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over the next few years but significant change in the
Structure of the programme can take place only gradually.

3 The Group recommends that political commercial and
industrial objectives should receive an enhanced emphasis
alongside developmental objectives. It also recommends
that we should seek to restrain the growth of our multi-
lateral aid commitments (which include of course those

to the European Community -Fund.)

4, The subsidiary reviews which the Report supports - on
technical co-operation, small programmes and on policy
towards the Commonwealth Development Corporation - are in
hand.

B There is another paper relating to earmarking provision
for projects of special industrial and commerical value,
outside country allocations of aid.

6. I am generally content with the recommendations in the
report. I understand that those Ministers most directly
concerned with aid policy also agree with them.

s Accordingly, I invite my colleagues to agree:-

(a) that the recommendations in the report should
be adopted as the basis for our aid policy;

(b) that the report should not be published;

(c) that a new White Paper should not be prepared
but that a parliamentary statement be made,
a draft text of which I am circulating separately.

FOREIGN AND COMMONWEALTH OFFICE
7 FEBRUARY 1980
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REVIEW OF THE OVERSEAS ATD PROGRAMME

REPORT BY THE OFFICIAL GROUP ON OVERSEAS AID (MIsC 17)

INTRODUCTION

1s The Group was established "to examine the policies governing the aid
programme in relation to developmental, political, industrial and commercial
objectives and to make recommendations". It comprised representatives of the
Treasury, Civil Servige Department, the Foreign and Commonwealth Office, the
Department of Industry, the Department of Trade, the Ministry of Agriculture,
Fisheries and Food and the Central Policy Review Staff under Cabinet Office

chairmanship.
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PART I: SUMMARY AND RECOMMENDATIONS

4, As our terms of reference recognise, the aid programme serves a multiplicity
of objectives. We recommend that, in present circumstances, political, commercial
and industrial objectives should receive an enhanced emphasis alongside the

developmental objectives which have for long been the prime purpose of aid.

5 We have conducted our examination at a significant turning-point in the
United Kingdom's aid programme. Ministers have already decided that the real
value of that programme should decrease over the years ahead, after a long

period of relative stability in real terms. Inbuilt rigidities in the programme -
with multilateral aid tending to grow as a proportion of the total - mean that

the burden of adjustméent to a declining programme will fall particularly on

bilateral aid programmes.

6. But in addition to financial constraints on the total programme account
also needs to be taken of existing comn'.tments and the impact of change in
programmes on our relations w1th the rec:l.plents.a gontractual, or near-

contractual, conmitments acge\%t Ig;' over ghr%m%ers ot the total aid
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we recognise that some forms of multilateral aid can, at least in theory,
offer greater opportunities for United Kingdom business than does bilateral
aid. The latter however has the merit of providing greater scope for the
pursuit of political objectives as well as offering greater flexibility

and orientation towards specific projects.

b. About one third of our bilateral aid programme is devoted to technical
co-operation. There are doubts whether we manage to get as much national
benefit from such aid as we might. We endorse the Foreign and Commonwealth
Office's decision to review the whole field of technical co-operation and

its place in the aid programme.

c. Similarly we endorse the FCO's decision to review policy towards the

Commonwealth Development Corporation.

d. If the aid programme is to give more weight than in the past to
political industrial and commercial objectives, it will need more flexi-
bility than at present both to meet foreign policy demands and to secure
industrially or commercially attractive projects. As part of this we
consider that the unallocated margin in the aid programme should be bigger
in the future than it has been up to now. The Foreign and Commonwealth
Office and the Treasury have agreed that there should be an increase in
the margin for 1980-81 and we recommend that greater room for manoeuvre

should also be sought for later years as a matter of general policy.

e. The present geographical distribution of United Kingdom bilateral aid
has evolved over a number of years and gives particular weight to aid to
developing countries who are members of the Commonwealth. Although the
pattern of distribution has changed over time, increased emphasis on
industrial and commercial objectives is likely to result in further change.
The emerging pattern will flow naturally from changes in the emphasis of
the programme, and the possibilities for mutually advantageous developments

which occur. We see no point in seeking to predetermine this pattern.

INFIDENTIAL |
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f.  We see some scope for further exploiting the way aid programmes are
negotiated with individual recipient countries in order to improve
industrial and commercial benefits. For this to be fully effective the
Departments of Trade and of Industry will need to keep the Foreign and
Commonwealth Office supplied with a steady flow of up to date information

on industrial and commercial priorities.

g. Small bilateral programmes of financial assistance are dispro-
portionately costly to administer, and we suggest that all such
programmes of less than £2 million a year should be subject to scrutiny

with a view to possible termination.

h. In view of its industrial and commercial value we consider it
important that a separate Aid and Trade provision be maintained at the
maximum level consistent with the constraints on the aid programme as a
whole. The precise level should be determined in the context of the Aid

Strategy and Aid Framework discussions.

i.  In the two years since its introduction, the Aid and Trade Contingency

Provision has been used in part for projects involving mixed credit. These

give rise to difficult technical considerations which are the subject of a

report by the Aid and Trade Working gxty. fl:h;g report is being submitted
Al 19 “d

to Ministers separately.
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9. We have not formally assessed the manpower implications of our recommenda-
tions but believe them to be consistent with the plans for staff savings which
have already been announced.

10. If the foregoing recommendations are agreed there will be a change of
emphasis in aid policy. Ministers have already indicated publicly that there
will be a Parliamentary statement when the review is complete. We suggest
that there might be an oral statement, but do not think that the changes we

~ envisage would justify publication of a White Paper.




| CONFIDENTIAL |

PART II : MAIN REPORT

BACEGROUND

11. Basic Facts: In 1978, the United Kingdom's net public expenditure on
aid was £743 million at 1979 survey prices - approximately 1 per cent of
central government expenditure, about the average for the last 10 years.
Ministers have now agreed on a planning framework for the aid programe
which will mean a reduction of over 9 per cent in real terms over the next
3 years, The present figures, which may be subject to further review, are

as follows =

1979/80 1980/81 1981/82 1982/85 1983/8%4
£ millibn 1979 790 781 751 716 716

survey prices

Index 1979/80 = 100 100 98.9 95.1 90.6 90.6

12, In 1978, we provided bilateral assistance to 128 countries, though
7 per cent of the total went to only 30 of these. The division between
bilateral and multilateral aid in the penad 197:; to 3.978 was as !ollovs -

yimaes Fregen et Yo 6 Percentages
1975 dgg6e . 1977 1978
Bilateral Aidyis his Tt tepapip S0%aes %QM’ n& i 875

0f which = & pampvibad: vkl

i 26
Project (s bnsSianmg o} W .
Non-project g $he v 28

20

Technical co-og_,ei:a
Multilateral Aid
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14, The views of Professor Bauer: This report discusses priorities within

an aid programme of a size already determined by Ministers, It does not
therefore deal with the fundamental question of whether there needs to be
an aid programme at all, Nevertheless we were asked to take account of the
views of Professor Bauer, a radical critic of existing aid programmes.

His main arguments, and our comments on them, are set out at Annex D,
Professor Bauer believes that aid is generally ineffective and in some
instances positively harmful. His hypotheses derive from a priori reasoning
and are largely untestable by empirical evidence, There is room for
honest differences of opinion over some of the propositions. However, we
are impressed with the evidence of academic and official work about the
productivity of aid-financed investment and the case studies of individual
countries which are consistent with the proposition that aid has promoted
development, All the same, Professor Bauer has drawn attention to some
risks of aid giving - whether theoretical or real - to which those involved

in United Kingdom aid administration are, and should continue to be, alive,

OBJECTIVES OF THE AID PROGRAMME

15. This section of our report examines the objectives of aid policy,

16, Developmental; The central purpose of aid giving is to promote
development ~ to help poor countres to become richer,
motives behind this purpose.

There are several
One is humanitarian, which is most clearly
visible in the grant of official aid for disaster relief and in the work

of voluntary organisations. Most donors have come to accept that the low

income countries merit particular attention in their aid programmes, There
is a consensus that these countries face bleak economic prospects in the
1980s, not least because of high and rising real energy prices, while

their limited access to private capital makes them especially dependent
on aid finance,

17. A further motive for aid giving is enlightened self interest. This has
a political and an economic aspect,

These aspects are discussed in more
detail below.

7
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18. Political: (See also Annex A), There are a number of political factors.
Firstly, the United Kingdom has an important general interest in the achieve—
ment and preservation of a more stable world. We believe that, taken as a
whole, the western aid giving effort is of some significance in helping

the poorer countries of the world to develop, and that this development is
likely in the long term to lead to greater international stability than if
their standards of living were declining or stagnant (though the process of
development can sometimes have short-term disruptive effects in specific

countries),

19, Aid giving also has important operational or demonstrative purposes

in British foreign policy -

a, Subject always to the circumstances of the particular case, aid
can be effective in establishing a closer political relationship

between the United Kingdom and another country, or in reinforcing an
existing relationship, It can thus help us to obtain the support of
countries in a partlcular pohtlcal situation, or to nerutrahse their

potential ho stlhty. -
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21, If we were looking for ways of using public money primarily to help

British industry and commerce, an aid programme based on strict developmental
criteria would not be the first choice, However, given the existence of our
aid programme, and given the trading environment described in the preceding
paragraph, the aid programme can be valuable in helping to attain specific
industrial and commercial objectives, Benefits from this are additional to
any generalised long term benefits which British industry and commerce may
gain from operating in a more stable and prosperous international enviromment,
Tying aid at least ensures that it is spent on United Kingdom goods and
services, But this is an illusory benefit unless the output is additional

to what would have occurred without aid. Hence an important aspect of
gaining increased industrial and commercial benefits is for negotiation to
optimise the prospects of "additionality". Inherent in any greater industrial
and commercial emph#sis in the aid programme would be its greater use than

at present to enhance the prospect of follow-on business by stimulating

sales of selected products in markets with commercial potential; +to secure
orders for basically viable undertakings in periods of depressed demand;

to play a part in the marketing launch of new products; and to improve

the security of raw material supply to British industry.

CONSTRAINTS ON CHANGE IN THE AID PROGRAMME

22, The primary constraints on changes in the direction of our aid policies
are examined in this section,

25. Legal: The aid programme is administered under the terms of the Overseas
Aid Act 1966, which requires that aid should be provided for "the purpose

of promoting the development of, or maintaining the economy of, the country
or territory outside the United Kingdom or the welfare of its people,.."

Within this broad requirement it has been accepted by successive governments

that aid should mainly be so directed as to produce the maximum developmental

benefit; though political commercial and industrial considerations have

always been taken into account in varying degrees,

24, Commitments; Most aid commitments spread over a number of years ahead.

Some multilateral commitments have a ten-year span. A bilateral commitment

in year one may produce little expenditure before year three,

and may not
be fully spent until year five or later,

But a large proportion of the
programme in the nearer years is bound to be taken up by expenditure resulting
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from existing commitments, The proportion naturally becomes less the further
ahead one looks, but will still be substantial, In particular, multilateral
commi tments, especially to the EEC's European Development Fund (EDF) and

the International Development Association (IDA), will go on rising for some
Years to come as a result of decisions already made, We estimate that

spending on existing commitments of a contractual or near-contractual nature
accounts for 72 per cent of the total resources planned for allocation* in
1980/81, and for 52 per cent of those planned for 1983/84, leaving margins of
some £275 miliion and £425 million respectively at 1979 survey prices. This is
on the strictest.definition of coumitments,- The figures rise to 95 per cent and
71 per cent if account is taken of quasi-commitments which are being re-examined
case by case,

25. Need for continuitv: The objectives of economic and social progress

in poor countries are long term ones. The need for development aid continues
until "take-off" is reached, The political factors which make aid
desirable are also likely to change only over a long time span, Significant
cut-backs will often be seen as a major initiative with wider political
implications, This is particularly true for the Comonweélth, where the
United Kingdom is regarded as having special responsibilities, Cut~backs
in our participation in various multilateral aid institutions may also
have implications for our standing in the international community, Beyond
our present commitments to these institutions there will be presares on
us for new pledges to support further expansion in real terms, to which we
may in some cases think it mght to Accede (though see paragraphs 32-34
below). kbl

o ghast' "-‘c;bufn;??j“l"" sty Yo wead
THE BALANCE BETWFEN OBJECTIVES ' '/t o
26, We recommend that, in prese . rcumstanc ]
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MULTILATERAL AID

27. The common feature of all multilateral aid is that the United Kingdom
contribution entitles British firms to compete for all business financed
by the agency. On the other hand, we cannot control the choice of projects
to be aid-financed, as we can with bilateral aid, The actual amount of
business secured depends on the outcome of the competition, and the United
Kingdom's share of procurement in most multilateral programmes has been

declining in recent years,

28, 1In the development Banks, the contributions of donors provide a
capital base which is geared up by commercial borrowing to finance expenditure
greatly exceeding the total of donors' contributions, For example, the
International Bank for Reconstruction and Development (IBRD - better known
as the World Bank) u;a_v borrow up to. ten times the amount of paid-in capital
plus reserves, Thuswe get about $100 million of business a year from the
IBRD although no British contribution has been made since the original
subscription in 1945, except for maintenance of value payments of

$3.5 million a year in some recent years; and this figure is achieved
despite a fall in our share of IBRD-financed procurement from 12 per cent
in 1972 to 5.6 per cent .iu 1977. British procurement resulting from our
membership of the regional Banks has also consistently been at a higher
level than our contributions, although the amounts involved are smaller,

On the other hand, it is not clear how far the business generated by the

Banks is genuinely additional to what would have existed in their absence.

29. In the case of the "soft-window" funds associated with the development
banks and with other multilateral aid institutions, the total amount of
business generated cannot exceed the contributions of their members. These
funds are particularly valuable to the poorer countries which cannot benefit
from the loans on commercial terms provided by the banks, As for the United
‘Kingdom's interests, if we are to get more out than we put in, the proportion
of contracts secured by our firms in competition with those of other member

countries needs to be higher than the proportion of our contribution, In

the case of the IDA, our share of Procurement has fallen to the point where

the cumulative amount of business brought to the United Kingdom by partici-
pation in the Association is considerably below the value of our contribution,
(Over the period 1972-78 business $498 million against a contribution of

$742 million.) With the Asian Development Fund,
procurement has

however, our share of
tended to be above our contribution (in 1976 and 1977 taken
together, $26 million promenentligainst $7 million contribution),

NFIDENTIAL
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30, In the United Nations Development Programme, the British share of total
procurement has tended to be about twice our contribution (in 1976

$48 million as against $29 million) though this includes a considerable
amount for experts recruited and other technical co-operation as well as
procurement of equipment, Other United Nations organisations financed by
voluntary contributions such as the World Food Programme are in the main
less beneficial to us commercially, though contributions to the United
Nations refugee programmes, UNICEF and WFP are dictated mainly by humani-

tarian considerations,

31. We are committed by our Community membership to the EEC's aid programmes -
the Furopean Development Fund (EDF), food aid, aid to the Mediterranean
countries and to "non-associates", and certain minor programmes, These
arrangements in general provide a poor rate of return for us, and, with the
exception of aid to non-associates and a large food aid project for Operation
Dairy Flood in India, they also rank low on developmental criteria, The
United Kingdom is contributing some £383 million (18,7 per cent) to the
fourth EDF (1975-80), from which United Kingdom companies have so far

secured only 9.2 per cent of the available business., We shall be providing
some £535 million (18 per cent) to the fifth EDF (1980-85), from which we

hope to obtain a larger shgre of business through a better flow of information
from the Commission and by encouraging United Kingdom companies to tender.

