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The fifth ODI Review contains important changes, aimed at broaden-
ing its treatment of the international development assistance effort and
also, more generally, at making it a more useful source of information
and reference.

In Part I, ODI examines British aid performance and development
policy, in the context of recent world events and trends.

Part II consists of signed contributions. James Howe and Robert
Hunter, of the Overseas Development Council, Washington, assess
policy and performance in the United States; and Dick van Geet, of
the University of Amsterdam, does the same for the Netherlands.
Members of ODI staff also contribute to this Part. Peter Tulloch
provides the background to some of the more worrying aspects, as
they affect developing countries, of British entry into the EEC; and
Guy Hunter, taking a longer view of world development problems and
prospects, calls for radically new thinking — translated into practical
policies — if the world is successfully and peacefully to withstand the
social and economic challenge presented by current rates of population
growth.

In addition to the statistical tables in the text, there is an appendix
containing more detailed information on the British aid programme
and on developing countries’ trade.

Price: £1-50
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Introduction

A recent survey has shown that there is wide public support, par-
ticularly among the relatively well educated and informed, for the
principle of British assistance to the development of poorer countries®.
There continues to be discussion concerning the best means of assisting
development; and this debate, in other rich countries as well as Britain,
has been an important factor in the emergence of a broader under-
standing of developing countries’ problems, coupled with a greater
awareness that the interests of developing countries are vitally affected
by rich country decisions on a wide range of domestic and
international issues. A rich country’s development assistance policy
cannot be isolated from its foreign and economic policies generally.

It has also become increasingly appreciated that ‘development’ is a
much longer and more complicated process than used sometimes to be
thought; and this, too, has served to move the ‘aid’ debate to a more
fundamental level. Proponents of an improved development assistance
effort have previously tended -to concentrate on the need of, for ex-
ample, a larger aid programme. The need is there. As will be seen in
Chapter 1, the volume of international official aid is remarkably small;
and it has been diminishing. But pressure for a larger aid effort is no
substitute for continuous and critical appraisal of what aid is doing.
Increased attention has therefore been focused on the developing coun-
tries themselves; and in this context two distinct lines of current think-
ing may be identified.

First, there has been a shift in the intellectual approach to develop-
ment. Although the most widely publicised target of the First Develop-
ment Decade — an average economic growth-rate in developing
countries of 5% per annum — was achieved, many of the benefits have
been confined to relatively small numbers of people; and ironically,
the most immediate effects of such wider social improvements as have
been achieved, notably in health and education, have been to increase
the challenge of development, by accelerating the rate of population
growth and substantially increasing the numbers in search of jobs.
These shortcomings have been recognised in the UN strategy for the
Second Development Decade? :

'See 1. Rauta, Aid and Querseas Development, HMSO, 1971,
*International Development Strategy, UN, New York, 1970, para 18.



‘As the ultimate purpose of development is to provide
increasing opportunities to all people for a better life, it is
essential to bring about a more equitable distribution of in-
come and wealth for promoting both social justice and
efficiency of production, to raise substantiaily the level of
employment, to achieve a greater degree of income security,
to expand and improve facilities for education, health,
nutrition, housing and social welfare, and to safeguard the
environment.’

The UN strategy for the 1970s thus also recognises the second new
line of thinking which has been emerging in the last few years: con-
cerning possible implications of ‘development’ for the human environ-
ment. At present, as Guy Hunter points out in Chapter 7, the main
responsibility for the environmental threat lies with the rich rather
than the poor world. Pollution arises largely from the activities of
industrialised countries (although its effects are already spreading
much more widely) and it is also these countries which are placing the
heaviest, and most rapidly increasing, demands on the world’s non-
renewable resources. Sooner or later, rich countries will be forced to
cut back on this growth of consumption, and they will almost certainly
have to adopt more active policies of population control. Equally, it
must be recognised that any threat to the quality of the global en-
vironment that is presented by mere numbers of people comes mainly
from the developing countries, who may, according to current projec-
tions, eventually account for between 85% and 90% of the world’s
total population®,

In his latest Review?, Edwin Martin, Chairman of OECD’s
Development Assistance Committee (DAC), observes that there is the
possibility of reconciling the problems of rapidly expanding production
in rich countries and population growth in poor countries. As he points
out, a slowing of growth in industrialised countries would imply a
slackening in demand for exports from developing countries, and
would in itself also tend to restrict the growth prospects of the latter.
A sensible course for industrialised countries to adopt, therefore, would
be to cut back production for their own consumption and to take
special measures to transfer resources to the poor countries. This would
conform with social justice; but in addition, the resultant improvement
in the quality of the lives of people in developing countries ‘could
help greatly to produce the parental motivation necessary to bring
their rate of population growth down to the levels required for man to

*See Robert 8. McNamara, Address to the Board of Governors of the World
Bank, September 1971.

*Development Assistance, 1971 Review, OECD (hereinafter referred to as DAC
Review).

8




survive comfortably over the long-term’. This proposal deserves de-
tailed consideration; and an important step towards its implementation
could be taken through linking international development assistance
to the creation of Special Drawing Rights (SDRs).

As we advance into the Second Development Decade, an important
lesson can be drawn from the experience of the 1960s. There can no
longer be any pretence that there is one ‘right’ direction for develop-
ment — neither for the developing world as a whole, nor even for any
particular developing country. It is for this reason that, although this
Review contains many references to the importance of ensuring that
external assistance is directed to promoting development, no attempt
can be made to define — except in the most abstract terms — what
‘development’ involves. Each developing country is confronted with
different problems and possibilities; and attempts to graft alien patterns
on to its own cultural base (as, for example, by too closely copying
Western education systems, or allowing the economy to become
dominated by large-scale foreign investment) may lead to social discord
and eventual rejection. It follows that rich countries should not allow
their approach to development assistance to be irrelevantly prejudiced
by their own cultural background and attitudes.

