regulations, the maximum amount that can be
granted each year to a single country (with the exception of China) is 20% of the
available annual budget.

On 13 October 2003, Chinese government published its first Eu policy paper,
which made it clear that China would welcome more Eu development aid, espe-
cially in fields such as environmental protection, poverty alleviation, public health
and hygiene, and education. The £u was also encouraged to play a stronger and
more active role in human resources development, particularly in providing train-
ing for personnel in the central and western regions.

2.2.3 China’s priority policies for development

Reform and opening up to the outside world

In 1979 China adopted the policy of reform and opening up to the outside world.
Since then, a great number of changes have taken place in the political, economic
and social spheres, as well as in science and technology, culture, and education.
For many Chinese people incomes, standards of living and health care services
have improved steadily in recent years.

China joined the World Trade Organization (wro) in 2001, which will increase
the pace of economic reform. As a wro member, it has become increasingly impor-
tant for China to establish and/or reformulate its laws and regulations to ensure
compliance with wto rules.

A milestone in the reform process was the Chinese government’s policy, intro-
duced in 2000, that endorsed a stronger role for the private sector in order to
accelerate progress in the transformation from a centrally planned to a market-ori-
ented economy. Government statistics show that in the last five years the number
of non-state-owned firms has risen steadily, and now account for more than half
of China’s ¢pp.

Foreign direct investment (FDI)
China started to encourage foreign funds in 1979. Over the subsequent two dec-
ades (1979—2000) China attracted a total of us$ 538 billion in foreign funds, which
have successfully helped the country to develop its economy, improve social life
and speed up the reform process. Between 1999 and 2003, China attracted an
average of us$ 50-6o billion per year in foreign direct investment.
In each of the last ten years China has enjoyed Gpp growth rates of 7-8%. It is
now the world’s sixth largest economy, with a per capita cpr of Us$ 1000.
Nevertheless, China is an enormous country with an area of 9.6 million square
kilometres and a population of 1.28 billion, of whom 160 million (12.5%) are still
poor, according to a 2002 World Bank estimate. Moreover, there are growing ine-
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qualities between regions, and between urban and rural areas. The government
still emphasizes its policy of using foreign funds to reduce poverty and to solve the
problems of inequality.

Foreign development aid grants and loans

It has long been Chinese government policy to attract foreign development aid
grants or government preferential loans. From 1979 to 2000, China received us$
18.4 billion in foreign development aid loans, with a total of 1746 projects, 1654 of
which have been completed.

Special development policies for specific regions

In 1998 the government introduced special development policies that gave prior-
ity to the relatively less developed regions. Since then, the central and western
regions have received 68% of all foreign development aid loans, and the northeast
and southeast developed regions the remaining 32%.

Western Development Strategy: In 1999, the government launched the ‘Western
China Development Programme’ as one of its priority strategies. A year later,
a special administration agency was established, the West China Development
Office, under the State Council.

For decades the western region has suffered severe soil erosion, deforestation
and desertification due to excessive logging and cultivation. The 12 provinces of
the region are particularly poor, with problems such as poor infrastructure, water
shortages, and inadequate health and education services. The per capita Gpr of the
region is about us$ 500, about half the national average (us$ 1000 per capita).

Despite these problems, the region has enormous potential for development
— it covers 71% of the area of China, with 28% of the population, and has rich
mineral, oil and natural gas resources.

In order to achieve the goals of the Western China Development Programme,
the Chinese government has emphasized the importance of promoting infrastruc-
ture construction, improving the environment, and encouraging the utilization of
foreign funds.

Rejuvenating Northeast Strategy: The three northeast provinces of Heilongjiang,
Liaoning and Jilin, known as the industrial cradle of China, played a vital role in
the country’s industrial development from the 1950s to the early 1980s. However,
many of the traditional industries established in the 1950s have been struggling
since the country moved towards a market-oriented economy two decades ago.
The value of the region’s industrial output has fallen from 17% to just 9% of the
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national total. Some state-owned industries have closed down, resulting in large
numbers of unemployed workers.

In 2003, the central government of China initiated a new strategy in which the
revitalization of the northeast region is at the top of the agenda.

2.3 The management system and implementers
2.3.1 ORET/MILIEV Programme management in the Netherlands

Until recently the oreT/MILIEV Programme was managed by the Private Sector
Department of the Netherlands Ministry of Foreign Affairs. On 14 February 2002,
however, the Netherlands Investment Bank for Developing Countries (N10),
owned by the Fmo, was authorized to administer the programme in consultation
with the Ministry of Economic Affairs.

For many years, the Netherlands Ministry of Foreign Affairs was responsible
for the oreT/MILIEV Programme budgets, and for processing and assessing the
development relevance of budget requests. Meanwhile, the Ministry of Economic
Affairs was responsible for assessing the export relevance of the requests and
for ensuring their screening by the Consensus group (oEcp, Paris). The Minis-
try of Finance was responsible for ensuring compliance with international tied
aid agreements (with the £u and okcp) and for matters regarding regular export
credit insurance.

Between 1999 and 2003, the Netherlands authorities modified the regulations
concerning the management of oreT/MILIEV Programme. The last change was
the oreT/MILIEV Regulations 2002, amended by the Netherlands government
(no. DDE-0181.rd/o2, March 2002). The impacts of these changes to the orer/
MILIEV regulations will be addressed in the future evaluation.

2.3.2  Dutch implementers

Only companies registered and operating in the Netherlands are eligible to apply
for orET/MILIEV Programme grants. These companies must have sufficient export
experience, show adequate technical, organizational and financial capacity to carry
out the transaction successfully, and must generally be able to contribute to sus-
tainable economic relations with the developing country.

When applying for an orRET/MILIEV Programme grant, the company must first
ascertain whether the project concerned is included on the list drawn up jointly by
the Dutch and Chinese authorities.
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2.3.3 ORET/MILIEV Programme management in China

Foreign government loans are managed by several Chinese authorities, the main
ones being the Ministry of Finance (MmoF), the State Development and Reform
Commission (sprc), the State Administration of Taxation (sat), the General
Administration of China’s Customs (cacc), the State Administration of Foreign
Exchange (sAfE), and the National Auditing Office (NA0). Among these, the MoOF
and sbrc are most important units dealing with the orET/MILIEV Programme.
Since taking over responsibility for foreign development aid loans from the
Ministry of Foreign Trade and Economic Cooperation (MOFTEC) in 1999, the Min-
istry of Finance (MoF) has introduced a number of new policies and regulations.
One of the most important of these involved changes to the on-lending categories
on the Chinese side. At the moment, the MmoF accepts three kinds of grant or for-
eign government loan:
1 the central or local government is the borrower, and bears the obligation for
reimbursement;
2 the end user is the borrower, and the local government is responsible for the
warranty; or
3 the end user is the borrower, and the on-lending bank is responsible for reim-
bursement.

On 19 February 2000 the moF issued a regulation related to the oRET/MILIEV Pro-
gramme — ‘The Notification of the Utilization of Netherlands Government Loans’
—which deals with the main characteristics of the programme and the application
procedures in China.

In 2002 the moF introduced another important new regulation requiring that
all transactions financed with tied aid from foreign donors be put out to public
tender. This regulation may, to some extent, affect the Dutch suppliers. For all
projects under the oRET/MILIEV Programme, the MOF now issues an invitation to
tender, which is posted on the website www.chinabidding.com.

In March 2003 the National People’s Congress approved the reorganization of
the cabinet, and the creation of a new and powerful authority — the State Devel-
opment and Reform Commission (sprc) — to replace the former State Develop-
ment and Planning Commission (sprc). Like the sprc, the new sprc will play an
important role in the management of foreign funds, including planning the utili-
zation of development aid loans, approving project feasibility studies and deciding
on the scale of projects.

One important sprc regulation relates to the official approval of the utiliza-
tion of foreign development aid loans. At the application stage, the central gov-
ernment’s sDRC is authorized to assess and approve projects with budgets of more
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than us$ smillion, while projects of less than us$ 5 million may be decided by local
governments at the provincial level (Development and Reform Commission).