Our food aid obligations involve us in buying food from other member states

of the Community, except for some dairy products, but do increase purchasing
power in several developing ci ﬁgﬁ&e&%ﬁﬁ&"ﬂw trading links.
The Community's aid to,\%w wmm the United
Kingdom £9,% m}lzp&g‘iw 11980-8 Qur contri-
bution to the npg-_:psap 2 prograzme, which es the Asian Commonwealth
countries exclude 11 cos ; in 1979-80
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The Departments of Trade and of Industry consider that the bilateral programme
gives better value in terms of additional and jdentifiable business generated
for the United Kingdom., Departments are agreed that in relevant international
negotiations, each case will need to be considered on its merits - some
international agencies give us much better value than others, So far as
contributions to banks are concerned, we should consider, as choices

arise, whether the amounts represented by our subscriptions might not better
serve our interests if they were applied to bilateral aid. And we should
give full weight in considering pledges to Funds and other concessional
programmes to their relative lack of attraction, compared with banks, from
the point of view of our commercial interests. We should also seek to

limit further expansion of EEC aid programmes, while attempting to increase
the United Kingdom share of EDF procurement and to improve the quality of

EEC aid.

55. This said, the scope for making changes between multilateral and
bilateral aid over the next few years is limited by decisions already
taken or in train. The size of our contributions to EEC aid activities
cannot be affected significantly in the medium term, save in any wider
renegotiation of our Community contributions, A reduction in the growth
of EEC aid programmes themselves will depend on our ability to persuade our
partners to do this and the priority which we give to this effort among
our other objectives in the Community.

34, Decisions have already been taken about the British contribution to the
sixth replenishment of IDA., The United Kingdom has agreed in principle to

a general capital increase for the IBRD of $40 billion. It will be for
consideration what share the United Kingdom wants to take up. In reaching

our decision, we shall need to take into account the possible effect on our
voting rights in the bank, If these were to fall below a level sufficient

to enable us to continue to appoint a United Kingdom executive director, there
could be repercussions on our position in the International Monetary Fund (IMF),
From the point of view of our industrial and commercial interests, however,

we should aim to keep our subscription to whatever minimum level is compatible
with our other interests, That Judgement might have to be modified on
industrial/commercial grounds if there turned out ‘o be a risk that a very
low United Kingdom contribution would lead other countries to reduce their
contributions to such an extent that the probable loss of business for
British firms was very large in relation to the United Kingdom contribution
required,

13
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BILATERAL AID

55. The main advantage of bilateral over multilateral aid is that it can
be deployed flexibly in support of the donor's particular objectives. This
applies as much to developmental and political objectives as to industrial
and commercial ones, As previously administered, bilateral aid, including
technical assistance, has created additional demand for British goods and
services of about 60 per cent of expenditure. This takes account of the
fact that a substantial proportion of financial aid is 'switched', ie spent
by the recipient on goods which would otherwise have been purchased with

commercial finance,

36. The bilateral programme is divided broadly into financial aid (slightly
more than two—third; of the programme) and tec}mic—al co—operation (slightly
less than one-third), Within the bilateral programme there are a number of
possible ways os seeking to increase the industrial/commercial returns from
aid, These can involve changes in the relative proportions of financial

and technical aid; in the types of technical aid; in the proportion

of financial aid allocated to project and non-project business and in the
types of project selected; in the geographical distribution of aid; and
in the way aid is negotiated, Exploitation of the possibilities here calls
for greater flexibility in the deployment of the aid programme,

57. Financial Aid is divided about equally between aid tied to discrete
investment projects and axdﬂpmnded for more g&n&rﬂ:"«pnz'po'ses. ‘The latter
can range from aid in mppnf$soi1ﬁebiﬁ§£ tmen ‘programme 'of a particular
sector, to mamtenanceui&*ﬁm QMW%W“O import intermediate
goods and raw materi;i;si{ e oS B T A R AR
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65 per cent of project aid led to purchases of British exports which would
nor otherwise have taken place. The corresponding estimate for non=-project

aid in that period is some 25 per cent.

39. There are limitations on the use of financial aid exclusively for
projects. The economic situation of some recipients is such that their
prime requirement is for foreign exchange to buy components and inputs that
will improve the utilisation of their existing productive capacity. In these
circumstances such "maintenance" aid is a more appropriate form of support,
but in all cases every effort should be made to negotiate aid in ways likely
to achieve the maximum direct industrial and commercial return to the

United Kingdom consistent with the basic purpose of the aid.

40. In recent years m;:intena.nce aid has also been given on an increasing
scale to help countries overcome short term foreign exchange difficulties.
We can expect to see more balance of payments crises in the difficult
economic conditions of the next few years, and in some cases it may be in
out political interests to make a contribution in this form, acting in
concert with the IMF. Nevertheless it remains true that financial aid is
generally most efficient, and most likely to bring benefits to the British

economy, when used for capital projects, and our policy towards maintenance
aid should reflect this.

41, Another channel for financial aid is the Commonwealth Development
Corporation (CDC) which has received allocations of £20-50 million a year in
recent years, CDC has a statutory duty to pay

another, but it borrows from the Government at

its way, taking one year with
5% per cent a year (3 per cent
in the case of investments in renwable natural resources) and it is subject
to general directions from the Minister of Overseas Development. Since 1975
it hasA agreed to concentrate an increasing proportion of its new commitments

into the poorer countries and into remewable natural resources projects,

The Foreign and Commonwealth Office will shortly be reviewing policy towards
the CDC, taking account of the views of other Departments,

15
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Technical Co-operation

42, The purpose of technical co-operation is to draw upon techniques and
skills available in Britain to promote development overseas. It includes

the provision and support of skilled people, training,and research and
development focused on the circumstances of the aided countries. The provision
of technical co-operation is often an important means of ensuring that

capital aid is applied effectively,

45. In recent years technical co-operation has accounted for slightly less
than one-third of bilateral aid; about 70 per ceat of expenditure on
technical co-operation is part of individual country programmes. The other
30 per cent - comprising'functional" technical co-operation - mainly covers
the cost of a number of institutions such as the British Council and ODA's

specialised units.

4%,  British technical co-operation is highly valued by recipients, promotes
our political interests, and is gen_e,rgl;yr assumed to:_,Proyide larger developmental
benefits, pound for pound, than othg}‘rjg;:msof bilate?al\;aid. It can also
promote British commercial interests, though there is some doubt whether

we do as well from such aid as our competitors from their s:"mi]_.ar operations.

smoe A ' ifed g AP IEa SISt Dol et T &
5. During recent years, vhen the aid programe has a0t been under
financial constraints, AWMWW fix the share of the overall
bilatoral sid prag v ichbalina el il tgas e tions. o5 ..
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47. The present geographical distribution of United Kingdom bilateral

Geographical Distribution

aid has evolved over a number of y:ars. Under current policies the

Principal criterion has been the level of poverty, but other considerations
include the level of aid from other donors, the capacity to use domestic and
foreign resources effectively, and the recipients' balance of payments
situation. In addition there are political, historical and wider considerations
such as traditional obligations to Commonwealth countries and to United Kingdom
dependencies, and the need to respond as part of the international community

to political and economic crises. The Commonwealth (including our remaining
dependencies) accounted for some 80 per cent of total disbursements in

1978, and the poorest countries (those with a per capita GNP of $280 or

less in 1976) received 64 per cent. In recent years the largest single
recipients of United Kingdom aid have been India, Bangladesh, Pakistan,

Malawi, Kenya and Zambia.

48, The pattern of distribution has by no means remained static in recent
years. The United Kingdom's steadily increasing multilateral commitments
have progressively squeezed the bilateral programmes, Specific reasons

for reducing or abolishing such programmes for particular countries have been
successful economic achievement (Malaysia, Singapore, Nigeria, Fiji,
Mauritius etc); political differences (South Yemen, Indo-China, Burma,
Ethiopia, Uganda); and deliberate holding back in some countries where we
were the main donor, sometimes accompanied by increased involvement of other
donors such as EDF and OPEC, eg in Commonwealth Africa. On the other hand,
some countries which had been dropped from the aid programme have been
reinstated because of their economic difficulties, eg Turkey, Ghana, Jamaica.
49, However, as discussed in paragraphs 22-25 above, there are
constraints on the rate and extent of change, which suggest that changes
in aid policy need to be implemented as opportunity occurs. Some could
have immediate effect, others would take time to show through. The full
effects of a shift in emphasis will therefore be achieved over time and it

will be necessary to inject any desired changes regularly and as early as
possible,

17
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50. Under normal circumstances there should be little inconsistency
between developmental and political purposes in choosing the recipients

of bilateral aid., There wil‘l, however, be occasions when there is a strong
case for giving aid to a particular country to establish a closer political
relationship, or to obtain its support in a particular political situation,
but when developmental considerations would suggest that the money should
be spent elsewhere, Such cases are only likely to arise at the margin of
the total aid programme and a solution of the Rhodesion problem should help
to reduce their number. There have been a few cases in the past where aid
had been allocated to countries even though their political attitudes were
hostile to the United Kingdom, but it is planned to avoid such cases in the

future,

51. United Kingdom industrial and commercial considerations are not at
present given a high priority in determining the distribution of United

Kingdom aid. Consequently, some redistribution could well be required in
order to achieve the maximum industrial and commercial return consistent

with other aid policy objectives.

52, The best potent].al foz:fni;:.sh gqurt_ s lil
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Negotiation of Aid:

54%. We have considered whether changes should be made in the way aid is
negotiated with recipient countries in order to further the United Kingdom's
industrial and commercial objectives. Undertakings as to the size of country
programmes are at present negotiated with recipient countries for periods on
average up to two years ahead. The Foreign and Commonwealth Office attach
considerable importance to the assurance which this gives to the recipient
country. At this stage specific projects are not generally decided on.
Project aid has to be spent on UK goods and services and specific projects
are negotiated in the light of this fact and in the light of needs which

the recipient has identified and which we are prepared to meet. The
Treasury and the Departments of Trade and Industry believe that industrial

and commercial benefits to the United Kingdom would be increased by making
some part of the allocation dependent on its use for specific projects and
products, and by linking aid to the obtaining of exports on commercial

terms in excess of the amount of aid involved. The Foreign and Commonwealth
Office consider that "double-tying" of aid in this way on any substantial

scale would be impracticable, However it is agreed that the Department of

Industry will provide the Foreign and Commonwealth Office with more information
about the product and project priorities for British industrv and the Foreign

and Commonwealth Office will seek to take this information into account at

the negotiating stage, and where practicable, to use negotiating leverage

to maximise additionality and secure particular projects in accordance with
these priorities.

Small Bilateral Programmes:

55. Small bilateral programmes of financial assistance are disproportionately

costly to administer, although this does not necessarily apply to programmes

of technical co-operation. In view of the decline in the aid programme, and

potential staff constraints, we consider that the number of small bilateral
financial aid programmes should be reduced. The extent of this reduction

and the speed with which it is put into effect will require detailed study

by the Foreign and Commonwealth Office, in consultation with other Departments;

but we suggest that all such programmes of less than £2 million a year should
be subjected to scrutiny. The ending of such a programme should not, however,

preclude the use of aid for a specific capital project should an attractive
export opportunity arise.

; 19
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THE UNALLOCATED MARGIN IN THE AID PROGRAMME

56, Greater emphasis on political, commercial and industrial considerations

in aid policy argues for greater flexibility in the aid programme -

a. to enable the Government to use aid in support of foreign

policy objectives which arise at short notice;

b. to make it easier to use aid to help secure projects which

are industrially or commercially attractive.

5173 There is already flexibility in the later yvears of the country
allocations but in addition an unallocated margin for contingencies has
always been kept within the aid programme. Its purpose has been to provide
a reserve against emergencies, whether natural or other disasters or special
needs arising without warning; and to allow for changes of policy during
the four-year period covered by the aid framework. Until this year, there
was interdepartmental agreement that at the beginning of year 1, 3 per cent
of that year's total programme should remain unallocated, together with

5 per cent for year 2, 8 per cent for year 3 and 10 per cent for year 4.
58. We believe that this pattern, under which the reserve is increasingly
allocated as the year in question approaches, should contimue. But we
consider that the size of the unallocated margin should be increased from
the figures quoted above, though to hold back too much for too long would
frustrate the expenﬁ%dfsl%:m‘mw Wy’allocated these
resources. This is b nh %‘m&ﬁe& commitment and
disbursement. The exact increases 1d be settl ‘between Departments in
the context of’tﬁ# ax 3 ‘
a doubling of ﬁ

already considering
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THE ATD AND TRADE PROVISION

60. In addition to the general contingency margin, there has for the last
two years been the Aid and Trade Contingency Provision (ATCP).  This is
an arrangement under which 5 per cent of the bilateral aid programme is not
allocated in advance to countries, but reserved for projects of industrial
and/or commercial significance which are also acceptable on developmental
grounds. The ATCP (or ATP as we suggest it be known in future) has proved
useful as a cost-effective means of responding to commercial opportunities
with developmental value arising at short notice in countries which either
have no bilateral capital aid programme or whose allocation is already
exhausted; and also as a means to match the use of mixed credit and hard

aid loans offered in support of foreign companies with whom our exporters
have to compete.