2.3.4 Chinese implementers

In China, the contracting party to and/or end user of the orET/MILIEV Programme
may be a central government organization, a local authority, a company, a hospital,
a school, a research institute or a farm. It may also be a private company. Chinese
window companies or ‘purchasing companies’ specializing in the purchase of for-
eign grant-related equipment, and on-lending banks, also play important roles in
the implementation of the orET/MILIEV Programme.

3 OBJECTIVES OF THE EVALUATION AND KEY ISSUES
3.1  Objectives of the evaluation

The main objective of the evaluation is to assess to what extent the ORET/MILIEV
Programme (through its activities/projects) has fulfilled the policy objectives,
needs and priorities of the Netherlands and China. The evaluation will also verify
whether the funds have been appropriately and efficiently used. The evaluation is
intended to provide information for both the Chinese and the Dutch that could be
used to improve the programme, as well as for policy formulation.

3.2 Key issues and questions

The oreT/MILIEV Programme evaluation team will assess key issues at three lev-

els:

- atthe policy and programme level: the relevance of the programme to the poli-
cies, needs and priorities of the Netherlands and China; and

« at the transaction level: the efficiency of the system of processing requests
for co-funding for export transactions, the efficiency of the transactions them-
selves, as well as the efficiency of the programme’s management and proce-
dures; and

« at the project level: the effectiveness of projects in meeting their own objec-
tives, as well as in meeting the objectives and conditions of the programme as
a whole.
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The key issues to be addressed will be further elaborated during the design of the
methodological approach of the evaluation and the field studies. Some of these
issues may not lend themselves to systematic analysis, because valid and compa-
rable data may not be available. However, if problems in systematic data gathering
should occur, relevant anecdotal or ad hoc information will be gathered to provide
feedback for policy makers. For example, data may not be available on the utiliza-
tion of foreign government loans since China’s entry to the wro, on the influence
of wro membership on the approval of projects and the purchase of equipment
and on questions related to policy relevance.

Views on these key issues may vary from organization to organization and
from target group to target group. Hence the evaluation team must objectively
identify these different views and make impartial judgements and assessments
based on the facts.

The following paragraphs list the questions to be addressed during the evalua-
tion, both to ascertain the facts, and to elicit the opinions of the various stakehold-
ers.

3.2.1  Policy relevance

Policy relevance refers to the extent to which the programme’s objectives and the
effects of project activities are consistent with the needs of national/local authori-
ties, as formulated in their policies, overall priorities and donor policies.

Questions

« In1999 the Chinese government launched the Western Development Strategy,
a special plan giving priority to the development of the western region. Has the
number (or %) of projects approved in this region changed since 1999?

« Are the projects listed as priority projects in the local development plans?

« Are the projects in line with sector development strategies?

« Are the projects in accordance with the Chinese policy with regard to the envi-
ronment?

« Are the projects in line with the Netherlands development policy with regard
to poverty alleviation, gender and the environment, and with the specific oreT/
MILIEV policy regarding enhancing Netherlands trade with China?

« To what degree are government officials, on-lending banks, suppliers, win-
dow companies and end users well informed about the objectives of the pro-
gramme? In their view, do the objectives of the programme need to be adjusted,
and if so, how?



3.2.2 Efficiency

Efficiency indicates the degree to which the achieved outputs have been delivered
as agreed, at both the transaction and the programme level, and whether they
could have been delivered more cheaply or more quickly.

Questions
. Have the projects achieved their expected outputs on schedule and within
budget?

- Have the projects experienced delays during implementation? If so, what were
the main causes of these delays?

« Has the condition that 60% or more of the transaction should be sourced in
the Netherlands resulted in higher prices?

o Are the procedures and time cycles for project application, appraisal and
approval considered reasonable by the end users, the organizations that receive
ORET/MILIEV funds?

3.2.3 Effectiveness

Effectiveness indicates the extent to which the agreed objectives of the programme
have been achieved. Effectiveness can be expressed as the direct benefits to the
target groups.

Questions

- Hasthe programme facilitated access for Dutch suppliers to China’s local and/
or national markets?

- Have the projects created skilled job opportunities in China?

« Is the equipment still operational and maintained after the completion of the
projects?

« In the opinion of the end users, are the projects sustainable in terms of main-
tenance, after-sales services and the availability of spare parts?

3.2.4 Impact

Impact refers to the intended or unintended, positive and negative long-term
effects of the development intervention.

Questions
o Are the projects being replicated elsewhere?

« Have the projects had a negative impact on the environment?
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- Have the projects had a negative impact on the poverty situation?

« Have the projects had an impact on the situation of women?

« Has the programme resulted in an increase in trade between China and the

Netherlands?

« In the opinion of the end users, what have been the impacts of the project

activities?

3.3  Evaluation matrix

Although the evaluation will address the policy context and the decision-making

process, these aspects are not included in the evaluation matrix. The opinions of

stakeholders are also not included. The matrix is limited to factual information
and concerns only completed projects.

Evaluation matrix

Targets

Indicators

Sources

Method

Input

« Investments (loans,
grants and Chinese
matching funds)

« Skills training

Loan amount

Grant amount

Chinese matching funds

Courses organized and trainers sent
to China

«+ Appraisal report
« Grant agreement
« Contract

« Interviews
« Desk study

Comparison of inputs and outputs — Efficiency

Output

« Realization of project-
specific objectives

« Employment creation
in the projects

« Improved skills in the
projects

Sector-specific indicators (to be
specified)

Successfully trained personnel
Number of jobs created in the
projects

Creation of skilled labour

« Appraisal report

« Contract

« Financial report

« Progress report

« Final/evaluation
report

« Interviews
« Desk study
« Field study

Degree to which outputs contribute to outcome — Effectiveness

Outcome

« Sustainability of com-
pleted projects

« Sustainable employ-
ment

« Facilitating Dutch
suppliers’ access to
Chinese markets and
promoting exports

Number of projects still functioning
X years after completion

Number of jobs still existing X years
after completion

Additional Dutch exports to China as
a result of the programme

New supplier representative offices
in China

« Final report

« Evaluation report
« Workshop

« Statistics book

« Media

o Interviews
« Desk study
« Field study
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Targets Indicators Sources

Method

Degree to which outcome leads to intended impact — Relevance

Impact
« Contribution to « Changes in social-economic develop- « Evaluation report « Qualitative study
China’s social /eco- ment at regional level (to be speci-  « Policy documents of social-eco-
nomic development at fied) « Statistics book/ Sta- nomic develop-
regional level « Number of replicated projects as tistical Departments ment at regional
« Projects replicated mentioned by end users « Reports of the uN level
elsewhere « Level of economic cooperation and the World Bank  « Interviews
« Contribution to bilat- China-Netherlands « Media « Desk study
eral trade « Number of projects that have - Field study
« No harm to environ- harmed the environment
ment

4 SCOPE AND METHODS
4.1 Scope
4.1.1 The evaluation period

As mentioned above, the period 1991 to 2003 will be taken as the evaluation
period. The evaluation will cover the 86 projects executed during this period.

As the review of the orET/MILIEV Programme carried out in 1999 was an over-
all assessment of the implementation of the programme over the period 1994-
1999, this evaluation will restrict its study of issues of programme administration
to the period 1998-2003.

The evaluation team will undertake investigations, analyses and research
related to the oRET/MILIEV programme as a whole.

4.1.2  Time demarcations

In the course of the programme enormous changes have taken place in China. In
order to study the relevance of these changes, the evaluation team will need to ana-
lyse changes in project data over time, and assess whether the programme’s objec-
tives and the effects of the project activities are consistent with the changing needs
of national/local authorities. The time demarcations are (tentatively) as follows:

1999 can be considered a turning point, when China’s Western Development
Programme was launched and the administration of foreign aid loans was shifted
from MOFTEC to MOEF.
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Data from 2003 could be used to describe the current status of the programme
and to study the effects of the policy and administrative changes noted above. For
instance, in data analyses, the regional distributions of projects approved in 1999
and 2003 will be compared to see whether the changes in Chinese policy were
reflected in the appraisals of project applications.