61. The Aid and Trade Working Party (ATWP) have prepared a report
summarising the operation of the scheme in its first two years and making
proposals for its future operation. Their report is being submitted
separately to Ministers. It will be convenient simply to summarise here

its main conclusions with which we agree:-

a. the ATP should continue to be available in support of the
aims summarised in paragraph 60;

b. its use should be consistent with our policy of strengthening
the International Consensus on Export Credits;

c. the administration of ATP, including the selection of projects,
products and markets for ATP support, should be improved so as to
maximize the commercial and industrial benefits and guard against
any recurrence of over-commitment.,

62. The ATWP have made no recommendations as to the volume of the
provision for the future. We recognise that the need for ATP should
diminish in time provided that arrangements for giving the aid programme
a more industrial and commercial orientation are effective, Because of
existing commitments this effect is not likely to be felt sxgm.flcantlv

before 1982/83. In these circumstances an increase in ATP for 1980/81
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and 1981/82 would help meet the situation, but we recognise the constraints
which arise both from the pressure of existing commitments and cuts in pub-
lic expenditure generally and the size of the aid programme in particular.
Nevertheless we believe it to be important for a separate Aid and Trade
provision to be maintained for the time being at the maximum level con-
sistent with the constraints on the aid programme as a whole. The level
for 1980/81 is being considered within the context of the Aid Framework,
and the level for 1981/82 will be similarly considered. The subsequent
levels would need to be determined in the light of progress towards greater
industrial and commercial orientation of the aid programme as a whole, which
might most conveniently be examined as part of the aid strategy exercise in

the autumn of 1931.

PLANNING AND MANAGEMENT

(53 The task of planning and managing the aid programme involves four
main areas of decision-making; annual review of the aid strategy; the

aid framework; preparation of country policy papers; and day-to-day
programme management, including project selection. These procedures, which
already entail varying 'de'g:rees. of interde'i:&ﬁnénféi consultation, have all
been carefully reviewed with a view to ensurmg that political and
1ndustr1al/commerc1a1 considerat:l.ons are b;'ought to bear at every relevant
stage. The paragraphs ulucp f?l}f"ﬁ sce.'l':Y L;‘ut. th dsrranggmegxts which will
" lsiv bewiye wsidivedins bedsypsleb nidil
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the political wing of the FCO, the Treasury, the Departments of Trade and of
Industry and the Bank of England. The complete framework as agreed by the JAPC
will be submitted for Ministerial approval before the end of April. At the same
time there will be a paper from the ODA giving details of firm forward
commitments and near-commitments over the PES period, the remaining room for

manoeuvre and potential allocations under consideration at the planning stage.

66, Feedback into the aid strategy. As a basis for a more selective use of
aid in support of the United Kingdom's industrial/commercial policy objectives set
out in paragraphs 20 and 21,the Department of Industry and the Department of
Trade will provide the FCO with guidance on priorities between different
product and project areas and markets taking account of: relative capacity and
resource utilisation in the United Kingdom; future growth in demand; viability
of United Kingdom suppiiers; United Kingdom commercial strategy; new project
and commercial opportunities and their importance to particular companies;

and, for overseas mining projects, the raw material supply situation for
United Kingdom industry. This guidance will need to be modified periodically
to take account of changes in the industrial scene.

67. Country Policy Papers (CPPs). The Country Policy Paper, which establishes

British aid policy towards the country concerned, is an interdepartmentally
agreed document (in future the DOI are to be associated with this),
Together with the country's allocation in the aid framework, the CPP forms
the basis on which the ODA is authorised to commit and implement the

programme within delegated authorities agreed with the Treasury. CPPs are
generally revised every two years.,

68. Programme Management. Day-to-day management of the aid programme is
carried out by the ODA, though there is informal consultation with other
Departments, notably the Treasury and the Department of Trade,

Large projects
are cleared formally with other Departments before being put to

the Projects
and Evaluation Committee who in turn recommend to the Minister for Overseas

Development whether they should be approved. In future the Departments of Trade

and of Industry will be associated with the presentation of Projects to the

Projects and Evaluation Committee. In addition there will be continuous consultation

between the ODA and the Departments of Trade and of Industry on any project
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opportunities, changes in priorities as they occur, tactical priorities in the
use of aid and strategies to be adopted in relation to major markets or

sectors. It ia also agreed that, in order to improve the flow of information

to industry about aid assisted business —

- bilateral aid opportunities will be publicised through the Export
Intelligence Service

-~ a compendium will be prepared by ODA based on the quarterly returns
showing projects and consultancies agreed with the recipient governments
by country, sector and the projected year of start.

(A similar document is produced by the European Development Fund).

THE NEXT STEPS

69. The fact that overseas aid policy is under review has been announced in
Parliament with an indication that there will be a further announcement,

Thus when Ministers reach conclusions on the review some form of Parliamentary
announcement may be necessary. The options are a Written PQ answer, an Oral
Statement, or a White Pape:r_g_ Ii Mjm;%t_ers,; accept our recommendations, we
suggest that the changes, which are essentially of emphasis and machinery
rather than a radical new de%ér.&ﬁgu;“f © would be sufficiently important

to warrant an Oral Shtmmmqwm a White

g
Cabinet Office
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— ANVEX 4

AID AND FOREIGN POLICY

Note by the Foreign and Commonwealth Office
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groups of countries could deepen to hostility with harmful N
consequences for Western interests. The results of this
hostility could be, for example, irresponsible actions by

those developing countries which have, or can achieve, a
nuclear capability,amounting to threats to Western security;
difficulties over supplies of minerals and other essential

raw materials; and uncompensated expropriation and other
restrictions on Western economic interests.

3. Prospects for developing countries over the next decade

are generally poor, and are particularly bleak for the low
income countries. The middle income countries, who can call on
the commercial banking system, may be able to achieve, for

the most part, adequate growth rates and levels of per capita
income, though some will on occasion suffer economic setbacks.
The World Bank forecast that per capita incomes in this group
will grow on average at 3% Per annum or more through the 1980s
and that by 1990 they will average some 31,400 at 1975 prices,

compared with 39,000 or more in industrial countries. For the

low income countries, the outlook is much worse. 1In this
group per capita incomes, which now average around 3150 are

forecast to grow much more slowly = by 2.7% per annum for the

group as a whole and by only 1% in Africa -

by 1990.

reaching only 3200
The World Bank estiﬁa:es are based on assessments

which could prove to be optimistic, in which case the prospects

for the poorest will be worsened.

4. Western aid programmes alone cannot have a decisive effect

in improving this situation. Other sources, notably trade

flows and private investment, can make a greater or more

efficient contribution. But aid has a part to play, particularly
in those poorer countries who cannot afford to borrow from
26
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pPrivate sources and reed help before they can benefit from
expanded trade. Aid therefore remains essential for the
achievement of any degree of progress by many developing
countries, as well as being an embodiment of the interest and
concern of the developed world.
FRUSTRATING COMMUNIST PENETRATION
5. MWestern aid programmes also have an important part to play
in reducing communist penetration. The attraction of the
Soviet Union and other Communist countries for the Third World
has nothing to do :uith aid, on which their performance is
derisory. It Lies rather in their anti-Imperialist posture
and even more gn the pracﬁ‘cal military helg the Russians, Cubans
and others have:::epared to.'grqviq% 3L ‘!s however significant
that communist penetration has not generally taken place in
countries where the"p’t:e\’l_.i;og:%::w?e‘_ggEgt:gsggﬁgr!”;qq‘c't‘h’gr Wwith other
HesterOe CRlE RN 5«";"a’i%’a%ﬂ%‘%'ﬁ}%’%ii‘%‘ e 3id programme over a3
number of year-s;r‘d.1 Afjcdopn?%?%%%h- ”"%i%?%.’k“".ée*?‘ilﬂ;'mc“e'“"""
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This mutuality of interest has been reflected in the development
of a consensus among the major Western donors on thea importance
of aid in international affairs. This consensus covers targets
which the Western donors should strive to reach and the ways in
which aid programmes both bilateral and multilateral should be
structured. It is generally agreed that it is in the Western
interest to increase aid flows and that particular attention
should be devoted to the poorest countries. Crucial to this
consensus is the acceptance by all donors that they should
participate in the ﬁestern aid effort‘according both to their
means and to the scale of the interests they have at stake.

One aspect of this is that particular donors are expected to take

prime responsibility for countries with which they have special

links.

7. The thited Kingdom participates in the series of discussions

between developed and developing countries known as the North/South
Dialogue. The Western aid record is one of the points adduced

by Western countries in discussion as evidence in the North/South
Dialogue of their concern for the Third World. It helps to resist

unwelcome pressures from the Latter for schemes harmful to Western

interests.

8. In theory, the UK could withdraw from the consensus on aid,
sharply reducing her official development assistance in the process.
The consequences of such a course would however be serious.

The UK would be singled out for concentrated attack by the Third

28
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World in international discussions, while certain developing
countries could make our lower aid performance the excuse for
actions damaging to our bilateral interests. Other Western nations
would also exert severe psessure on the British Government, for
instance at Summit Meetings, not to take unilateral action of this
sort. Our fellow donors would resent the fact that Britain, as

an ex-imperial power, was shirking its share of the burden, and
would be unlikely to take our part  in answering criticism from
the Third World. We should be involved in acrimonious discussions
with our Community.partners especially, which would make it harder
to reach satisfactory solutions on our other European problems.

MULTILATERAL OR BILATERAL

9. So far as thesse common Hestern a1ms are concerned, both
:u. £N
bilateral and muLt1lateral aid have a roLe to’ play. The response
. id ﬁn‘sq ,h .b) &N DalaYy eoriz %
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as 2 whole, with developing countries, and are working to
improve the distribution of Community aid in order to meet our
own interests more closely.

10. While multilateral aid is effective in promoting our
general interests, more specific British interests are better
served through bilateral aid. This can often clearly be seen
to be British, and we can expect to derive credit from such
aid. Moreover, we are free to direct bilateral aid to those
countries and in those forms which we prefer. The effect of
bilateral aid on our political relationships with specific
countries is examined in the following paragraphs.

THE COMMONWEALTH

11. Britain's relations with developing Commonweal th countries,

both collectively and individually, are closer than those with

the rest of the Third World. A common history has resulted in the

t

concentration of British trade and investment in Commonwealth

countries, and in extensive migration flows both to and from

Britain. The emergence of the Commonwealth as an organisation

with a membership covering all regions of the world and all stages

of economic development, has provided an opportunity for us to

exert our influence in a Way that can have an impact on the world as

a whole.

122 Nid Yean important instrument ‘in maintaining relationships

with Commonwealth countries. They look first to us, rather than

to others for assistance and we, because of the common ties of

50
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language, education, habits of thought and of business, are
particularly well qualified to supply this assistance effectively.
Our aid programme stems from our direct responsibility for these
countries in the pre-Independence period. Our remaining
dependencies are still a first chargg on the aid programme.

Aid has played a significant role in bringing former colonies

to independence and smoothing the transitional period.

Following independence British aid has contributed to the economic
success achieved by some Commonwealth countries, and for others
British aid remains an important»factor in develcpment. Some examples
of Commonweal th countgiegluhgre British aid has helped to sustain

political relat1onsh1ps are exanined pelgg,,': g,

(a) Malaysia and S1naagorg, thGQ Qavgabeen §1g ifi icantly helped
since 1ndependence b¥ Br;t;;h!ilg‘ 35gqnou egqnonically thriving
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assisted in smoothing the path from white to black
rule. Without this scheme for the purchase by Africans
of farmland formerly owned by whites the political
evolution of the country would have been much less easy.
(iii) Zambia's development as a major copper producer has
been greatly assisted by British aid, which. has
influenced its political attitudes. In particular the
arrangement in 1978 whereby HMG agreed to provide a
£20 million copper purchase loan, which helped the
Zambian Gov;rnment to counter her serious economic
difficulties, was a factor in deterring President
Kaunda from turning to the Eastern bloc for further
arms purchases and an increased Cuban presence.
(¢) 1t is arguable - though difficult to prove - that our
considerable aid programmes in the poor countries of
South Asia - India, Sri Lanka and Bangladesh - have made a
contribution to the stability of the region and containment
of Soviet penetration. For the present at least these
countries are relatively peaceful and firmly within the
Commonwealth, in contrast for example to the instability of
(non-Commonwealth) Afghanistan.
1}._ These examples show that our aid has been qsed, with some
effect, to buttress good political relations with Commonwealth

countries. But neither Britain nor any other Western donor has had

total success, and political relations can at times be difficult
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eéven with major aid recipients, eg Pakistan,a former member of

the Commonwealth. In such cases we have normally concluded that
the extent of our interests and ties with the country concerned

is such that cutting off or cutting down aid, as a sanction, would
only make matters worse. Except in rare and flagrant cases, such
as Uganda under Amin, we have preferred to maintain our aid programme
if on a reduced scale, in the hope that its long term effect

will facilitate a return to more frieedly attitudes by the
recipient; as has happened, for example, in Sri Lanka.

14. France, the other major ex-colonial power, also concentrates
its bilateral aid on its former territories, chfefty in Afrﬁca.
These form a less popuLoue and more hbmogeheous greup than the

Commonwealth and France devotes more resources to a1d than we do.
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the Sudan and (more mdestly) Egypt as a reflection both of our

close historical links with these countries and of our concern to

influence developing political stability in the Near East.

Our aid to Jordan has been particularly successful from this point

of view. Nepal remains a major aid recipient while the

recruitment of Gurkhas is needed for the British Armed Eorces.

AID TO SECURE IMMEDIATE POLITICAL ADVANTAGE

16. In addition to the pursuit of long term interests, British

bilateral aid can be usgd - often as part of a collective Western

effort --to gain immediéte political benefit or to ward off imminent

threats. Examples of aid used for these purposes are:

(a) The British aid programme in Indonesia helped to restore good

relations ‘after the enc of Confrontation.

(b) Western and Community programmes of aid for Portugal after
1974 succeeded in preventing economic collapse and thus
propping up a democratic regime in a country of political and

strategic importance.

(c) In Turkey, British aid, together with that of other Western
donors is being wed to help counter serious economic problems
which have threatened Turkey}s continued membership of NATO.

(d) Priority is being given in Britain's aid programme to countries
with influence on a Rhodesian settlemement; both in Africa
(including the Front Line States) and Bolivia as a member of the
Security Council,

17. Aid can be effective in obtaining the short term benefit desired

and,

particularly given the uncertain world economic situation,
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some short term flexibility in the aid programme is needed to

respond to new demands. However, the benefits of aid may often

only be obtained if aid is continued or repeated, and.if it .is given

in a form which the recipients perceive to be appropriate.

There is therefore a risk that new commitments undertaken for

immediate political reasons may, over time, reduce the amount

avaijlable for countries where our long term interests are greater.

SUMMARY AND CONCLUSIONS

18. This paper has argued that:

(a) The economic p?bspects for many developing countries, including
the poorest, are bleak. The Western aid effort helps to mitigate
the hostility generated by awareness of the gap between rich and
poor; and to frustrate the advantage which this might give to
the Soviet Union and its allies.