4.1.3 Selection of cases

Due to the broad scope of the review carried outin 1999 (which included four other
countries as well as China), only a limited number of cases in China were included
in the field study. In addition, because few projects had been completed at the time
of the review, it was not possible to measure their effectiveness and impacts.

This evaluation will focus on the implementation and the results of the oreT/
MILIEV Programme in China alone. So far, 40 projects have been completed, of which
about 20 have been completed for at least five years, and nine for three years.

The evaluation will select a sample of cases for field study. To ensure that the
sample is representative, the selection of cases will take into consideration the
following:

The evaluation team will choose the field study cases, free of restrictions imposed by
the Chinese administrators.

« The cases will be selected using stratified sampling, based on location, sector
and other criteria to be further discussed.

« The selected cases will include 50% of completed projects (20 projects) and
20% of ongoing projects (1o projects). Special attention will be paid to com-
pleted projects in order to be able to assess their effectiveness and impacts. The
selected cases will account for 35% of all projects and about 40% of all transac-
tions.

« The selected cases will be located in 15 of the 22 provinces in which oret/
MILIEV projects are being implemented. This will not affect the representative-
ness of the sample because there are only one or two projects in each of the
seven other provinces, which are geographically and economically similar to
neighbouring provinces where projects have already been selected.

«  With regard to sectoral distribution, cases will be selected from each of the
eight sectors in the programme. Between 30% and 50% of projects in each
sector will be selected as cases, reflecting the sectoral distribution.
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4.2 Research methods
4.2.1  Desk studies

During the desk study phase of the evaluation, the team will collect and compile
project documents and relevant data, and will conduct interviews with key stake-
holders. The outputs from the desk studies will be included as background materi-
als in the evaluation report. The main approaches of the desk studies are outlined
in the following paragraphs.

Archive research

The 86 oreT/MILIEV projects will be studied on the basis of the available informa-
tion in the project files in both the Netherlands and China. Archive research will
involve going through the files to obtain information about the different aspects
related to the evaluation questions listed above. The information and findings
from the archive research will be validated during the field study.

Data compilation

Data compilation will include the collection, sorting and analysis of data, as well
as setting up a database. The information to be collected will include data on the
distribution of projects among the eight sectors and across the four regions, and
the changes in these distributions over time.

Policy analyses
Relevant Dutch and Chinese policies will be studied by the two parties in order to
determine the areas where they converge and conflict.

As China is undergoing a period of great changes, many new policies have
been promulgated and existing policies have been amended. Some of these relate
directly to the use of foreign government loans. Others, such as foreign trade
policy, foreign exchange administration, industry policy, regional policy, etc., may
seem not to be relevant, but could have direct or indirect impacts on the pro-
gramme by various means. The analyses will cover different types of policies,
including macroeconomic policy, internal administrative regulations, agreements
between the two parties, etc.

4.2.2 Field study
The field study will be undertaken in the location of the cases selected. The pur-

pose is to collect information (opinions as well as facts, qualitative as well as quan-
titative) at the case level, focusing on the key issues and questions listed above.
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Before starting the field studies, the evaluation team will propose a detailed
interview procedure that will be applied throughout the field study.

4.2.3 Stakeholder dialogue approach (spA)

In order to gather a wide range of views and perspectives, to raise awareness and
to help create mutual trust among individuals with different viewpoints, the evalu-
ation team will adopt a ‘stakeholder dialogue approach’ (spa). An important aspect
of the spa will be two round table workshops, to which selected stakeholders, local
officials and ‘end users’ will be invited to participate in order to encourage the use
of the evaluation results.
The evaluation team will be responsible for the design of the rules and proce-
dure of the spa workshops. The purposes of the spa workshops are:
« to gather information from selected stakeholders;
- to test preliminary conclusions; and
« to inform stakeholders about the evaluation process, and to gather their views
and comments on the results.

5 REPORTING AND PRODUCTS

The products of the evaluation will be the following:
« Main evaluation report
« Field study report and desk study report
« Results from the spa workshops
« Annexes:
- glossary of key terms
- terms of reference
- additional statistical tables and background materials
- notes on the evaluation methodology
- evaluation process (procedures, persons interviewed)
- bibliographic references
- database of the programme
- the Policy and Operation Evaluation Department (10B)
- National Centre for Science and Technology Evaluation (NCSTE)

The main evaluation report will be produced in both Chinese and English.

The evaluation report will be officially presented to:
« Dutch parliament
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« National People’s Congress of China
Ministry of Finance of China
Ministry of Foreign Affairs of the Netherlands

Copies of the report will also be disseminated to:
« State Development and Reform Commission of China
« Ministry of Foreign Affairs of China

«  Ministry of Commerce of China

« Ministry of Science and Technology of China
« local financial administrations in China

« FMO

« end users

« suppliers

. related banks

« industry associations

« research institutes

« other stakeholders

6 ORGANIZATION AND TIMETABLE
108 and NcsTE will structure the evaluation as follows:

The Steering Committee (sc) will take decisions on the evaluation. Co-chairs: Ms
Chen Zhaoying, Executive Director of NcsTE, and Mr Rob van den Berg, Director
of 108. The project coordinators, Mr Han Jun (NcsTE) and Mr Hans Slot (108), are
appointed as members of the Steering Committee.

The Reference Group (rG) will provide advice and support. The following will
be invited to become members of the rG: Chinese MoF; sbrc; UNDP China/Khalid
Malik; rRNE Beijing; Fmo; Chinese expert (to be decided) and Casper van der Tak.

Team Leaders (rr) will organize the fieldwork and other studies.

The key moments in the evaluation, in which the rc will be involved and the sc
will take any necessary decisions, are as follows:

« design of the field/desk/case studies;

« preparation of draft field study reports; and

« preparation of the draft synthesis report.

The evaluation is tentatively scheduled to be completed in April 2005.
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Annex §

Desk Study

5.1

Contents of the project fact sheet

The project fact sheet is based on the documents from Dutch side, including:

Management Documentary Activity System (MIDAS) concerning content sur-
vey

Summary of the Netherlands Economic Institute (NEI) mission (appraisal)
report (on which am is mainly based; if present)

Appraisal memorandum

Appraisal remarks by Private Sector Department (psp) or others (if present; if
relevant)

Grant Agreement

Other (if relevant; for instance. ORET/MILIEV Review 1994-1999, draft and
final description of the project; information on training and technical assist-
ance (TA); FMo evaluation questionnaires, answers, etc., if present).

1 Preparation (application and appraisal)

Contents Description

Activity name The name of ORET/MILIEV project

Location The site of project implementation in China, general focusing on city level

Dutch supplier Who provided goods and/or services and was committed to the project.

ORET/MILIEV activity The main activities to be carried out stated in the commercial contract between the
Dutch supplier and the end user

Application date The date when the Dutch supplier first submitted the orRET/MILIEV application.

Execution time of activity The duration of implementation

Way of contracting The approach through which the commercial contract was settled, including private

tender, public tender, private purchase

Chinese organizations  Including the end user and the organizations with which the Dutch supplier made the

involved

contract (with contact persons if mentioned)

Contribution of Chinese  Activities relate to the project that was delivered by end user, such as local civil work,

end user

energy supply, etc.

Involvement of Chinese  Government or government institutions that participated in the project

government
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Contents

Description

Priority of Chinese gov-
ernment

Significance for trade
relations with China

Agent/subsidiary com-
pany
Direct output of project

Date appraisal
memorandum

CRs-sector

Dimension

Long-term objectives

Short-term objectives

Expected impact

Dutch/non-Dutch/local
content (%)

Results development test

Training

Contract with supplier,
signing date

Grant agreement, signing
date

Transaction amount/
grant amount/granting
percentage

Expected period of
duration

Conditions

Priority means whether the project was placed in the Chinese development priority,
and if yes do the project relevant to Chinese sector policy, local development plan, or
national development strategy.

What is the effect of the project in terms of promoting trade relations between China
and the Netherlands?

The Dutch supplier's agent/subsidiary company in China, who is responsible for some
activities related to the project, e.g. assembly, after sales service, etc.

The immediate products of the project.

The date the Appraisal Memorandum was approved.

The sector classification used by Development Assistance Committee (DAC) which
includes 26 sectors.

Dimension refers to research; poverty; forests; children; rural development; culture; na-
tive people; urban development; human rights/democracy; governmental/institutional
development; women & development; or basic education.

The goal to be achieved after the completion of project in the long run and more or less
relate to its impact.

The goal to be achieved after the completion of project in the short run.

The development relevance with regard to economic feasibility, cash-flow generation,
employment, environmental effects; technical suitability; continuation after finishing
the project; guidance of implementation etc. Information from the application on these
aspects is described here in case it gives more details than those already given in the
appraisal memorandum.

Dutch content, non-Dutch content, and local content separately refer to the percentage
of product and/or services sourcing from the Netherlands, the third country, and the
local in transaction amount.

In the appraisal four aspects of development — poverty, women & development,
environment, feasibility and sustainability — were tested. The result of the test may be
positive, neutral, negative, or not applicable.

Training stated in commercial contract ensures the technical sustainability of the
project.

Signing date of contract between the Netherlands Ministry of Foreign Affairs (MFA) and
the Dutch supplier.

Signing date of Grant Agreement (GA) between Chinese and Dutch governments.

The transaction amount is the total budget of the project, consisting the grant provided
by Dutch government and commercial part (non-grant part) on-lent from a Dutch bank.

The period starts with delivery of an ‘Order to Commence’ and ends with delivery of
‘Final Certificate of Completion’, both by the supplier

Conditions stipulated in contract with supplier and regard oRET/MILIEV objectives.
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Appraisal Memorandum: analysis and appraisal
The Appraisal Memorandum (am) contains the results of the appraisal mission
carried out by Dutch consultants, to assess six aspects of the project:

technical suitability and feasibility (fitting in of technology in Chinese existing
technology and used methods; if discussed)

economic feasibility/sustainability

financial feasibility/sustainability

poverty/social analysis

women and development

environment.

The desk study of am was formulated as follows:

Feasibility and sustainability

Technical suitability/feasibility
Financial/economic feasibility
Economic feasibility

Poverty, women and development, and the environment

Poverty / social analysis
Women and development
Environment.

2 Results (progress and ending)

Contents Description

Amount spent, grant %  Amount spent is the actual expense of the transaction.
Training Trainees and training causes involved.

Employment gain in the  Jobs created in the Netherlands, measured in person-years
Netherlands

Sequel activities with Follow-up activities with ORET/MILIEV support.

ORET/MILIEV support

Other seque

| activities ~ Other follow-up activities without ORET/MILIEV support.

Fcc signing date Final Certificate of Completion (Fcc) is an agreement on acceptance and transfer of

activity signed by the end user and the Dutch supplier.

Dutch/non-Dutch/local ~ The actual percentage of transaction amount sourced in the Netherlands, the third

content (%)

End result

country, and locally.

The final consequence of project, concerning execution of transaction, development
relevance, sustainability, and controlling actions. The result may be positive, neutral,
negative, or unknown.
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Contents Description
Evaluation executed/ The evaluation was carried out usually by the Netherlands embassy in cooperation with
planned China.

Actual length or duration This is calculated as the period from the starting date of activity’s implementation to the
of activity date at which activities according to the contract are finished, usually the date on which
the Fcc was signed.

Administrative length or  This is calculated as the period from the date of application to the date on which all
duration administrative activities are finished.

Progress report

Under the terms of the oreT/MILIEV Regulations, the supplier is obliged to pro-
vide narrative and financial reports on the progress of the transaction every six
months, on 1 March and 1 September. It may be brief, but it must provide a clear
and comprehensive picture of the progress of the transaction, in both practical and
financial terms. In the desk study, this section provides such progress reports that
include information concerning the progress made, the obstacles encountered,
any delay or acceleration in the speed of the implementation process, anticipated
progress and a breakdown (as detailed as possible) of anticipated expenditures,
especially of the grant element.

Notes

« In case in the application phase, the appraisal phase or the execution phase
things may happen that stall the proceedings, the delay and the causes for it
are mentioned.

« In case differences arise between the amounts mentioned in the Appraisal
Memorandum, those in the Grant Agreement and /or the expenses, these dif-
ferences (with causes) are mentioned.

5.2 Basic information about the ORET/MILIEV project

The basic information about the oRET/MILIEV project is on the basis of the end
user survey through which end users provided basic information.
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Basic information of ORET/MILIEV project

Project number

Project name

Location

Sector

Name of end user

Nature of end user

Industry supervising institution

Transaction amount (EURO)

Grant amount (EURO)

Grant percentage (%)

Chinese matching funds (RMB Yuan)

Address of end user

Linkman of the project

Telephone

Fax

E-mail

Dutch supplier

Agent/subsidiary company of Dutch supplier

Purchasing company

Chinese on-lending bank

On-lending category

Phase of project’s implementation

Note
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Annex 7

Checklists for Local Workshop and End Users

7.1 Checklist for local workshops

(Questions for workshops attended by local officials /institutions/end users)

1 Please introduce the background of introduction of Dutch Government Loan (including reasons, channels,
and ways to use Dutch Government Loan).

TG | BE S BUR BRSO 5t (RIS SR, 74

2 How did you learn for the first time about ORET/MILIEV Programme? What do you know of the characteris-
tics, application procedures and regulations of the programme (such as grant, on-lending, tied conditions of
purchasing, commercial non-viability, price of equipment, appraisal and approval procedures of the Dutch
authorities).

TEAT AR GRSV R 2 BURF LR 2 S 5 U BRI AR AR R BRI 1 T AR dunfe 2
C B, e DR SRR FEAS AT PE, B A% ST PP AR AL HERR 55

3 What are the managerial roles of the local Development and Reform Commission and Finance Bureau in the
initiation, application, appraisal and approval of foreign government loan project?

FEANFBURF DRI FIST IR/ Bl /PPt /e e R, 7 R eI T O A4 T AR T BHIPURE ?

4 Inwhat ways are the local authority (industry/sector management) or related organizations/institutes involved
in the management/implementation of foreign government loan projects?

HBBORATV S R S I ARSCRURA/ B e 2 B N EBORF SR H AR B/ S 2

5 Have you encountered any difficulties/problems in the process of the application? Do you think the applica-
tion procedure is reasonable or not? Why? Which step of the application do you think was the most difficult or
time-consuming, and why?

FEIH (AR LR, 2 B B R VRN AR R A B DA AT AR R e —
AN BOFEI A B LU R A4 2

6 Compared with other countries’ government loan programmes (if you have had the experience), what do you
think about the application/management procedure of oRET/MILIEV Programme? And do you have any sug-
gestions?

EHe MAMBUR B IAR L R AARAT LT T2 OB ARG 5 Ar 22 BAURF DR I R/ R b 1 ] R
A2 PRAT i AR
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What would happen in absence of the funding from oreT/mILIEV? Would the project be stopped or post-
poned, or still continuing? If yes, how would it be implemented?

TBCBESAT i S BURT PR B IS, A2 g v B e e St ? sy m] e S et e A
Tti? W) TSRO0, 3 ST St

Was the ORET/MILIEV project listed in the development plan of the local/central government? Or was it re-
lated to other governmental development programmes/plans? Did the project have a demonstration function
at local or national level? Is the project in line with domestic industrial development policy? Please indicate
the comparison results between the project and a similar local/national project in terms of economic scale, or
technology level.