(b) The collective Western effort is what counts in this context.

Britain"'s" conitir fEUtTofWEOR jit Sjiess itfut1n1sed‘by fellow-cdonors
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ANNZZ B
AID AND. INDUSTRIAL POLICY

Note by the Department of Industry

A

A sound manufacturing sector is crucial for the future. The aid programne
inevitably affects industry through the surrender of domestic resources

and through its effect on overseas sales. The real resource cost of the zid
programme depends principally on its size and terms but the way in which aid

is administered can significantly influence the extent of offsetting benefits.

Current Industrial Backzround

23 Manufacturing companies have over the last decade or so been subject to

a particularly difficult economic environment. This has included high and
erratic levels of inflation and interest rates,f:ombm % with a nigh level of
sterling. These hazax:ds nave been compounded by market imperfections, which
constrain the level of output achievable at any. given rate of inflation.
Imperfections in the labour market may lead to high levels of unemployment for
certain types of labour and in certain areas extending over a long zeriod.
Imperfections in the capital market may also frustrate activicy if, for ®xample,

private interests fail totake 2 1%,. ?J?-PUSQI; v:.e.ynor are too. .r;sl' averse,
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The company which can maintain the most efficient production flow will have a
stronger competitive price position. It follows that gaining an order can have
a sharp double effect in terms of improving the winner's production loading
whilst correspondingly denying work to competitors, and so putting the former

in a stronger competitive position for subsequent orders.
Objectives

5. Industrial/commercial objectives for aid may vary. In present circumstances,
the prime objective in this sphere is to contribute to output over the next

few years by providing a flow of additional orders to particular manufacturing
activities. The benefit of such orders arises predominantly from their effect

on the composition of demand. If aid-directed demand can be brought to bear

in instances where ehe.re are imperfections in the labour market or in financial
markets, constraints on supply may be eased, permitting an increase in the level

of output achievable at a given general rate of inflation.

6. Although care has to be exercised in selecting domestic capacity to which
tied aid should be directed, in present circumstances heavy engineering and
capital goods sectors should provide candidates for which support is justified.
For example, the UK has traditional strength in supplying process plant,
power plant and railway systems and there is a prospect of growth in demand for
these products,but unless unit costs are kept down through securing export
orders, UK companies in theeeAsectors will decline in competitive strength.

g seny | abne se §

7. The use of aid can be especially important when the majority of industrial
‘&mﬂwmwa‘i‘ﬁaﬁhuce or other subsidies for major projects

 so rt, UK firms would be at disadvantage. In these circum-

of ‘c:r_renting or re-opening manufacturing capacity and
sence, in certain product and project areas

g activity in UK industry during the period
Vfu*le;s' opportunities require aid finance
éﬁf&'&ed By the use of aid by other donors.
the duration of these conditions,

ce competitive strength of the
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Shows the extreme volatility in the supply and price of raw materials.
Interruptions in Supply would have serious disruptive effects on industria

output and competitiveness. The Department of Industry keeps under close

review the supply position on raw materials for which the UK is heavily

dependent on a limited number of politically unstable sources. “The discovery
and exploitation of new. sources of supply is conmstrained 5y the high infra-
structure costs ang political risks in develoring countries, by the long
lead-times for opening 2 new mine (8 years or so) and the risks involved in
ventures whose viability is predicated on increases in raw material prices.

A recent interdepartmental report has established that the risk of. an inter
Tuption of supplies of the key minerals on which the UK is inescavadly dependen

- particularly Southern African minerals - Justifies taking political initiatives
with a view to ensuring the continuity of those supplies. The minerals
indentified in the report are chrome manganese, vanadium, platipun, cotalt and
antimony. If the Government is intending to give aid anyway and it can be used in
ways wnich both meet other objectives and also increase the secur).ty of raw
material supply to British industry, it makes sense to do so. n

-‘m E rok NS ing

9% Wnilst there may be some benefit to industry from aid-giving btased on
exclusively developmental mmmwmmﬂm “PaEl iil’!dusfm.al/ca cial
potential will only be realised if these cbjcct ‘deliberatsly and
corsistently taken into account in s ion of aid. This

would involve a number of changes.. .«
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11. As far as bilateral aid is corcerned, the basic technigue for achieving
"additionality" is to require recipients to spend the aid on 3ritish gocds

and services. This is known as "tying" 2id and some 76% of all bilateral aid
is tied. However, studies suggest that a substantial amount of tied aid was
spent on goods which the recipient would otherwise have purchased with free-
foreign exchange. Takirg account of this "switching' effect, it is estimated
that bilateral aid has created additional demand for British goads and services
of about 60j% of expenditure. The basic requirement for increasing industrial/
commercial benefit is therefore to reduce "switching". This can be done by
increasing the proportion of project aid, which is inherently less prone to
switching, and also bty negotiating aid to apply to specific orders nct

expected otherwise to come to British companies.

12. At best, however, action to reduce switching could, by itself, only
achieve a 1 : 1 ratio of aid to additional demand. (In practice it would be

less because of, for exa:mle, the requirement of some cowr
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However there are a number of other way

can be achieved.

13. Aid can be negotiated to apply either <o part of a pr oject on the umder-
standing that other procurement for ‘he project would be done in the UK or
to one order where this creates a prospect of further

business being placed
in the UK. Again the scope for this is not unlimited. In particular,
would need to bte taken of the impact of such bargaining on our relations witk
the Govemnment of the recipient country and of the extent to whi

Government was able and willing to influence the award

account

ch that
of particular orders,
for which in some cases the purchaser would be a private sector body.

14. Another way of increasing the additional business generated by aid is
provide aid to countries with free-foreign exchange and for products feor which
there is potential future demand in those countries,

product is not already known in the market.
to facilitate the market launch or System X, Prestel, Teletext, fast train or
urban transport systems, space satellite commercial systems and hydro-clectric
stations. In all these cases the UK has a developing capability +o he
d:gloyed in 2 highly competitive but rapidly growing

to

particularly if the

For example, aid could be used

world market.
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15. A number of atiempts have been made to investigate the econometric
evidence about relationships between aid and future levels of expcrts to &
market, However, aid is only ome factor affecting trading performance and
both the way in which it is negotiated (eg o ensure "additionality") and zlso
the particular business selected would determine its effectiveness in trade
promotion. Accordingly, it is not surprising that no significant
relationships have been demonstrated. However, this does not invalidate the

proposition that the apprcpriate use of aid can have a beneficial trade effect.
16, As to multilateral aid, since business is open to competition by
companies in all donor countries, the scope for focusing the effects on

particular industrial activities is negligible.

17. The objective of safeguarding raw material supolies for British irdustzy

could be assisted by using aid to stimulate the discovery and exploitation
of deposits of those raw materials for which DK supplies seemed particularly
vulneratle.

shete b1 BEREAIY F
18. At present British aid 4y thgush noc mét of og:n competilors, is larzely
limited to assisting developing cogﬁneg‘u%;g,wg,prospecnng 2nd there
is no systematic attempt Eo a&lg ;e m,gogg ,gfaj;gc;é%g&;g‘ our cwn

requirecents.  Indeed %ii! y?gg Jp&_@&&egegx&;ggggg the scurces of raw
material to British hﬂm'gy‘m j
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(c) providing aid for infra-structure associated with the exploitation of
such deposits (finance for miring projects themselves is not advisable
* both because of the high cost and also because the private sector should
be able to finance a viable mining project);

(d) seeking to obtain preferential access by UK companies to the exploifation
of deposits; and

¢ (e) where aid is requested to finance local processing of a raw material from
a source which presently supplies the UK, making continued supply to the
UK a pre-condition of British aid.

CONCLUSION

20. Industz'lal/comrcial objectives have major implications: for example,
for the pmportidn of expenditure as between multilateral and bilateral aigd;
within bilateral aid, for the relative proportions of aid that should be
focused on particular kinds of industrial activity; for the gecgraphical

‘distribution of 2id, and for the way aid is negotiated. Hence improvement in
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AID POLICIES OF OTHER DONOR COUNTRIES

ANNEX C

Note by the Foreign and Commonwealth Office

Introduction

1. This paper documents the Western 'consensus' on aid; considers the factors
that shape other donors' aid policies; and examines the influence of commercial

factors on other donors' programmes.

I. THE "CONSENSUS"

2, For twenty years the Western donors in the Development Assistance
Committee (DAC) of the OECD, and its predecessor, have sought to compare their
experience and respective efforts against uniform tests, to carry forward their
collective thinking about the development process and the role of aid, and to
prepare common views on relevant questions under discussion with the developing
countries (LDCs). Regular reviews of each domor's performance and policies by
the rest serve to identify points of difference and to exert leverage for what
is seen as improvement. This process has in recent years been greatly
strengthened by the growth of the World Bank which, through its operational
role (not least as leader in most cou.ntry aid consortla and consultative groups)
and its powerful analytic capac).ty, has prog_ress:.vely 1 d the way in reassessing
both what is needed and how it should be done. 4 good deal of the resultmg
doctrine has been 1ncorporatedmin success.x;vﬂe: tg:t?tsl t‘ag'.z-"eeti.t"z.n negotnt:.on w1th
Vi 1 omy mam aegsh hae (senodgos ca':?x *9*(_);
srad p:@um #i oqoox el alphed E o
3. Though these resﬁlt&crﬂ A L
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4. Because each donor is sovereign, and DAC understandings are not reached as
a rule by a process of negotiation, the pace and extent of each donor's
movement in the direction of the different elements of the consensus vary.
Nevertheless, the leverage of other donors combined with LDC nagging has
produced over a period some quite significant shifts. The most striking example
is the successful pressure on Japan to increase aid, to improve its financial
terms, and to raise her share in multilateral agencies like IDA (a process

which however still has a considerable way to go).

5. Each donor maturally approaches the DAC and IBRD perception of the lessons
learned from the past, and the policies appropriate for the future, from the
standpoint of its own existing aid pattern. This pattern is very largely
determined (as will be seen below) by its historic and cultural ties and —
especially where the ties are weak - its perception of macro-economic and
geo-political interests; these can include, as for some Scandinavian countries
and the Dutch, a perception of political interests coinciding largely with
developmental criteria. Some donors, including some with large programmes -
France is the best example - administer their aid through several independent
departments. Others attempt to impose a coherent pattern on their efforts and
to balance conflicting interests within it.

6. Even where aid programmes differ tremendously (notably in country
distributions) there can be scope for their progressive adaptation to fit the
changing prescriptions of the consensus. For example, France can shift its
aid to the poorer Francophones, and Japan can soften its terms for the poorer
countries in S E Asia. The scope is smallest where histroic ties lead to high
eg Belgium will inevitably have a "good" distribution because
of the poverty of its ex dependencies, and Australia and N
a "bad" one.

concentration:

ew Zealand conversely

Volume

7. Even though the US and Switzerland have rejected it as a ‘concept, the

0.7 per cent GNP aid target established by the present international development
strategy has been accepted as a marker by other Western donors.
general agreement - including the US and Switzerland — that donors should try to
increase their aid effectively and substantially in real terms. While only four
donors (the Dutch and the three main Scandinavians) passed 0.7 per cent in 1978
a comparison of donor performance in 1970 with that in recent vears (Table 1)
shows evidence of improvement. There Was no consistent trend in volume in the
early part of the decade,

There is umore

but there have been increases in every year since
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1974 (Table 2), On the basis of the known intentions of donors the DAC

Secretariat estimate that the real value of Official Development Assistance
should increase by gh-5bn (20-25 per cent) over the years 1978 to 1982.

Table 1: Net ODA as per cent of GNP - All DAC Members

1970 1976 1977 1978

(provisional)
Median i 0.32 0.41 0.39 0.39

Table 2: Net ODA from All DAC Donors in 1970 rrices

Year (W s ¢f besmpslndex
e 232 l%@» = 100
. i :3*1*:.1@9 _
ol ne I 'mamnnsa =171598f' agngin s e
o ® :"*4-3"23:1*:::.:-: srom oid m:x:n Tl spsraena
¥y .ﬂ 23 neaog; odd %o mua-( aild ©
1974 ?s, 92 total 1 s3ributist Lasglules .(9;’-«;&;;‘5
1975 B f
1976
1977
1978 Lo
Terms

8. The financial
considerably duri
(Table 3)is
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The 1978 DAC Recommendation on Terms and Conditions of Aid (a revision of a
Recommendation dating from 1972) raised the overall grant element target to
86 per cent and stipulated that flows to the Least Developed should either

be in grant form or on highly concessional terms.

Table 3: Financial Terms of DAC ODA Commitments

1970 1977 1978

Overall grant element: % 84,1 89.3 90.0
Share of grants in ODA: % 63.3 7241 73.4
Median grant element to LLDCs: % %0.0 98.7 S

9. At the Ministerial Meeting of the Trade and Development Board in March 1978
Members of the DAC agreed to consider retroactive terms adjustment (RTA) of
their outstanding ODA loans to the Least Developed (and to some other poor
countries). Virtually all have since announced or implemented specific
undertakings in this connexion. (The agreement on RTA is a good example of

the consensus in action: the more reluctant members of the group were drawn

along by the readiness of the proponents to act, and eventually followed their
example).

10. Movement on other quality aspects has been less steady.
steps towards untying have been frustrated because of
multilateral arrangement,
have acted unilaterally.

In particular
lack of support for a
though Germany, Sweden (and to a small extent Japan)
DAC countries however subscribe to the common
understanding on local cost aid, and this form of assistance has steadily
increased in recent years.

Distribution

11. Most DAC Members accept that the geographical distribution of their aid

should give particular attention to the needs of Low Income countries,

and all
agree that special priority should be accorded to the Least Developed

RESTRICTED



RESTRICTED

Countries (LLDCs). Median data for nct disbursements to the Least
Developed are shown in Table 4. Overall commitments to this group rose
from 7 per cent in 1970 to 16 per cent in 1977. Commitments and
disbursements to the larger grouping of Low Income countries (defined for
DAC purposes as those with a GNP per caput of $400 or less in 1976) have
also increased in proportionate terms, though the trend is much less
pronounced, The share of the Low Inccme countries in commitments was

53 per cent in 1977 (as against 54 per cent in 1970) and is expected to rise
significantly as donors imple'ment their declared policies of increasing

allocations to this gfoup.