T BURF B0 FE A5 PN S BURT/ H RBURF S R R ? sl g I/ RIFHSE 2 580 H £ 243
ST ARV ? TR 75 1 FE NI A REBOR? FF AR B ZIH (R, BEAKCP-5 P s 4 )
IR AT K P

During the implementation of the project, are there any impacts on the project due to the changes of Chinese/
Dutch management authorities or loan policies? If yes, please illustrate. How do you view the new policies in-
troduced by the China’s Ministry of Finance since 1999 (for example, three categories of on-lending of foreign
government loans, project bidding, etc.)?

FESUHPAT ILRE R, 77/ 4 75 BN LA AR S A R DSBS SR A AR Ao 30 PR S ™ 1 IR S 2 17525 4]
VL. ARUHT A FAFECEL9994E LUS IR LPrBRE (U SMEEURT G ST RO 2R, Hib555) ?

Is the project implemented according to the planned schedule? Has the project achieved its targeted tasks
and objectives? Has the loan been repaid or will it be repaid on time?

TH R R EHIT? RS TG RS ER? SEFCL TR EE?

How was the cooperation between Chinese and Dutch counterparts/partners (including end user, purchasing
company, supplier, on-lending bank)? Were any difficulties/ problems encountered? If yes, how were these
difficulties/problems resolved?

AR CELERIH P, SR AT BN RS 4 DYHUA T 45 L SN IRD IS E BB 2
IBENLA T ATDE? Qg pk?

Do you think the oRET/MILIEV Programme could provide better technological support? How do you view the
outcome of technology training courses? Are you satisfied with the field services provided by Dutch techni-
cians? Do you think the products/spare parts provided by Dutch partner were adequate and timely?

LA L BURF DRI 3 R TRESRAG AR SRS ? BORFRIRCRAT? 47 BOR N REIIUAHSS 1
FURL? PR TR ST R AR SN RS BRI i /25 12

Has the oRET/MILIEV Programme had a positive influence on the local partner or end user's management
mechanism, operation idea, or competitiveness? Is it possible to promote the introduced equipment, technol-
ogy, management expertise locally or nationwide? Please illustrate with examples.

R 2 BUNSEIOE T RERT 2 M0t [ R RV B LR 28 A, SE 4P me 0 LW ? J 5 [ L B
PPRBER HRL AT BRERG A7 L2 oA vl BEAEIRIAHES N 2 T 28 e,
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Who are the main beneficiaries of the project, and through what approaches are they obtaining these benefits?
Has the project facilitated improvements in local social, economic and living standards? Please illustrate with
examples.

I H I E 2 2 RIS, S ad )y AORTA? IR et 72 ibrt o, 285, ST S ik
I

During the implementation of project, have the local authorities and/or end users received any complaints
regarding negative impacts of the project on the environment, poverty, or gender equality? If so, please give
examples.

FETTH RS R, = HBBURT/ S5 H S A3 B 5 IS/ AR TR/ i Lot it
VR WM, 1A

Has the project created direct job opportunities, and if yes, how many? Has the project created indirect job
opportunities, and if yes, how many? In what sectors/fields have the indirect employment opportunities been
created? If possible, please estimate the number of indirect jobs created.

LI H A RS A SN T 2 NB /2 R (R e e 2
IR L TRy slABUs 2 T mT R TR VT R TR AL

Will the technical staff be able to operate the equipment independently when the project is completed? Can
the project be managed and operated in accordance with the design requirements/technical standards? Is the
project generating sufficient revenues to cover salaries and operating costs? If not, is the government willing
and able to make up for the shortfall?

BHTERG, BRN R ATRER AT A e ? DU TR B BRI T IR ) BERLSAT? HTH
LPFRURIREN PEFFIER I TR ITSCNISAT B ? WIARE, b BURT I sl RE I BT s fy, e
I H I #i?

Could the project increase the competitiveness of Dutch companies in Chinese markets? Has the project led any
extra exports for Dutch companies? Has the Dutch company established a new joint-venture/sales network/rep-
resentative office in China due to the implementation of this project?

TUH R AR TAT 5 vl b i HAE R T 5400 2 S e T T2 AR I H Z AN I ?
I H RIS, A0 5 vl A G075 T B Al /T TR R I/ ST AR AL?

Are you considering further cooperation with this Dutch supplier or other Dutch suppliers? If yes, would it be in
the same or a different field? Would you consider applying for a Dutch government loan again?

5 TR A A g = BB R s LA = Al D SRR ? W e AR, TP SRR
AU FA AR 2 1A HE 2D M =S BRF DR R A ?

Do you have any recommendations or suggestions for either the Chinese and Dutch sides about how the man-
agement of the oRET/MILIEV Programme could be improved? If so, please explain.

AR P R > JBORF U] S > BN DERAT i ? A, TR HAR A
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7.2 Checklist for end users
(Questions for the end user on site)

1 What are the most attractive characteristics of Dutch government loan (oreT/miLIEV)? Why did you apply for
it?

T B R/ SR/ LM A5 B BORF BER 2 M s /At 42

2 What would happen in absence of the funding from oreT/miLIEV? Would the project be stopped or postponed,
or still continuing? If yes, how would it be implemented?

DS i 2 BOR LRI SR, 1200 E I T 2 B IR S ? B GRSt ? Wngkast,
Hga 207 A Si?

3 Do you find acceptable the condition that 60% of the transaction amount should be sourced from the Nether-
lands? At the time the contract was signed, do you think that the price, including the grant, of the equipment
and/or service supplied for the project was higher or lower than the international market price (for the same
model, quality and service)?

T BURF DSR2 1 (ORI AT ) KA il LIEA2? Ly FRBii A A AT EL (e 25 18 A ) — I
/AR S /AR SRR ), 7 BT RS IR B/ M5 i 2 5 2

4 Did you encounter any difficulty/problem during the application? Is the application procedure reasonable or prac-
tical? What was the longest step during the application? Compared with other foreign government loans (if you
had the experience), do you think that the procedures for obtaining a Dutch aid loan are simple or complicated?
TEIUH AT R, S A S5 P2 PR AL TRk A B2 DR i el R P — I BB e 12
e ANBURF DR IATIEE, A7 22 IBORF B H R/ SRR P ) ) SRR B I 2

5 During the application, were there any differences in the appraisal criteria used by the Chinese and Dutch authori-
ties? If yes, what are the main differences? Furthermore, does the criterion of commercial non-viability of Dutch
ORET/MILIEV projects conflict with the appraisal criteria used by Chinese on-lending banks?

AT IR, ROy A7 B LR KPP A AR AR SRR 15— 27 DR AL T ?
M LBORBEIRUE ) FATIAT IR S e AT I PP AL bR 15 A 22 5 2

6 Wasthe ORET/MILIEV project listed in the development plan of the local /central government? Or was it related to
other government development programmes/plans? Is the project in line with domestic industrial development
policy? Please indicate the comparison results between the project and a similar local/national project in terms of
economic scale, and level of technology.

LI AT HUN A HBURE/ SR BURFI A SR ? sk R E TR AR ? TS A7 O Al A R
K2 IF2EGIBIIZ I FRURE, SRR [ A s ) 28 Dt F AR LA R R

7 What do you think of the new policies introduced by the Ministry of Finance of China since 1999, which divide the
on-lending of foreign government loans into three categories? Is it reasonable? And do you think the regulation
can enhance efficient management?

19995-LUE, WABCIRIK AN EBUR BE A THE 5220 R0 T 1% GRIRAD i & 2?
ST REMEHE DR A AL PR
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Do you have Chinese matching funds for this project (self-funded and/or other sources of financial support)?
If yes, please indicate how these funds are being used. Moreover, will the commercial part of the transaction
amount be repaid on time? Who is the warrantor? If you are not able to repay the loan, what would be the prob-
lems and causes?

T H A O RO </ U SNEBURT B B4 ? W, A HIAENREE DT 1 ? Bk,

PEIOL TRENGHINEAL? WELIRLRN? IANREIERBAL, RS A2 A2

Did you encounter difficulties in the process of finding a warrantor/on-lending bank? How did you cooperate
with the on-lending banks?