Table b: Aid to Least Developed Countries by DAC Members

Net bDA to I.IDCs as per cent or
tal bi ¥

‘ al aid ODA
Wit ~197G 97680y AOP7e sdd 1978 auc
Median k75 16.9 22t (O )

12, Multilateral aid shares in total dis
role of the IFIs (incli I“
than donors' total ml.&’ r

Table 5: Contribul
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Table 6: IDA Replenishment Increases 1969/71 - 1978/80

Second Third Fourth '}:ifth

(FY69-71)  (FY72-74)  (FY75-77)  (FY78-80)
Per cent increases 7.4 41.6 43,4 Rals
Real Increase Per Annum 2.4 3235 12.8 12,2

II. INDIVIDUAL CHARACTERISTICS

13. While the general direction in which aid policies have developed is
clear, each donor's programme is highly individual, responding to its own
priorities as it sees them. The following notes pick our some of the main
characteristics of the programmes of the six other main donors whose aid,
with that of Britain, reached 80 per cent of the DAC total in 1978, or nearly
$20bn. In order of size these were the United States, France, Germany, Japan,
Britain, the Netherlands and Canada. Among other information the notes draw
on assessments provided by HM Embassies in Paris, Bonn and Washington of

the political factors which the French, Germans and Americans take into

account in their aid programmes.

United States

14, A major part of the US bilateral aid programme is overtly political:
large sums of Security Supporting Assistance go to eg Israel and Egypt

to bolster US policy in the Middle East. Development assistance is regarded

as being in a separate category, with the criterion of need at the head of

the priorities used to determine its disposition. In practice, however,

there are important political factors here too, including, with the advent

of the Carter administration, the human rights record of potential recipients,

The Americans feel that a developmentally respectable aid programme is important
in dealing with the attempts of the Group of 77 in the UN and elsewhere to
squeeze concessions from the developed countries.

47

- [RESTRICTED



RESTRICTED

France

15. French aid is administered by different departments. The country
distribution is conditioned very largely by political and cultural
factors, with dependencies accounting for about half the bilateral total
and Francophone countries for most of the remainder. The share of
non-Francophone countries was only 9 per cent of French net ODA in 1977.
The significance that is attached to cultural objectives is reflected

in the share of bilateral aid devoted to technical co-operation

(45 per cent of net bilateral ODA in recent years - higher than any other
major dopor) and the heavy emphasis within this area of assistance on
teachers and education. The French openly admit that they regard aid as
an instrument of political, in particular foreign, policy: for example,
French aid is conceived as having an important role to play in promoting
European influence in Africa. There are signs of increasing French
interest in the use of aid to exploit commercial and industrial opportunities.
Given these preoccupations it is natural that "léhe French should have a

preference for bilateral over ﬁultilafe-ifa]: ’ili‘.vrf.

ietornationn)
S trad:.tlomlly been conceptrated
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Germany

17. Germany, like Japan, has attracted criticism in recent years on
grounds of a disappointing performance against the volume criterion.
Efforts are now being made to achieve rapid increases in expenditure,
and tentative information from the DAC Secretariat is that disbursements
could grow to approximately $3.4bn in 1982, an increase of 40 per cent
over 1978. Disbursements to Low Income countries accounted for a little
over half the bilateral total in 1978 and those to LLDC's for almost

one quarter. Foreign policy considerations play a significant role in the
apportioning of German development assistande. Aid is seen as a means
of promoting a stable and Western-oriented world, and, in particular,

of countering East German influence in developing countries. Political
interests are reflected in the choice of major recipients: in 1977 the
ten largest included Yugoslavia, Egypt, Israel and Turkey, as well as
Bangladesh, Pakistan and Tanzania. German aid policy is at present
being reappraised. The practical implications are as yet unclear, but
attention is being given to the relationship between the aid programme
and domestic economic considerations and to the use of aid to exploit
and safeguard raw material supplies,

Canada

18. Canada has a good record on volume and has made special efforts

since 1975 to concentrate assistance on rural development in the poorer
countries. There is a strong Commonwealth bias in the country distribution
(Canadian activities in the Caribbean have been especially helpful in

terms of our own policies for the region); but there is also an interest

in the Francophone parts of the Third World. Canadian aid policy is at

present being reviewed and its future complexion is unclear.
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The Netherlands

19. The Netherlands is one of the four DAC Members who have met the 0,7 per
cent volume target (the others being Norway, Sweden and Denmark). Aid
expenditure has grown very rapidly - by 74 per cent in real terms between
1973 and 1978. The Government have now determined that it should represent
the equivalent of 1,2 per cent of GNP, and in 1980 the aid budget will amount
to approximately £940m (thus overhauling the British aid programme). Dutch
aid is characterised by liberal terms and a distribution that gives a
substantial share to ex-colonies (onc quarter in 1977) and most of the rest

to a dozen Low Income 'tarret countries'.
III THE PURSUIT OF CUMMERCIAL ADVANTAGE

20. The changes in the pattern of aid noted above - the increasing proportion
of ODA channelled to multilateral institutions, the shifting focus of aid
towards the poorer countrics and the softening of terms - show the increasing
emphasis that is being placed on developmental criteria, The following
paragraphs examine the evidence that other donors also use their aid
programmes to pursue commercial and economic interests. Such an appraisal is
far from casy because systematic evidence is hard to locate. Nevertheless
certain conclusions can be drawn from internationally reported statistics and
from the statements of individual governments. The following aspects of
bilateral programmns OFEMWW*‘AF&’&@M&‘ Tl -
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over $1000 in 1976); and the Dutch programme falls into this category if
aid to the former colony of Surinam is discounted. The comparative
distribution prompts the question whether France, Germany, Japan and the
United States allocate a higher proportion of their programmes to the richer
developing countries in the belief that prospects for commercial follow-up
orders are better there than in the poorer countries. The hypothesis would
be that the more resources a recipient had to make future purchases without
aid the greater the potential commercial benefits from aid to that country.
But an analysis of who the richer countries are (Table 8) does not convincingly
bear this out. The allocation of French and American aid to better-off
recipients would seem to be explained largely by political interests and
historical ties. German activity at this end of the income range appears

to be motivated by a mixture of political and economic interests, and
Japanese activity partly by economic consideration and partly by a wish to
remain on good terms with oil-producing countries. To the extent that other
donors' help for richer countries is commercially motivated there remins
the question whether it is successful in this objective. The point is
difficult to explore statistically, but some limited research by the 0DA

has yielded no evidence of a positive relationship between aid flows and
trade shares for the main recipients of French, German, Japanese and US
bilareral aid in this income group over the period 1971-76. Moreover, given
the very large general purpose commercial borrowing to which they have
access it seems unrealistic to supper that richer developing countries
would show any marked interest in tied British aid; and to the extent that
they took up such offers there would be a high risk that the aid would simply

be switched, ie replace goods they would otherwise have bought with hard
money on purely commercial grounds.

RESTRICTED
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Table 7: Allocation of Gross Bilateral ODA bv Main DAC Donors: 1977
(excluding dependencies)

Per cent Country Income Groups:
LIDCs All under 8400 - Over $1000
$400 $1000

United Kingdom 23 69 26 5
France 19 56 26 18
Germany 20 52 23 25
Japan 10 52 51 17
Netherlands 25 62 13 25
UsA 9 41 20 - 38
Canada i 27 72 25 5)

Table 8: Selected DAC Donors: Main Recipients excluding dependencies in
Income Catesorv of over $1000: _Gross 0DA 1977

S$m
France Germanv Japan B Usa
Algeria 73 Yugoslavia 65  Irag A Israel 787
Djibuti 34 Tugk ot SR e ‘irési g Cyprus 44
Gabon 25) Israel 43 - Brazfi% Chilvef 35
Greece 4 Brazil; 35 él Lﬁlgef%a Panma 24
Turkey 5 Algeria 2 Si Lebanon 22
o; K FUEN Brag—i;]?; 29
o aaktiodsed
el =
$1000 182 vm“r19§9

b) Sectoral Distr
=S

22, Generally

detemine%
donors ,fq}}
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have in recent years declared a particular interest in agriculture and

rural development and there is a growing interest in energy. Germany has
announced energy, appropriate technology and agriculture as areas of
particular concern, and Japan has similarly identified human resources,

food and nutrition and enmergy. Table 9 indicates that the German and
Japanese programmes are biased towards public utilities and transport
equipment, but it is not clear how far this reflects active promotion by these
donors as against the influences of recipient countries. Those recipients
who are in a positionto exercise a degree of choice between donors may be
expected to turn to Germany and Japan for aid assistance in sectors where
exports from those countries have a competitive advantage, and IBRD
procurement data show that Germany and Japan do possess such an advantage in
those sectors.

Table

: Sectoral Allocation of Bilateral Commitments
Co—operation

including Technical
: Main DAC Donors: Average 1976-77

per cent
e B s
£;:::port) Construction = ol L
Canada 39 21 4 9 27
France 18 8 ' 5 50 19
Germany 37 14 ' s o | 20 18
Japan 49 9 25 4 15
Netherlands 22 26 9 24 19
UsA 16 28 16 20 20
UK 22 ¢ 2088 12 25 21

(¢) -Procurement Tying

23. Table 10 shows the extent to which the bilateral programmes of the eight
largest DAC donors were untied in the period 1976-78 (no earlier statistics
are readily available). The United Kingdom is well below the DAC average and
is notably less liberal in this respect than France and Germany, two countries
whose aid practices are often thought to have a pronounced commercial

el
i
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orientation, and who might therefore be expected to follow a close-fisted
approach to procurement. The Japanese proportion of untied aid is broadly
equivalent to our own, but the Government's declared intention progressively
to untie their bilateral aid will soon put Japan into a more favourable

light on this criterion., It should be borne in mind that the statistics

in Table 10, which are based on information about aid that is formally untied,
may not tell the full story, since it is possible for donors to resort to
various informal devices to ensure that some part of the untied portion

of their aid is spent on their own exports.

Table 10: Tving Status of Bilateral ODA: Main DAC Donors: 1976-78

Gross disbursements
Percentage Untied
1976 1977 1978

Canada 45 16 36
France 42 42 41
Germany 72 b 74
Japan 0me26 1164 oacedl 7
Netherlands RS GlauhBriine BLa RigLs
Sweden?#i o7 EaEs ¥l FI A8 uReaq IR
UK nastjosq heR Magde VB T ligpo BT i léfg dnged

TSt ol sesd $2bai PSS L9N00y i De@ BRI RAG ST - fadn i ho M
DAC avevaget st BE S chiggiil e ﬁﬂuubt . :
ograsmes and we bave wene.  No ghsnesoml

(d) Mixed Credits and Soeci oc: e k. . Slaboes sdr .68

donors' use of mixed c anc s the m 1ser o !
In 1978 the French noti |7 mixed : . s tota b e bive
(£422m commercial er 3 .
loans totalling £17
of French capita
The recipie
area, in t I
Middle East.
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25. Japan ceased providing mixed credits in July 1976 but resumed them
recently, and indicated that it intended to use them in the future. In
the past, Japanese mixed credits have often been for projects in the

natural resources sector.

26. The Netherlands and Germany both use their aid programmes to provide
direct assistance to industry. The Dutch scheme represents about 5 per cent
of the current value of the aid programme and is directed to unspecified
'industrial exports'. In 1978 the German Government introduced an item

into the aid budget for measures in the field of programme assistance which
are 'also of stlructural, employment-generating and conjunctural benefit'

to the domestic ecomomy. This represents a broadening of an initiative
taken in 1976, under which part of the aid budget was earmarked for purchases
from the German ship-building industry. The value of the special allocation
was between 10 and 15 per cent of the aid budget in 1978 (10 per cent of
cash authorisations and 15 per cent of commitment authorisations) and the

principal items to be financed are ships and locomotives.

27. We have no evidence that other donors systematically subsidise particular
industries from their aid programmes. Sweden has announced a scheme worth

approximately £14m to promote ships for export to developing countries; but it
is financed separately from the Swedish aid programme and is not sufficiently

concessional in DAC terms to count as Official Development Assistance.

(e) Raw Materials

28. The security of supplies of raw materials is a common objective of three
major donors: France, Germany and Japan. France and Germany consider that
Africa has a key role to play in the raw materials context, and there is
evidence that Japan, with an increasing aid programme in Africa, takes a
similar view. It should be noted in this connexion that the interdepartmental
Working Party on Procurement of Overseas Raw Material Supplies, which reported
in December 1976, considered inter alia the role of government in ensuring
that UK consumers were not disadvantaged with respect to consumers in other

industrialised countries. Having reviewed the French, German and Japanese

55
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measures, the Working Party concluded that "it is not clear how far these
have succeeded in promoting a flow of investment to developing countries".
In dealing with exploration grants, the Working Party's view was that
"Assistance to mining projects in IDC's might be given as part of bilateral
aid programme when such assistance ranks high amongst the priorities for
that country's development., Otherwise, if such a programme was initiated
it would fall to be administered by the Department of Industry and the
finance for it would primarily be expected to be found within that
Department's PESC allocation or be considered along with other outstanding

claims on the contingency reserve".

20, More recently, in an exchange of Ministerial correspondence initiated
by the Secretary of State for Industry on problems associated with UK
dependence on imported minerals, the Secretary of State for Trade said that
he did not believe that government action to stimulate additional exploration
(still less to stimulate investment in new overseas mining capacity) was

likely to be effective.

Other Considerations

350. The impression that other donors use their aid 'unfairly' to win
commercial advantage may be due in part to the fact that in countries where
another donor's programme is larger than our own, British goods financed

on commercial terms may come |

aid programme. The likelih
other donors have large p
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ANNEX D
PROFESSOR BAUZR'S VIZWS ON AID

Note by the Department of Industry and the Foreign and Commonwealth Office
(Overseas Development Administration)

S5 For many vears Professor Bauer has been a persistent critic of aid. The
most comprehensive exposition of his views is contained in his book, Dissent
on Development, first published in 1971. The theses presented there have

remained essentially unaltered in his subsequent writings.

2 Bauer's main theses can be stated as follows:

- aid is neither necessary nor sufficient for economic development;

- aid may firance low-productivity investment and have adverse effects on

developments

-~ aid strengthens the ceatralization of power and planning in recipient

countriesy X g o #3a8 3 o,3p08

o pailoe SotqEniiv.s 13 4 ol
I ZCON nE PRLY % g logeqt itogliedi e ens
1. ZCONOMIC DEVELOEMENTSGAL DA Sl INE REEE SOEESawaes o ? s
> ofl TR e L ol i

(i) General - Al -

5> ""Sconomic achievezent gﬁgﬁgm Wﬁ %an atticudes
and also on their social and poli @Wd St .
indisputably not generally ! e frcm goverty."
(Dissent, p 98). - o ioVitTa e ?x B asmeigicom
3 il Lq\’ﬁo ::39 sdai

cordition

4 Zauer states trzat 1% g
without foreign aid @
without aid (g r
ended). Thus ! : t a int' of aid
wild S

customsLSRnc

R
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~ < 8 S p reirlly Gl L t from those now
ingustrizlized countries developec may be crucially differen rom t

facing developing countries. However, whether or not aid is necessary cr

5 : f 3 sment 1 in
for developzent, many people believe that it makes development less pair

the amcunt of output which has to be divertasd to investment rather t

. 5 5 ~ S 3 : T R L v T = b (
inmediate consumpticn. In arguing against this view, however, Bauer states (a)

that aid does not necessarily augment net capital resources in develop

and (b) that it may actually impede development in a number of ways.