T SRR IR/ e YT e R, R A B A ? ST KA TR 2

When the Ministry of Finance of China adopted bidding policies, did you think that has had an impact on the
Chinese purchasing company and the Dutch supplier?

PRI BRI B 20 FE AR AR A T 77 BRSRI 2] /47 (R B R ™ BT R ?

How do you cooperate with purchasing company?

T BRI A B S AR RS L AT ?

During the implementation of the project, how did you cooperate with supplier? Have you ever had contract
conflict with Dutch side? If yes, please explain.

FEIH SRR, SRS AR OLIT ? XU 5 A B ARy ? i, .

What kind of technical training has been provided by the Dutch supplier? Has the training improved the capabili-
ties/levels of managerial, technical and working staff? How many persons have been trained either in China or
abroad?

IR FAE S PRI TR IR B2 Bl frbdm TR/ RN 2/ TR
T H S AR AR S M I N B 2 20

Did the Dutch supplier send technicians to provide support on site, as specified in the commercial contract? What
were the content and form of services? Was the end user satisfied with the service? Did the Dutch supplier provide
spare parts promptly, as specified in the contract?

T R A TFIR AN RBEUASS? W5 AT I AR IS5 A 2

T i RS AL ] SN o it/ 25 12

Were there any difficulties/problems when the imported equipment was brought through customs (related to the
Chinese policy of tariff exemption)? If yes, please explain.

LEBERBE PRSI HARN BRI LA R G E A S BB 5 e 1 1 3 ] A s A e 2

WA, A

When utilizing a foreign government loan, do you think it will influence the managerial mechanism, operations,
and competitiveness? If yes, please give examples.

FIISNE B ST RERT I HA7 A B 124777 SONSESRE S0 S5m0 7 128 5]



17

20

21

22

23

24

Annex 7 | 185

Has the equipment, technology, managerial style, and other experiences of the project been disseminated to other
organizations? Have other Chinese organizations shown an interest in the project? Have you ever heard that the
project has been replicated elsewhere in China? If so, where? Do you have contact information?

WIH BT e SR, A5 B UM E 200 15 L2 oo A7 T REAE FEI N9 A6 2 15 10
AREY G AR AT AL fTARE) 2 R RO RO e 77 0

Who are the main beneficiaries of the project, and through what approaches are they obtaining the benefits?
Has the project facilitated improvements in local social, economic and living standards? Please illustrate with
examples.

ITH 32 37/ P L Am e, 852 23 )5 SR A TR A et 7 toit o, 260%, Aim i 25 i)
e R

During the implementation of the project, have the local authorities and/or end user received any complaints
regarding negative impacts of the project on the environment, poverty or gender equality? If so, please give
examples.

FET ISR RE A, BT/ T S 72 B S IR S sni/ AR5/ I Lo el K 5
VR? WA, T EIA.

During the implementation of the project, have there been any impacts on the project due to the changes of Chi-
nese/Dutch management authorities or loan policies had an impact on the project? If yes, please illustrate.

T HPRAT LR, R/ e B AL AR B LR DS SRIBOCR AR AR H PRSIt =2 W58 2
TSI

Has the project created direct or indirect job opportunities, and if yes, how many? Among these, how many for
male and female workers? Has the project created any indirect job opportunities, and if so, how many? In what
industrial sectors/fields have these indirect employment opportunities been created? If possible, please estimate
the number of indirect jobs created.

I TR B SN T LR 2 NH 22 /7 Serp PRI AR A 2 b R hE R
PEHERIEAIY? T AT SR b sl ? S v RE, 1 oI A s A

What are the design and actual production capacities of the project? Who are the main clients/users of the
project’s products and/or services? Did the quality of the Dutch equipment and/or services meet the design
requirements?

IH SR, A2 RMILEBE )1/ BT SIsevt A B8 )1/ AT L, SEBREHLA AR ? 12350 H ™ H]
JYRGERT GIAT A2 B A B s 5 B AL AR IR B TR ?

Is the project being implemented according to the planned schedule? Has the project achieved its targeted tasks
and objectives?

TEH A R FESAT 2 2 A SEBL T RUE S5 M H be?

Will technical staff be able to operate the equipment independently when the project is completed? Can project be
managed and operated in accordance with the design requirements/technical standards?

H SR, BRN GUE T REM AT MR AR e ? DT R TR B T EREAT IR (5 BEAEAT?
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Is the project generating sufficient revenues to cover salaries and operating costs? If not, is the government will-
ing and able to make up for the shortfall?

IO 22357 280 RE AT AEFFIE RS I LTSRS AT ? IANRE, BUR 2 IR s R T 5 G 50hF,
GARIZINH )5 B3 ?

Are you considering further cooperation with the Dutch supplier or other Dutch suppliers? Ifyes, would it be in the
same or in a different field? Would you consider applying for Dutch government loan again?

77 I B A A A S R e A S AR P A RRIR ? WA AR R, A A AR
SR AU ? AT HE DA LB S i ?

Has the project increased the competitiveness of Dutch companies in Chinese market? Has the project generated
any extra exports for Dutch companies? Has the Dutch company established a new joint venture/sales network/
representative office in China due to the implementation of this project?

IR AR T T A s AT E A TR RE )/ 384 )0 R T i 2~ el I H 2 AN
HE? I RS, 7 A m e AR FE G A R A w] /ST TR B 4/ BT TAGRAL? IR TR L
L, W

Do you have any recommendations or suggestions for both the Chinese and the Dutch sides about how the
management of the ORET/MILIEV Programme could be improved? If so, please explain.

ARORT PEERT  BORF AT SO S U BT B LA A T s? ey, i AR A
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Questionnaires to End Users and Dutch Suppliers

8.1 Questionnaire to end users 1 2 F i £ 0] 45

Project name:
Project No.:

1 Who got the first idea to initiate the project? (Check one)
SEHEESE AR ? (k)

O Purchasing company [0 End user O Supplier O Government [0 Other, please specify
I WA ] BURFHRT e, il

2 Who are the main beneficiaries of the project? (Check one)
SN H A2 i de K2 (L)

O Purchasing company [0 End user O Supplier O Government [ Other, please specify
PRIFAT] WA T ORI e, Ui

3 Have you ever applied for a foreign government loan before you applied for this project? (Check one)
BREARLAEAR I 2 By HA I AN BOR PERS? (i)

O No O Other foreign government loans, from
BeA HI I S AN BOR B A

O Dutch government grants/loans
H A 22 BRI/ B

4 Why did you apply for a Dutch government grant/loan? (Multiple choice)
SREANLASYCA AR S U/ S0 (i)

O Dutch technology has a leading position in the O Dutch equipment has a leading position in the
world world
R Es e N e i i IR b4t st

O In need of capital O Cooperated with Dutch supplier before
[y s X LA A ARl

O Preferential grants/loans term O Other, Please specify:

T BURFRII /ST AL Heg, vl
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5 What were the most important reasons why you selected a Dutch rather than a Chinese supplier?
(Multiple choice)

SRR AT AR T SR A AL BERT? (2h)

Dutch technology/equipment has a leading position [ Quality/price ratio of equipment of Chinese sup-

in the world plier is relatively lower

T 7 (AR /B FE bR 40k /5 6k T BESTRT A I RE MRS AR I

In need of Dutch government grants/loans [0 Cooperated with Dutch supplier before
AT BUTI/ Bk HRREXICT AR & AR

Other, Please specify:
e, i

Would the project have been launched without the support of the Dutch government facility?
(If no, please go to question 8)
USRBA T A BURNIE/ SEHINSRE, IH SHATE? (WERIERE “Ae”, Wikl Es. )

Yes, with the same Dutch supplier O Yes, with a Chinese supplier
ES BT R N RSN eI FE B R St

Yes, with a different Dutch supplier O Yes, with other foreign supplier
S e R LA RSl SRS B R S
No O Other, Please specify:

5 g, il

If yes, in which way would the project have been implemented? (Multiple choice)
LUE S g [ CIE2 S REE ) T | E FAS bR DN 7L i LK T € 1)

With local moF funds O With local bank loans
eSS lib O e R S I ARAT TR St
With other foreign government loans O Would be implemented a few years later
SR HA SN EUR GE5 WIS LA, BTt
No O Other, Please specify:
NSl Heg, U

8 Did you consider using a combination of the supplier and government loan from another country?
(If no, please go to question 10)

D2 R M P At 7R B G539 R L R 1 B o it 1t g

(RN “ 157, k210, )

O Yes O No
= i
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9 Ifyes, why did you choose the Dutch government grant/loan finally? (Multiple choice)
MR AR R, AT A I A T S BURIS/ ST B 2B 2 (k)
O Dutch technology is better O Dutch equipment is of better quality
T LIRS T B
O Dutch grant/loan conditions are more favorable O Dutch equipment is less expensive
LB/ ST S AR A2 FIBER MR ARG
O At the suggestions of the Chinese government O Other, Please specify:
WEA T | Y IBURF IR e, W
10 Please rate the degree of difficulty of some key processes during project application.
RN HRIEING /GG RE R K LA G BEFR 5 RSt XE S R B4 T 1 E A
Key process Very Difficult Difficult Easy Very easy
R AEHE A G3p: ke AHR )
1 2 3 4
a Domestic government approval O m} O O
T SRAH P BUR LI v
b Bank on-lending process O O O O
INRATHE YT
¢ Dutch government approval O [m} O O
S BN T R
d Negotiating and signing the contract with supplier O O O O
LSRR IE AR A1)
11 Please rate the degree of time needed of some key processes during project application.
ORI/ ST R K LA SCBEFR TR BRI I IR B 2 T 1T
Key process Very time consuming  Time consuming ~ Fast  Very Fast
KA AR AER KRS WA AR
W
1 2 3
a Domestic government approval O O m| O
T A FE N IBUR L0 S e
b Bank on-lending process O O m] O
TN T AT T4
¢ Dutch government approval O O ] O
BRI L
d Negotiating and signing the contract with supplier O O [m| O

SRR AT IE AL A 1)
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=

2

Has the project been implemented according to the contract schedule set by you and the supplier?

(If ves, please go to question 14)

I A S 5 L B R A TR K B P SR 2 ClnRImlas <, bR 14, )

O

Yes O No
£ E

&

If No, please select the three main factors that have negatively influenced the implementation of the project.

(Check three answers)

DA AN 57, A3 R STt = TSI ER ? (FRIES A

The contract has deficiency
BRI AN 5E35

Insufficient institutional capacity of the end user

T H AP BT BE AN

Insufficient Chinese matching funds

IR AT

End user failed to finish the civil construction work
on time

Tt ] B A BE A B2 N 8

The project was not put into operation
T eRE S it

O

O

Delay of equipment delivery
PRI B AT ALY

Equipment model/types chosen improperly

BHIE AN IE

Installation & debugging by supplier not completed
according to the contract

CiaERre Sl invev S Sy Eib SN

Communications between both sides insufficient
and not in time

IR YHIEAN B, ANFE5)

Heg, i

14 What problems or difficulties did you face during the on-lending process? (Check one)
CEFRAHRAT A TRAT PR R R, b i p L ORI e (Fgk)

O

On-lending bank suspected the capacity of end user [ Commercially non-viable project is hard to pass

HTHRA T MBI SR IR ECRE )

End user is unable to acquire guarantee

T LU A AR

on-lending appraisal of the bank
IS5 ANTIAT I AR ME R S BRA T G A

Other, please specify:
e, iEH:
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15 At the time the contract was signed, do you think that the price, including the grant, of the equipment and for
service supplied for the project was higher or lower than the international market price (for the same model,
quality and the same service)? (Check one)
UK R GRS TR AL, AR I P S s A I 5 N A AR T 5 RIS R i L R
RIS [T A et/ A5 RO AS AT LR Al et (i 12
30~40% higher 20~30% higher 10~20% higher Less than10% higher Equal
1H130~40% H120~30% TH10~20% 10% A T Wk AR
1 2 3 4 5
O O O ] (]
Less than 10% lower 10~20% lower 20~30% lower 30~40% lower Other, please specify:
fk10%LA N fik10~20% fk20~30% fik30~40% e, i
6 7 8 9 10
O O ] ] ]

16 How many training courses did the project hold in China and in the Netherlands, and how many trainees were
involved in total? (One answer for a. and one answer for b.)

T ETE R 2 BRI R BRI A A 2 /07 (a, b&IE

a Trainingcourse [ Once O Twice O 3times [0 4times [ stimes [ Other, please

FARBRIN UKL 174 2K 3K 4k 5K specify
Hee, i
b Total numberof O 10 O 20 O 30 O 40 O so O Other, please
trainees specify
HIPER A e Wi

17 To what extent has the project affected employment in your organization? (Check one)

It ST 5 A A IR T A M7 (L)

O Employment decreased by ____ workers because of new technology adoption.

M HrEORRIN I, 2 TS B sk T 4

O Employment increased, including new male workers and new female workers.

AT R, FHE R T 4, LR T 4

O Employment did not change
DT HCR B AN

18 Do you think that the skills of workers/staff will have been improved when the project is completed?
TN I E 5 RN 53 TR /B g T2

O No O Yes _ % of skilled workers have been increased when project is finished.

i et TR H SN BT e AR B T
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19 Will your technicians be able to use the technology and equipment without outside help and assistance
when the project is completed? (Check one)
UTEANER YR, I STRIE, ST ARN ARER SIS IR BB D7 (D)

O  Very much O Much O Not much O Notatall
seanl AL FATTL SEARATEA

20 Please indicate your satisfaction with the each of the following services provided by the supplier?
(One answer for each of a-c)

FHPOR B R AR AR IS AN RE P N T T TR EE? (a~c #3E

Service Very satisfied Satisfied Unsatisfied Very unsatisfied  Not applicable
Jikgs A AR W AN AR AN H]
1 2 3 4 N/A
a Maintenance O O O m} O
Yi1e
b After-sales service O O O O O
ks
c Spare part provision O [} O m} O
FRCAFHERNY

21 How do the commercial part of transaction repay? (Check one)

T FELE LT HEAT BRI (k)

O We have completely paid off the loans by ourselves
HT A A AT 45T

O We are repaying the loan according to the schedule
A AT A A R, AR
O The guarantor has paid off the loan because of improper project implementation

T I AREIE R BT, SHARCAU 7 T2 a1k

O The guarantor is repaying the loan because of improper project implementation

M I ANRELE S AT, HATIEAE ARG UL T 50 e

O Loan will not be repaid
ANEIER

22 Has the project received any protests or complaints from local authorities or residents about any of the following
issues? (One answer for each of a-c)

AT ARIEPAT IR, DE TR TR 91 RS2 25 2 A LA/ fo BB AR B 2

a Environmental deterioration O Yes O No O Don't know
PHONEEAL P 17 ANGNTE

b Increasing poverty O Yes O No O Don't know
LI PN Z i ANGITE

¢ Inequality for women O Yes O No O Don't know

BRI gy P i ANIIE
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23 To what extent has the project achieved, or is likely to achieve its objectives? (Check one)
T A e H AR S 28 skn] RESEIL 2 (FLik)

O Fully achieved O Partly achieved O Not achieved O Likely achieved [ Unlikely achieved
R D7) ST D ARSI Fivt AT ASEEL T ARSI

24 Please rate the impacts of the project on each of the following areas.
(One answer for each of a-g. If the area was not an objective of the project, please check ‘not applicable’)
SN AT T FAR AR T AR00? (a~g &k —, WAIANANG EATH, 17550

Area Strong negative Negative Positive Strong positive Not
FSES effect effect effect effect applicable
AHWIER WS B ERBE ek
1 2 3 4 N/A
a Poverty | O O O O
#
b Women O O O | |
A
¢ Employment O O O O |
N4
d Environment | O O a O
e Capacity of end user | O O | O
PR JE
f  Sector technology development O O O O O
I BA S e
g Sino-Dutch trade relations O O O O O
RCEZ PN

25 Has the project generated any of the following replication effects?
(One answer for each of a-d, and if yes, please specify the number in the following blank)
T F RIS it 242 7R TR BN ? (a~d 3o ERIMIES, 7, W . )

a Introducing experiences to other agencies O No O Yes _lnstitutions
SHAMISU SRS 21 T R i R WK AN

b Asimilar project is being carried outinthelocal O No [ Yes  _New projects
area/sector w 2 ST ASHEH

IS /A PRSI T AT H

¢ Continued cooperation with the supplier O No O Yes _New cooperation
W H S TR T TR S/ 1 R’ T T AR
d Supplier carried out new projects in China O No O Yes _New projects as you know

BT AE PR St R H i K TR ST ANEIH
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26 Will the project be able to operate independently when the Dutch government loan is repaid? (Check one)
T H G RIZARS, DA (D) il DSz A7 g2 (k)

O  Very much O Much O Notmuch O Notatall
SEATIL L SEATTL SEAARTTLL

27 What do you think are the three most important objectives of the ORET/MILIEV Programme? (Check three)
TN T B 22 B8/ Sk vt Rl AR P = A e e (R34S

[0 Boost the development of China economy O Promote Dutch exports
b EZEG kR )= Al

O Increase trade relations between China and Netherlands O Improve the environment
PEBERES) i P I B2 0 A S BieEIN

O Enhance employment O Poverty alleviation
Pl MR

O Improve the status of women

Pl Lot

28 Space for additional comments, opinions and suggestions:

TR 2 BURFIR/ DL RIS RBE AT A 2 AR B L, T 5. (UIERFTEE, AR Bt

8.2 Questionnaire to Dutch suppliers

Project name:
Project No:

1 In an application was made for a Dutch government grant through the oRET/MILIEV Programme for
the delivery of equipment /services by your organization to the end user. Is this correct?

O Yes O  No, please specify

Further questions refer to this oRET/MILIEV project.

2 Who got the first idea to initiate the project?

O Purchasing company [ Enduser [ Supplier [ Government [ Other, please specify
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3 Who was your major competitor for the delivery of equipment for this project?

O Chinese supplier O A foreign supplier with a government loan from

O A foreign supplier without support from a O Others, please specify
government loan

4 Compared with your major competitor, what were your main strengths and weaknesses?
(Please provide a maximum of two ‘strengths’ and two ‘weaknesses’)

Product’s Knowledge of the Price Quality Operating costs
reliability Chinese market
1 2 3 4 5
Strengths
Weaknesses

5 Do you think the ORET/MILIEV Programme condition that 60% of transaction (40% in the case of ‘services’)
value must be purchased from the Netherlands is reasonable?

O Yes O No

6  Please rate the degree of difficulty of some key processes during project application.

Key process Very Difficult  Difficult Easy Very easy
1 2 3 4

a  Government approval China O O O m]

b Funding of the ‘non-grant’ part O O O m]

¢ Dutch government approval O O O m]

d Negotiating and signing the contract with the end user O O O O

7 Please rate the time needed to complete some key processes during project application.

Key process Very slow Slow Fast Very Fast

1 2 3 4

a Governmental approval China O O O O

b Funding of the ‘non-grant’ part O O O O

¢ Dutch government approval O O O O

d Negotiating and signing the contract with the end user O O O O
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8 Has the project been implemented in accordance with the contract between your organization and the end user?
(If yes, please go to question 10)

O Yes O No

9 Ifno, please select a maximum of three factors that have negatively influenced the implementation of the project.

O Contract has deficiency O Delayed equipment delivery
O Insufficient institutional capacity of end user O Equipment model/types chosen improperly
O Insufficient Chinese matching funds O Installation and debugging was not completed by
the supplier according to the contract
O End user failed to finish the project infrastructure O Communications on both sides insufficient and not
on time in time
O The project was not put into operation O Other, please specify:

10 At the time the contract was signed, do you think that the price, including the grant, of the equipment
and/or service supplied for the project was higher or lower than the international market price (for the same
model, quality and the same service)?

30~40% higher 20~30% higher 10~20% higher Less than10% higher Equal
1 2 3 4 5
O O O O O
Less than 10% lower 10~20% lower 20~30% lower 30~40% lower Other, please specify:
6 7 8 9 10
O O O O O

11 How many training courses did the project hold both in China and in the Netherlands, and how many
trainees were involved in total? (Please provide one answer for both of a and b)

a Trainingcourses O Once O Twice O 3times O 4times [O stimes O Other, please

specify
b Total numberof 0O 10 O 20 O 30 O 40 O so O Other, please
trainees specify

12 Has the project influenced employment in your organization?

O Employment has increased by person-years.

O Employment did not change
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13

Were you satisfied with the cooperation with the Chinese end user?

O

Very satisfied O Satisfied O Unsatisfied O Very unsatisfied

14

In which year did your organization first enter into the Chinese market?

In (Please fill in)

)

To what degree has the ORET/MILIEV Programme helped you to operate in the Chinese market?

O

Very high O High O Small O Verysmall

16

Did your ORET/MILIEV projects result in Chinese follow-up orders for your organization?

No O VYes, __ neworders with atotal valueof ________ Euro.

Have you established a permanent presence in China? (If no, please go to question 19)

No O Yes, a representative office
Yes, a fully-owned enterprise O Yes, ajoint-venture enterprise

Other, please specify:

If yes, is this an outcome (either direct or indirect) of the ORET/MILIEV Programme?

O Yes O No

Has any Chinese oRET/MILIEV application submitted by your organization been rejected by the Dutch
government? (If no, please go to question 21)

O Yes O No

20 Ifyes, please explain the main reasons why it was rejected (a maximum of three reasons)

O The project was commercially viable O The final contract was not signed

O Insufficient technical and managerial capacity of the [0 Chinese banks refused to provide the ‘non-grant’
end user part of the agreement

O The project did not comply with Dutch environmen- [0 Other, please specify
tal policy

21 Have Chinese organizations approached you for more information about the ORET/MILIEV project?

O Yes O No
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22 Ifyes, please specify:
23 Do you know of any Dutch supplier who has obtained an order from China as a spin-off from the oRET/MILIEV
project? (If no, please go to question 24)
O Yes O No
24 Ifyes, please name the project(s) and/or supplier(s) below
1
2
25 Do you believe that foreign competitors derive more or fewer competitive advantages from their countries’
government loan programmes than your organization derives from ORET/MILIEV?
Many more advantages than us O More advantages than us
O Fewer advantages than us O Far fewer advantages than us
26 What do you think are the three most important objectives of the ORET/MILIEV Programme? (Three choices)
O Development of the Chinese economy O Promotion of Dutch exports
Promotion of trade between China and the O Improvement of the environment
Netherlands
Increase of employment O Poverty alleviation
O Improvement of the position of women
27 Space for additional comments, opinions and suggestions
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Ensuring that evaluation practice responds to changes in
international cooperation is a continuing challenge. Most
evaluations of development aid programmes are still led by
donors and are carried out to satisfy their own requirements.
The donor initiates an evaluation, decides on the terms of
reference, sets the agenda and appoints the evaluators. In
view of this, it is hardly surprising that recipients have thus
far shown little interest in evaluations.

This joint evaluation of the ORET/MILIEV programme in China
has been a truly joint exercise, based on a strong donor-
recipient partnership. The two evaluation services, NCSTE and
|OB, have established an appropriate governance structure
and a number of mechanisms to ensure joint responsibility
for the whole evaluation, in which the recipient country
leads the process, supported by the donor. It is believed that
this evaluation, and the publication of a joint report, is a
rare example of effective collaboration between donor and
recipient in the field of development evaluation.
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