(ii) The Supoly of Capital

6 "If all conditions for develorment other than capital are present, capital
will soon be generated locally ... or ... will be available on commercial terms
from abroad ..." "It is highly probable that without aid the governments of
many underdeveloped countries would have borrowed more from abrcad on commercial
terms." '(Di Sen=np97.108).

_

that

7 Bauer suggests that aid displaces local savings. He states that foreign

aid encourages the recipient government to impose extensive controls in the name

of development planning; anc to pursue inflationary policies since the amount of
aid often depends orn the balance of payments cdifficulties of these
These policies engencer a widespread feeling of insecurity, which in turn
discourages the local population from saving and investing
export of capital.

internally and encourages

8 Sauer alsoc believes that aid coulc displace private inflows of cazi

argues that recipient governmenis are unlikely to borrow on commercial terms when

they have the option of aid funds on concessional terms. He states that mos
recipients of foreign aid restrict the inflow of crivate foreign carital in the

interests of planningg

9 It is true that some developing countries borrow in subs:

tantial amounts on
private capital zarkets or attract private direct investment; but these are among

a small group of richer developing countries (Brazil, Korea,

Mexico, etc) or those
with exportable oil.

The great majority of developing countries (cer
with per czpita incomes of less than $400) are limited
and, as Table 1 (overleaf) shows,

tainly those
in their ability to borrow,

have not been large scale borrowers in the recent
past. For these countries aid has been tae main source of

foreign finance.
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DICT?IBJ"‘IO}' OF PXIVATZ IKVESTIiSIT STOCK AND PRIVATE FLOW BY PER CAPITA INCOME OF R“CIP].JJT

FODI stocr lo Approx 1] ow2 No ODA

per capita of of all grivate of 1974-117

1976 countries finance per capita countries rer capita
(1974;77)

82 8.2 29 1 25 21
§igo,. - P2 9.2 24 374
S 5% % 8 $aglsd g 13 a3
S iy BN .
me ot 13 b %1789 y 13 3
L ; E £ 6
§ —317§ 148 | _?,;3 .9 17 24
i g v g g ¢ L5
%?fﬁ 3 d ?;‘1.? World Bank Atlas,
5 g B :
s # g’: 8 hid
RECRE;
X %ﬂé X?Z cauntrha and dcpendenc:es. The results are not
ex 4
-4 ]

&ﬂ‘ m all cp_umes from neg total fiows from all sources.

!e&e

17013 s'nall compared to the rest and off1c1a1
ofgu mthe expart credits and therefore have similar character.
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. S - wital Ah.is
10 Insofar as developing countries control inflows of private capital t
i i1i 3 i id Many factors -
cannot be attributable simply to the availability of foreign aid. MNMany Ia
: 3 + iev i
economic, social and political - can enter into the formulation of policy in

this sphere.

1 The crucial question remains whether aid adds to the volume of investible
resources in developing countries. As to the econometric evidence, studies of
the particular guestion of the displacement of local savings, suggest there may
' be some limited substitution, but there is no clear evidence either way that aid
displaces commercial finance and other private net inflows. A priori, aid how-
ever could well be seen as complementary to private investment in the long-term,
by tuilding up local infrastructure, which in developing countries generally has
a pay-off period too long for private investors (foreign or local), in part
because the profits enjoyed by the courtry as a whole may accrue to other user
enterprises rather than to the investor. Bauer does not accept this view in
general and points again to the historical experience of the industrial countries
and some developing countries. EHowever, he does recognise the potential
importance of aid for infrastructure purposes in some sectors, of which he cites
road-building as an example. Moreover, he acknowledges that aid has been a
crucial factor in providing the basis for cevelopmert, notably in Taiwan, where
be says that aid in the 1950s helped to restore confidence at a critical time.
Other examples could perhaps be mentioned, in particular Korea.

(iii) Low Productivity and the Adverse Effects of Aid

12 "The positive economic productivity of a piece of
be taken for granted.

(aid) expenditure cannot
This ... is particularly relevant when the ‘unds are spent

by persons who neither bear the cost nor enjoy the economic return. In these

conditions negative productivity is distinctly possible, especially when the funds

are external gifts." "External doles ... tend to bias the development process
in directions based on external prototypes which are often inappropriate and there-
fore damaging." '"The flow of ... aid supports, unde

rwrites and encourages ... many
recipient governments (to) pursue

courses of action which patently reduce the level
of income or retard its ucnue -+ for instance ... (expelling) the most produc=-
tive groups of the population from their countries... These policies are not
questioned by the advocates of aid." (Dissent, PP. 99, 101.)
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3 Bauer's first contention here is that, because of iis concessionality,

aid induces the recipient to use it less productively than the same commercial
finance. His evide ce, such as it is, is selective and out of date; and he seems
to be unaware of donors' stringent procedures for ensuring good use of concessional
funds. As far as donors are concerned there is a significant amount of evidence

on the yields of aid-financed projects. A recently-published evaluation of IBRD
projects indicated that 91 per cent had been successful and, of 58 projects for
which an economic rate of returnm could be calculated, all but six yielded a real
rate of return of 10 per cent or more. On 54 projects passing through the OX's
Projects Committee (1974-77) the average expected real rate of return was 15 pex
cent. Recent thorough studies of the eifects of British aid to Kenya, Malawi and
Southnern Africa by independent authors conclude that it has been clearly beneficial
and explicitly state that the criticisms of Professor Bauer are not borme out.

that soze aid prejects are unsuccessful, but there is

le evidence on the guality of investment financed by foreign private crecits
and the indirect evidence seems to contradict Bauer's thesis. The cases of

serious misallocation of resources, default and rescue operations have not been
confined to major aid recipients: ind?ed they have occurred more frequently in

couniries which have borrowec exc3551ve private flnance. not aid finance (eg Ghana,

Zeire and Turkey).

>

Donor agencies have long been concerﬂen to d loy tax-payers money to the

kave ‘very strznsent p—ojnct appraisal.g:oceduroa for scrutznlzing the
gL was to

sckcnes :;fore 2a; nrov;ng,a:d

The ODA
technical and e*onomzc me-zts o? prsgects l:g;
expenditure. Althongﬁ tﬁntmﬁﬂ
minimum positive rate of ctﬁ'n’for pul
best that could be exp ﬁ" <
economy. Aid is also chann

funds are on-lent at s X ‘to pri U 5 also monitors the
. J#YL]-- 2
implementation of ole to private

lerders in th!;e:"

Moreover,

the World Bank

appraisal mech
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1€ Although the proposition is ultimately untestable, it could be argued
against this that the profitability of projects financed by aid is no clear

guide to its economic effect. Sound projects could simply be chosen by recipients
from those they wished to pursue, so that, if aid happens to increase investible
Tesources,it is unlikely to do moggaz:er:it additional marginal projects, about

which donors can have little information.

N7 Bauer's next concern is that aid biases the development process in
directions based on inappropriate prototypes, specifically the transfer of
western-type universities to developing countries. This is a very genuine concern
of those involved in development but it is unfair to attribute to aid the main
pressure to import inappropriate systems. Western-type universities, educational
and legal systems were well developed before aid was involved and would almost
certainly have occurred without aid. Indeed, although mistakes have been zade,
aid donors have often been the main force seeking to persuade developing countries
TO0 pursue standards more appropriate to their conditions and culture. Over the
years the ODA has corntinually scught to provide aid for appropriate types of
education, appropriate standards for roads, housing, health, etc, and appropriate
tecrnology. More recently, the major donors have sought to cdirect a higher pro-
portion of aid to assisting poor people directly.

18 Sauer's other concerns under this beading can be dealt wi
As to the expulsion of minorities, this i
to do with aid, nor

tk more briefly.
S a sad fact of life, but it has nothing
has its practice been confined to Tecipients of aid.

over, aid donors are patently sensitive to flagrant abuses of human rights (eg
Uganda and Chile). -

More-

1z CONCENTRATION OF POWER

19 "Foreign aid augments the resources of recipient governments compared

those of the private sector thereby promoting concentration of power
recipient countries.

to
in the
This effect is muck reinforced by the preferen

tial treatment
ir allocation of aid of governments engaged in com

Prehensive plannin y 8 criterion
based, at any rate ostensibly, on the ground that such a policy is a
of ic development." (Dissent, pp 106-107.)
62
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20 Bauer considers that aid is given preferentially to developing country
governmenis engaged in comprenensive planning, which in turan results in the

politicization of economic life.

21 All governments plan to some extent and it is difficult to find any

developing couniry government which does not take some sort of active role in

the economy, but the extent to which aid reinforces this characteristic in develop-
ing countries is a matter for argument.as is the effect of the degree of —

planning on development ‘. : - 4

III  SUBSIDIARY ARGUMENTS
22 Bauer criticizes a numper of what he cites as subsidiary arguments in

support of aide

(1)  Aid as redistributive taxation (Dissent, pp 115-120.)

22 Bauer states that "fore:.g:: a:l.d :Ls na:.d ’:ry 5ove-mnents to governnen\.s" and

"

that it is '"therefore part y regress:.ve, oecause mang taxnayev-s in donor countries

are poorer than many people in recipient L Bl By moreover, "this

regressive aspect is ircreased iz practica by the fact that foreign aid benefits
ey raedansa Lesiikioc

better-of: people within :hﬁiL ﬁz@gﬁ’& oﬂ;'gx%!!; n 2 rs of the usban

population cea'

2k

gs ey, or thc other, and
Bauer does b

sniz is'msby

adducing,
of jus ..:.f.ying o

Norethel it ount: are so poor

compars
: e W
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26 Bauer presents no evidence for the regressivity of aid. UK Household
Expenditure Survey data, however, indicate that households with incomes below
£4000 pa are not net contributors to the Exchequer. We have not looked at the
data for other domor countries, but for the UK there would seem to be little
evidence in support of Bauer's claim about regressivity at the donor end of the

transfer.

27 That the richer groups in recipient countries may benefit from aid transfers
has been a problem with which donors are also well aware. Since the publication
of Bauer's book, however, donors have been designing their aid programmes in such
a way as to minimise this anomaly, by directing aid more at the poorest developing
countries and at the poorest groups within these. This has been reflected in an
increase in aid projects situated in the rural areas, where the great majority of
the poorest people live.

(ii) Aid as a moral duty (Dissent, pp 126-127)

28 Bauer's criticisms under this head are in part related to those ranged
against the redistributive argument above. He states that "foreign aid is often
advocated as if it were the discharge of a moral duty to help the poor ... but
(that) the analogy with moral obligation fails (because) foreign aid is taxpayer's
money compulsorily collected (and is hence) outsice the area of volition and

cheice." This is his own value judgement which is not shared by everybody.

(1ii) Aid and political strategy (Dissent, pp 128-130)

29 According to Bauer, the arguments that aid helps the political interests
of the West and helps to preserve world peace are invalid.

20 As reproduced by Bauer, the former argument rests on the belief that, by
promoting development, aid helps to keep the developing countries out of the Soviet
bloc. Since, in Bauer's view, aid does not necessarily promote development, this
argument obviously falls down. EHowever, even if the development case were correct,
Bauer feels that the conclusion does not necessarily follow, for reasons in part

related to the very act of transferring resources by means of aid. He states that
an inclination to accept communism is not dependent on living standards; and that,
by promoting centralized and closely controlled economies, the operation of foreign
aid tends to favour and strengthen governments which lean towards the Soviet bloc.
Moreover, Bauer states that political advantage is unlikely to follow from aid since
recipients are apt to resent the donors and to harbour suspicions of sinister motives.
notably of pelitical domiration. e
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21 These points, inter alia, are discussed in Annex A, Aid and Foreign
Policy. B 4
.
IV PROFESSOR LIPTON
32 Professor Lipton's book, Way Foor Peovle Stay Poor, has been cited as

evidence that Professor Bauer's views on aid are echoed frozm the cther end of the
political spectrum. That book, however, is not primarily concerned with aid:
nonetheless Professor Lipton's views on aid are germane in this context, since
they form part of that body of opinion which led to the adoption of the strategy
of "Aid to the Poorest", with its greater emphasis on rural development. In his
view, donors should persist in their increased concentration of assistance to :he
rural and agric liural sectors, in spite of the difficulties which this throws ugp.
While holding the view that there is a limit ‘o what can be achieved unless
recipient governments alter their priorities, Lipton nowhere suggests that aid is
n balance harmful and should be reduced.

v CONCLUSIONS

35 Professor Zauer's criticisms of aid relate primarily to its implications for
developmeni. 3auer believes aic is gemerally ineffectual and in some cases
positively narmful., But his princiml conclusions are essentiaily the result of

= Such econcmetric work as has been aona on relevant issues offers noc conclusive

Ui

results, and in the absence of clear obaective ov;dence teersis room for henest
trzes to lick aid to the less
there is no way of
Eﬂiile that aid has
capital in recipient

differences of opinicnm. For =
desirable characteristics.of
demonstrating a causal co
generally promoted dev
countries, and by finan
conducted. In this r :
profitable projects,

12 December
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ANNEX E

STATISTICAL TABLES

Ly

10.

115

The Aid Programme and Central Government Expenditure 1970-78
Net Official Development Assistance 1968-78
World Aid Flows by Donor 1970-78

Public Expenditure on Overseas Aid:
Gross Disbursements by Component 1970-78

Public Expenditure on Overseas Aid:
Percentage of Gross Disbursements by Major Category 1968-78

Gross Bilateral Public Expenditure on Aid by Region 1968-78
Percentage Gross Bilateral Public Expenditure on Aid by Region 1968-78

Gross Bilateral O:fficial Development Assistance by Recipient Country
Group 1973-77

Low Income Countries of Importance in the UK Aid Programme

Low Income Countries which received less than £l m1111on of UK Aid
anSLOR . "

Higher Income Less Deyglmﬁ.mmugsm,lmmxukem uﬂ
least £1 billion-dne«diOfPmsssmenviimmmn————

—. A - salfeddedd bia dsirlvE rescucc
The Non-Arab 0il Exportersd i dew vt khe BAC PO& Aefla: .

The UK Multilateral Aid

UK Contributions to and
International Agencies

Situation of the ean L ! t 50 June 1979

The 'Most Aid!
Average, 19
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§ 4 ‘fable 1. THE AID PXOGRAMME AND CENTRAL GOVERNMENT ZXPENDITURE: 1970-78

£m
Net aid Total Central Het aid programme

programme government expenditure §% of central govt exp
e 1970 186 17,676 1.05
3 1971 231 20,054 1.15
s me e e aiiidicr
1974 204 32,595 0.93
; 1975 387 T bb,110 0.88
' 976 469 50,550 0.93
1977 521 54,3207 0.56
1978 676 o 62,519 1.08

Sl ok N Arie - AFR =

Statistics - ODA
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Table 2. NET OFFICIAL DEVELOPMENT ASSISTANCE : Current and Constant Prices

Value (£m) ]
% of GNP Volume Index
Current prices 1975 Prices at Current Prices (1968=100)
£m £m
1968 173 382 0.41 100
1969 180 386 0.39 101
1970 186 375 0.36 98
1971 231 427 0.41 112
1972 2492 417 0.58 109
1973 246 : 377 0.54 99
1974 SO 581 244 0.5% 100
1975 589 389 0.57 § 102
1976 462 5, 7k 0.38 oo
197 % 524 57588 12 0.37 ¢ s 98
1978 652 e ., 7 L 0,30 4y lO7%
Fri e ,,’{  SESg e

Figures for Real Net ODA were..qb?;xin

to a sterling basis. " 09 - .._}». :r. o
el bl A pe3

.

* Provisional
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TABLE 3 WORLD AID FLOWS BY DONOR:

1970-78

Net oda ¢m

Increase in

Country 1970 1974 1978  net oda 970 1978°
1970 - 1978
% ) =

Australia 202 430 491 143 59 .45
Austria 11 59 156 1,318 SO7N 27
Belguinm 120 271 513 327 46 .52
Canaca 346 ZASRES 1,055 204 b2 .52
Denmark 59 168 386 554 588275
Finland 7 38 56 700 “070 .8
France 471 1,616 2,589 177 «86 £.57
Gerzany 5998 1,433 1,984 251 32 .31
Italy 147 216 2L0 63 16 .10
Japan 458 1,126 2,215 38k ceR 23
Netherlands 196 uz6 1,072 e .61 .82
New Zealand 14 39 55 293 23 W34
Norway S/ 131 355 359 sSoe .50
Sweden 419 Lo2 783 S69 .38 .50
Switzerland 20 63 176 487 <1511 20
UK bu7 717 1,212 171 3% .39
Usa 3,06 3,437 4,357 59 S s23
Total DAC Countries 6,807 11,302 18,293 169 W o
Concessional flows from:

OPEC Countries+ 500 3,020 L,8co - 1.5

Centrally planned*

econcmies- 78004°1,410 Gko e
World concessional
flows to
23,733

developing countries 8,087 15,432

® provisional

+ cstinmates

69
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TABLE &  PUBLIC EXPENDITURE ON OVERSFAS AID: GROSS DISBURSEMENTS BY COMPONENT: 1970-78

£m at current prices

1969 19720 197 1972 1973 1974 1975 1976 1977 1978
210008218298 27,9 | 282.2  28h.5  351.9 436.7 513.6 589.3 226.0
‘ !!;'1o B l26:0 5, 1982 2005 & 233.3  221.9 © 266.8 305.2 376.3 387.6 Sh2.1
133.3  152.6  189.1  171.9  149.3 190k 208.9 240.0 260.9  383.0
67.9 99.h  105.2 109.3 119.9 131.0  137.3 187.4
79.1 84,3 7h.5 ges7he st otk 155.3
BOSNERNPON S=lio B 29.31 25091 35,9 3.2
72.5 = k.1 31.1 89.0} 418J0. 123.6 201.5
5.9 5.9 6.2 8.9} * 2 947 10.4 1.4

es3 0 1.5 A .6 %5 0
*18%1 .4 a8 a.h 13:2 25.5 i8
Lh.6 1% ] S8 1.9 1.3 20 2.3
s % - 2.8 12.1 240 40
s ol 0 %2 10.3 8.9 7.6 15.0
ho.6 3.9 52.4 5h.8 72.9 1.5 182.1
- 2.6 el 253 .8 133 1 30.4

54 X g

RN sl iplol - ABL9.  169.2¢ 181.2 265.6
12997 £110.6 . 257 200  $720.7  £729.8 123k
'@1ih 926" 7600 T 9603 1278k 126:6 1532
.7 sh.h S6EG900" © 89.0%  192.9 111.72
MEW L WlB32 11959 sapk2  oB8ulit sP33u7  INhqus

[ TVILNZQIINOD |



Table & (continued)

N . 1969 1970 1971 1972 1973 197h 1975 1976 1977 1978
MULLTIATERAL BRI SOT0 S0 BL0 - 62,6 85.19 131.6° 137.2° 201,7 183.9
Financial Aid BATGEERISIRR D3 2 3810%  4p,31 68,51 99.0. 109.4¢ 161.6 126.8
UN Agencies h.5 feor 6.8 1.7 8.2 2.8 225 1.6 L.5 3.0
World Bank Group 20.2 GROERIDSOR 220 31.5 U9.2)  66.05 69.3. B88.90 6h.k
Reg: Dev: Banks 1.9 2 0.6 230 h.6 2 . 6k 12.4 13.5 1520,
EEC - - - - 3.0 11.9 18.9 26.1 572.8 42,3
Other o 2 £ ) = .2 - = =¥
Technical Cooperation 6.5 6.8 2.2 10.0 15.3 16.6 32.5 27.8 4o.1 57.1
UN Agencies 6.4 6.6 ?.0 9.3 1.2 15.0 29.8 23.6 34,4 499

2] 2 ) 0.7 1,0 157, 2.7 4.2 5.9 10.0

Other

[ IVILN3QIINOD |

Note: Figures may not add to totals because of rounding.
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Table 5., - PUBLIC HPETITURE Gi O/SRSEASVAID-™ °
PERCIZITASE OF GROG5_DISDURSIINTS DY MAJOR CATEGORY
Percentace
BILATZRAL AID MULTILATERAL OTAL
Project Non Project | Technical &
Aid Aid Cooperation Tgtal
(ine crc)
1968 | (31.7) (38.0) (20.1) (90.6) (9.1) (100.0)
1969 | 30.9 32.6 20.8 84.2 1580 . 100.0
1970 | 31.1 38.7 20 9 0.8 9.2 X 100.0
1571 77.8 315! 19.6 88.9 Aot b2 ¥ 500:0
1372 | 35.2 25.7 21.8 @™ M s 1 1% joop
. 1973 | 37.0 15.5 G e w o | J00i
b 1o7aT i 3tk 750} =21 : e ¢ { = 100.0
19752 | 27 20,4 t-22oh . 100.0
1978 | 25.5 4 P A & 1 1000
1977 | 23.3 2140 - = | F@gp *% |Zjcom
1978 | 25.8 27:8 S i §00- B
RS _— 1 @
T ~u »” 2 5‘ -
S ¢ T Sed O
“ : : : ¢
B = o 4 b~ [ =
-y WD I A
o i a8 (x| 8
§ A Al g
W g8
-
| ;i,
R 1)
SIS
| 2 5
| =
1
i




' TABLE 6 GROSS BILATERAL PUBLIC EXPENDITURE ON AID BY REGION .
REGION 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978
AFRICA
Biatorn Afrioa 25.3 22.5| 24.8 | 26.4| 24.6 | 26.4| 31.0| 27.8| 43.8| 38.4| 61.1
Northern Africa 0.1 0.1 0.5 0.2 0.5 2.0 2.6 3.3 3.2 4.0 4.0
Southern Africa 28.1 26.2 | 17.0| 20.3 | 22.4| 23.1| 28.6| 34.5| 41.4| 53.1| 79.1
Western Africa 15.4 NI RoR IR 16 98610 13,2 11 12.4°] 13.4 | 17.4 | . 19.3] 29.8
Reglonal Africa * 0.3 » - 0.1 » * 0.1 0.1 0.1 0.3 0.6
S Total Africa 6.9 631 | 61.3| 63.8| 59.0 | 64.7 | 74.7| 79.2 | 106.0 | 115.2 | 174.
€ || of which: Commonwealth 61.6 61.0 | 58.7 | 60.8 | 55.4| 58.6 | 65.6| 66.6 | 87.8| 98.3 145.? e
© | amerrca )
o Central Ameorica A=
aul (ino Carib) 12.0 13.4 | 15.2| 25.0 | 19.7| 210.0| 20.6| 26.6 | 24.2| 18.4| 37.4|~
roi South America 3.8 AORIEE RIS 4] 4.7 L | R [P SV | S LR I | e
o Reglonal America 0.1 = A B oia s o6l ool ol7] 1.6 i0.6] 0.8l
o i Total America 15.9 17.9 | 20.4 | 29.2 | 24.8 | 25.4 [ 30.2| 40.2 | 40.0 | 32.9| s53.b|-:
So» || of whichs Commonvealth 14.3 15.7 [ 28.5| "27.5 | 22.9 | 22.6| 22.9| 23.6| 25.3| 18.0| 4a.h =
I"‘J ASTAT 5
i East and S E Asia 11.9 Mo Ras.e ] 24.0 | 238 2l 39.7 | mee | 221 | 16k]
5 Southern Asia 59.3 52.9 | 61.1 | 80.3 | 81.3| 61.7( 92.0| 94.9 | 137.4 | 137.9 | 194.8|
South Western Asia 5.3 3.6 20 4.8 3.6 /1l 3.8 9.9 7.4 B || s
Regional Asia 051 - - - 0.3 0.3 0.2 0.2 ()5 052 0.2
Total Asia 75.5 71.4 | 83.7 | 108.8 | 109.2 | 89.9 | 120.1 | 124.7 | 156.9 | 168.5 | 218.7
of which: Commonwealth 66.5 61.5 74.7 93.3 77.0 66.5 93.5 93.3 | 133.6 | 116.8 | 174.5
: Joint Com/Non-
Comnonwealth 0.3 0.3 0.2 0.2 0.3 0.2 0.2




* TABLE G (cont)

CROSS BILATERAL PUBLIC EXPENDITURE ON AID BY REGION

£m
REGION 1968 1969 | 1970 | 1971 | 1972 | 1973 |} 1974 | 1975 | 1976 | 1977 | 1978
13.2 RoRisgaB olligay s 1 #ap 5.1 Sg.a. ] ¢-7.7 1.4 6.5 ] 110d0 | gk
1.3 4.8 8.7 1.2 5.5 1.3 6.8 5.9 6.0 6.7 6.1
6.1 ennieen s Se 5 [ 8400, | “a3.8 | “a4.0 | ©19.4 | 525.5 | V242 | 30.4
6.1 BRIl do.D | 13.8 ] 14.0 | 19.4 | 25.5 | 2422 30.4
bl T.p e | b 5| Nia.e | ~17.0| ~18.3 | - 20.3 | - 34.3 | -42.4 | -36.9| 48.0
{13 43, 5.8 g-2].x12.5
L NTEEAm 17.0 | 18.3| 20.3| 34:3| 41.4| 36.9| 48.0
)
; f.éd&.b 176.9 | 198.2 | 242.5 | 233.3 | 221.9 | 266.8 [ 305.2 | 376.3 | 387.6 | 542.1
1266.1 | 156.5 | 176.0 | 213.7 | 170.6 | 167.8 | 202.7 | 208.8 | 278.2 | 263.9 | 401.2
tT - - 3 - 17.3 | 18.6 | 20.5| 34.6 | 41.8 | 37.1| 48,2
O s b | eme| 454 35.5] 43.8| 68| 6.4 | 66.5| o928
o e
Wy B
g U
3 &
. :
PorLppoxy yyriew ! ;_;__:
ERuordy L nyor ;:'5‘
2 4




-

PERCENTAGE GROSS BILATERAY, YPUELIC EXPENDITURE ON ATD BY REGION

* TADLE 7 %
REGION 1968 1969 | 1970 [ 1971 | 1972 | 1973 | 1974 | 2975 | 1976 | 1977 | 1978
AFRICA
Eastern Africa 13.6 NotTaIEI2s5 | 10tor | 1005 119 | 11.6 G [ b 145 9.9 11.8
Northern Africa asl 0.1 0.3 s 0.2 0.9 1.0 1.1 0.9 150 0.7
Southern Africa 15.1 14.8 8.6 8.4 9.6 | 10.4 10.7 11.3 11.0 | 13.7 14.6
Westorn Africa 8.3 8.0 9.6 10 5.0 5.9 4.6 4.4 4.6 5.0 5.5
Regional Africa * 0.2 L4 * * * * * * 0.1 0.1
Total Africa 36.9, 358 BOSORIRN26°3 IEN250aRIE 2902 ] 28.0 | 126.0 | 28.2 29.7 32,2
of which: Commonwealth SOOI R AREN| MO0 TeR| L ios 81 25 7 | 26 ar | 2456 ] 21,8 | 23.3] 25.41  26.9
AMERICA
Central America
(inc. Carib) 6.4 7.6 7-7.] 120.4 8.4 9.5 8.1 8.7 6.4 4.7 6.9
South America 2.0 2.5 2.6 15T 2.0 e Tl 3.0 4.2 3.8 3.6 2.8
Regional America 0.1 - - - 0.2 0.3 0.3 0.2 0.4 0.2 0.1
Total America 8.5 HOSIRIETO AN e ok T0:63L s 11440 11.3.1 . 13.2 | 10.8 8.5 9.9
of which: Commonwealth ot 8.9 9.3 11.3 9.4 9.7 8.6 TeT 6.7 4.6 8.2
ASIA
Fast and S E Asia 6.4 8.4 | 10.0 9.8l 20.3| 10:7 9.0 6.5 3.1 5.7 3.0
Southern Asia 31.2 29.9%1 z06r 18 33asls 34.8, 10 27.8.]. 34.5 | 3.1 36.5 | 35.6 35.9
South Western Asia 2.8 2.0 1.4 2.0 1.5 1.8 1.4 3.2 2.0 25 153
Regional Asia 0.1 - - - 0.1 0.1 0.1 0.1 0.1 (03 *
Total Asia 40.5 40.4 | 42.2| 44.9| 46.8| 40.51 45.0 | 20.9 1 41.7 43.5 40.3
of which: Commonwealth 35.6 34.86| 37.7| 38.5| 33.0| 30.0| 35.0| 30.6| 35.5| 30.1 32,2
1 Joint Com/Non-Com 0.1 0.1 0.1 0.1 0.1 asl *




" ABLE 7 (cont)

PERCENTAGE GROSS BILATERAL PUBLIC EXPENDITURE ON AID BY REGION

%
REGION 1968 1969 | 1970 [1971 | 1972 | 1973 | 1974 | 1975 [ 1976 [ 1977 | 1978
EUROPE
~ Total Europe T a5 || | R 5.4 4.4 2.9 2.4 T 2.6 3.2
| of which: Commonwealth 3.9 2y || e S 3.3 &5 1.9 1.6 1. o
3.3 A ziar | G T GEoBlians i [T G 4 6.8 6.2 5.6
3¢5 4.4 deollen 3ol 4.7 69281 53 i 6. 6.8 6.2 5.6
PO RN 7.3 0 a2l 7.6 | 11.2] 110 9.5 8.9
R | o5.2) = - - 5 > i
= s = [ERIEa o8I 6780112 | 11.0 | “19%5 8.9
00 f1200 {210 [100 |20 {10 |10 |10 | 100 100
88.5| 8.8 | 88.1| 73.1| 75.6 [ 76.0| 68.4| 73.9 | €6.1 74.0
= = 2 TN AR S, Ty e [ 11,0 | 9.6 8.9
IINGRIMSRITON]  AgN: 1985 1%, 07 "16.3 " 20.2 | 15.0 | 22.3

17.1

® sexailior 1o

X




£ thousand

1974 1975 19% 1977

3 |
,‘g"ri;émsze. b W21 149,560 221,404 209,085
L S t}'o.a’o 37,225 5,826 51,750 60,278
29,18 31,294 43,521 Lo,458 47,069
B ReeR 63 RB0,12010 £ 21,107 21,154 19,566
i 21,722 18,232 38,379 k6,31 39,777

221,497 261,262 298,393 381,084 375,775
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TABLE 9 s : e

LOW_INCOME COUNIRIES (LESS 'THAN $520 LIt HIEAD_IN 575 Pri

UK Gross ~ Total  Average annual
Aid Merchandise (real )/gq%%“"
Disbursements Tmports - rate of imp
1977 &M 1977 #M ; 1970-77 Aipl
India 79.8 6593 3.1 et
Bangladesh 22,0 1181 =5.0 s
Kenya 16.4 1284 q ~2.4 e
Pakistan 25.8 p 2447 A hoh LG
E Tanzania 6l 7h8 " -1.3 o
'2,-' Zambia 12.6 828 ' ~5.7 G
E Sri Lanka 4.0 695 =29 e
%— Malawi 16.5 235 3.0 spe
_(i Solomon Is 7.9 n/n s n/a 0N
Sudan 5.0 1060 05 : g
Bo tLswana 517 : n/a n/a pamk 3“‘
New llebrides Bel n/a n/a e 0368y 8
Nepal 4.3 168 n/a 2:8a 8
Brypt 3.6 h808 y 15.2 190.4
Ghana 2.8 1100 2.0 100.1

et T 1oV Teqqit

ool




TABLE 10

LOW_INCOME COUNTRIES WHICH RECEIVED LESS THAN £1M OF UK AID IN 1977

UK Gross UK Gross Total Average annual UK UK Share Average annual
Aid Aid Merchandise (real)growth Merchandise of imports (real)growth
Disbursements Disbursements Imports rate of imports Exports rate of UK exports
1977 &M 197477 &M 1977 $M 1970-77 % 1977 M 1977 % 1970-77 %
Angola 0 0 340 =7 10.5 5.4 25.6
Benin 0.012 0.155 246 5.0 10.0 Zeil 171
Cameroon 0.483 1.715 764 4.9 20.8 4.8 6.4
Congo 0.078 0.252 282 6.9 | 325 252 14,2
’§ El Salvador 0.308 1.663 950 8.2 11.8 2.2 10.1 o
5 Honduras 0.598 15152 580 1.0 7.0 221 7.8 2
g Liberia 0.196 0.533 464 Bl 21.6 8.1 3.6 g
E Madagascar 0.121 0.327 350 -5.3 5 P | e 5 1.6 g
E Mauritania 0.017 0.042 207 8.4 4,4 3.7 21.5 E
[ (o
Morocco 0.045 0.123 3194 11.9 68.0 557 12) =
P.New Guinea 0.791 1.269 492 n/a 10.1 3.6 825
Philippines 0.165 0.805 4270 h 4 92.9 3.8 10.0
Senegal 0.141 0.510 670 5.1 9.5 2.5 12.2
Togo 0.041 0.212 284 8.4 16.1 9.9 10.7
Uganda 0.474 1.209 241 -10.4 2005 15.4 -12.7
Upper Volta 0.055 0R155 209 8.0 ST 3.1 33.3
Yemen A I 0.921 2,741 1040 n/a 28.4 4.8 272
e 0.091 0.356 610 — Ay 18.2 5.2 10.5




TABLE 11

HIGHER INCOME LDCs (BETWEEN $520-2000 PER HEAD) WIMIL TMPORT MARKEPS OF AT LEAST $1 BN IN 1677

R e . UK ;‘vross UK Gross Total Average annual . UK UK Share Average annual
T A RETY Aid Merchandise (real)growth Merchandise of Imports (real)growth
is ‘sements  Disbursements Twports rate of imports Exports rate of UK exports
(i S L S A971=T7EM 1977 $M 1970-77 % 1977 &M 1977 % 1970-77 %
7 _.-Af R
8.671 13229 7.9 955.3 3.4 2.9
R 10811 12.4 75.9 1.2 9.6
. P i $
| 8522 13.5 61.6 13 207
i 5694 k5 210.2 6.4 B [
134 ped ) o
5489 5D 79.0 2.5 5.8 >
: - } g m
s e e g Uy 299 .6 10.5 0.7 6
‘ y h m
By 035 { 6.3 147.9 5.6 0.2 =
i = vo'h ¢ 5
-] ez -0.2 130.3 8.5 .6 =
in =
2657 17.4 5752 3.8 23.6 L]
2035 5.8 39.5 3.4 5.2
A 1911 R 34.6 3.0 5.0
J s m,ﬁaab' e 'r'f:'",m,,s" : 28.4 2.7 16.3
ROt YR i
e e g s S 25.2 2.5 17.3
Ny % i
L s L6 ) e 1 | 48.7 50 =i
PR Y ees fapuct on aino
G G e a0 ) 15| sy -0.8 el oy h.7 0.2
g Eg?mm 14) ﬁ,_?,_225,,“._ BUQNE ‘vm-}v Y i
o onooz e S8Rl 0,064 1079 7.8 16.7 Dy 3.5
R 1S '
~ Costa Rica 0.777 7.838 1021 5.7 10.6 1.8 S




sy

Average annual UK UK' Share Average annual Per
e gi growth Merchandise  of Imports (real) growth Capita
rate of imports Exports rate of UK exports GNP

1970-77 % 1977 &M 1977 % 1970-77 % 1977
18.4 98.7 2.4 10.8 1110
1253 59.5 6.9 14.3 790
18.4 86.7 2.4 16.2 300
26.3 1068.3 16.5 18.2 : 420
14.0 176.1 3.0 8.9 2660
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TABLE 173

UK BILATERAL ATD PROGRAMME 1976~78 ANNUAL AVERAGES (£mn) -
(a) (b) (c) (d) (e) )
% Effectively Effectively Resource Total
Swilbched Tied Uritied Cost of (d) Cost (c+e)
262 63 75 337
92 10 12 104
36 A% 63 99
134 0 0 134
4 ’
> 9 3 113
a8 10 48 48
& - 217) 220; 20)
B 3 S 1) 13 13)
- 52 62 62
- (22) (26) (26)
A 2 2 2
[T
§is262. 157 188 450

) hence ‘the

dire

cm.umn

w

sho:@. Lthe amount of nomlnally tied aid less estimated "“switching",
‘.impaob on exports.

2?\; sh0ws the amount of nominally tied aid "switched". Thus (c¢) and (d)
nK Wars B8k g 13

| TYILNQIZNOD |
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TABLE 14

UK MULTILATERAL AID PROGRAMME 1976—'1978.ANNUAL AVERAGES (£mn)

(a) (b) (e) (d) (e)
Procurement: | Resource Total
less loss/gain| Resource Cost
Programme Contribution | Procurement ‘Contribution | ©f (c). (a-d)
(ie 0.2¢c)

IBRD Group 14 85 +11 +2.2 12
of whicl ; =
IBRD + IFC 9 47 HEv38 k6 -1
IDA 65 38 4-—27 =5.5 70
Regional Banks Al A0 27 +5.4 8
Sl g @
As.D.F. 5 S 22 7 +3.4 2 >
%, ASDE DL 5 3 -2 ~0.4 5 g
C.D.B. 2 1 -1 -0.2 2 m

=
BEC 42 q -35 -7.0 49 =
o1 which >
Bk , ' bal
ESDYHES .24 il =17 S84 27
Food Aid 16 =16 =30 19
Technical
(Cooperation A 56 +13 +2.6 4
of which X
U.N.D.P. 20 26" 6 +1.2 19
G TAL IRy 188 +16 +3.2 169

Notes: * Includes procurement from Ordinary Capital Resources of the Asian Development Bank

*% Includes an estimate for procurement from agencies dther than U.N.D.P. assuming a
similar procurement to conLr]’_?ution ratio.
Average for 1974-/6. Potal excludes £3 million of "GCther U.N." contributio
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CONFIDENTIAL
CX"CONTRISUTIONS AND PROCUREMENI'S TBRD, 'ADF, IDA, UNDP
I3RD

Total UX contribution to IBRD paid-in capital = g313.7m,(= current value of original

subscription)
Year Total foreign procurement UK procurement UK share of foreizm
Fm Fm procurement (%)
1972 906.3 109.1 12.0
1943 860.0 76.4 8.9
1974 1065.9 88 8.3
1975 1403.9 115.0 . 8.2
1976 1707.4 103.3 6.1
1977 1773.6 99.0 5.6
TOTAL 171 g 591.0% 28 7.66
Asian Develooment Bank 3 ‘ 3
Total UK coatricution to paid in ca.p:'?:éa.]. =5 #3231 - H -
Tear 55 S & grad | UX shars of

3
3
FLES
FLg
=
a2

-
2
-4
g
o
e
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TABLE 16

STTUATION OF 'THE 4TH EDF AS AT 30 JUNE 1979

YACP" and "Third Countries" excluded

in 000 units of account

Vorks Contracts Supply Contracts Techncial Cooperation Total
L A Consultants

Amount 3 31?22 Amount ? 31%]2 Amount ¢ 31?12 Amount 4 31%12

30.6.79| 78 30.6.79 | 78 30.6.79| 78 130.6.79 | 18
Germany 31,394 | 13.57 | 14.60| 23.363 | 28,70 | 31.95| 30.062 | 24.80 | 25.08| 84.819 | 19.55 | 20.37
Belgium 26,388 | 11.41 i2e3ilt 4.132 5.08 3.70] 14.429 | 11,90 | 12,62| 44.949 | 10.36 | 11.13
France 98.216 | 42,47 |46.50| 27.131 33.33 | 32.04| 24.451 20.17 | 17.85]149.798 34.52 | 36.45
Ttaly '59.181 | 25.59 | 18.71| 7.488 9.20 e[ M16.294 | 1344 | 13.96/] 82.963 | 19:127 | 15.55
Tuxembourg - - - - - - 2.797 2.31 2.73 2.797 0.65 0,72
Netherlands T.279 35 3.51 2.667 3.28 BleaniisdiidbTA 9e55 81106 5511 21(,520 4.96 533
Denmarlc - - - 41 0,05 6.0’{ 4.501 gL 7 3.62 4.542 1205 0.96
United Kingdon{ 8.814 3.81 3.95]| 16.569 20,36 21.22| 14.684 jli2sn2 11,98 ] 40,067 9.23 9.07
Treland = = = E = = 2.427 2.00 a6l 2,427 0.56 0.42

Total >31, 272 100 100 | 81.391 100 100 |121.219 100 | 100 |433.882 100 10!

TYIINICIANOD
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TABLE 17 °‘XOST AIDED® OOUNFRIES: ECONOMIC PERFOWMANCE IN REGACION TO AVERAGE, 1970-1977 i
i 10 countries receiving most ald in relation to thair GNP 10 countries receiving
B most UK officiel afad
- 4 in relation to their GDP
. P> \
; E E () (2) (3) (4) (5) (6)
g 5 Average annual  Average aid/ Growth rate of Average Averoge Average
aid flow (Aa) GDP ratio ane official UK ratio growth
~ 1969-16 (fote 1) 1969-76 1970-77 ald flow official rate of
: =2 K | 19737 . UK aid to GoP
] 3 (£a)(Note 1) GDP . 1973-17
1973-711
3.5 I~Bolsnnnn 8.2 4.0 0.4
-1.8 i ? talawt : 19.2 2.4 6.3
@ 0.8 2 Lesotho 4.8 1.5 5.2
2 2.3 Y. Zoubia% 15.2 0.7 .8
& 3.9 K 5 Yemen PDR 27 0.45 5.1 ——10
4 8.3 ¢ Hopel o52 0.35 2.8 o
” 0.9 2 Kenya 12.4 0.31 6. >
5 E 5.2 { > ¥ Jordan® 531 0.27 7.0 T
: B 9.5e4 Lanka | 4.6 0.16 3 o
; £5% ‘> Tunzania 4.5 0.14 4.5 m
] 3.6 ;
.. L2
$ i@? (* rot *lesst developed countriea')
e Avora;m{.’—'.
. welghtdd b{
country GO 4.8
& hveruge, all
37 ‘least
2 developed
. j - countrieu® 3.2

k"'ln&? p net disbursement of concessional assiatonce by DAC countries in the oera stated, and { 11
;?uy;.::pg?:m o{ oglc{n‘UK Eui: . cc(;n :ho 7;{. utntad._"‘l’lm source for th!u aid dnu'h OEc'l; cgel::‘v::nhicn\
" Pinanc Plows to Developing Countries (Paris 19 pages 2 dupplemented by ODX, British Aid St't t NTI=
aolo 22; for Jf'ﬁﬁmnfﬁf fi World Dark, World Devélovaent Nardbook 197 (\Vas{ingt('m, Kigust l-)‘l‘))un;:e:;:x tmn \ and 2
2 The ‘loust developed countries' are those with.  un incoue por cupita less than 4300 in 1977.
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