On the other hand, a completely passive assistance policy is neither
practicable nor desirable. Each donor must decide where its aid should
go (even if it provides most of its aid multilaterally, it still has to
compare different international organisations in order to choose be-
tween them) : moreover, if aid is given for humanitarian purposes, the
donor must form some opinion as to whether the recipient regime’s
strategy is likely to promote them. Not all governments in developing
countries are equally motivated by a desire to improve the lot of their
people.

The developing countries’ demands for a voice in discussions on
world monetary reform have so far (as is noted in Chapter 1) met
with little success. Developing countries still have very little influence
in GATT; and even where rich countries make voluntary con-
cessions, as many of them have recently done, for example, by intro-
ducing General Preference schemes for the imports of manufactures
from developing countries, these exclude some of the items in which
developing countries are gaining, or have gained, a comparative ad-
vantage (thus textiles are excluded from most donors’ offers). More-
over, different developing countries and regions naturally have different
interests and priorities : most tropical African countries at present have
virtually nothing to gain from the new preference schemes. It is there-
fore not surprising that the ‘Group of 77’ (now composed of some 95
countries) finds it so difficult to adopt a common line in negotiations

'See page 12.
*See Chapters 1, 3 and 6, and Appendix B.



with the rich world, nor that the agenda for the third .UNCTAD
conference, in Santiago (April-May 1972), covers such a wide field.
With rich countries continuing to be preoccupied with their own short-
term econormic interests, it would be rashly optimistic to hope for any
major breakthroughs at UNCTAD III. But if the conference does
degenerate into little more than a slanging-match, it will not be enough
merely to ascribe this to the disordered strategy of the poor; the short-
sighted selfishness of the rich will also be partly responsible. -

The present state of world development assistance, to which most of
this Review is devoted, presents a gloomy picture. In Part I, ODI staff
examine and comiment on British aid performance and development
policy, in the context of recent world events and trends. Chapter 1
contains sections on the international monetary situation, the new
General Preference schemes, and trade and private investment flows,
together with a comparison of the aid performance of all the main
Western donors. Despite substantially increased contributions from
some countries?, official development assistance flows declined during
the 1960s from 0.52% to 0.34% of the combined GNP of all donors.
In recent years it has also fallen in absolute terms. Britain’s individual
decline, from 0.599% to 0.37%, has been slightly less than that of the
United States, but otherwise rather worse than average. The latest
public expenditure projections do allow for a moderate expansion of
the British aid programme. But this falls far short of the UN 0.7%
target? — the need for whose existence the Government is not even
prepared to recognise. Other aspects of current British development
policy — particularly the Government’s attitude towards the role of
private overseas investment — also receive critical comment. -

In Part II, for the first time in an ODI Review, the chapters appear
under their authors’ names. First, in order to broaden the Review's
treatment of the international development assistance effort, there are
two chapters, commissioned by ODI from independent authorities in
the countries concerned, on the aid and development policies of the
United States and the Netherlands.

The chapter on the United States, written by James Howe and
Robert Hunter, of the Overseas Development Council, is particularly
interesting in view of the recent world economic crisis,. precipitated
by the introduction of President Nixon’s New Economic Policy, and of
the Senate defeat of the President’s foreign aid bill. It seems that any
prospect of an early reversal of the falling trend in US aid would

Notably Australia, Canada, Denmark, the Netherlands and Sweden.
*0.7% of donor GNP by 1975.
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depend on the recovery of the US economy and, even more mportant,
on renewed polltlcal support, based on less ambitious expectations of
a quick pay-off, in Washington.

Chapter 5, on the Netherlands, was written (at commendably short
notice) by Dxck van Geet, of the Umver51ty of Amsterdam. The Dutch
official aid programme has recently been rapidly increased ; the Nether-
lands is one of the five countries which have accepted the 0 7% target;
and its development policy ~ in marked contrast to the US, which
cannot es¢ape the political’ implications of its spec1al position as the
world’s richest nation and (still) the largest individual-aid donor — is
less affected. by other. aspects of foreign policy. More than 209 of
Dutch. aid is. given multilaterally; but it should be:noted that most
bilateral aid is still effectively tied to the purchase of Dutch goods, and:
also that relatlvely large amounts of aid are still devoted .to the remain~
ing Dutch dependencies®. Perhaps the most 1nterest1ng theme of the
chapter: is its discerning analysis of the ways in .which a .government’s
development assistance programme can depart ~ through no fault of
the aid administrators themselves — from the precepts of its oﬁicxal aid
philosophy: , :

. The last two chapters have been contrlbuted by ODI staff. In
Chapter 6, Peter Tulloch provides the background- to. some of the
more worrying aspects, as they affect developing countries, Qf British
entry into the European Economic Community. Compared to Britain,
which will -have to adapt its ‘policies to those of the: Community, the
EEC gives greater protection, both to its own farmers and to its own
manufacturers, against developing countries’ exports. In general, most
EEC policies towards developing countries have.evolved on an ‘ad hoc’
basis : - the system of association is particularly arbitrary in its discrimi-
nation between different countries, and it is suggested that the EEC
should reconsider its implicit attitude that there exists any- particular
geographical and economic ‘region’ of the developing world with which
a- BEuropean Community of ten members can sensibly identify itself.

Finally, Guy.Hunter reminds us that, in view. of current rates of.
world population growth, we are involved in a race against time. He
rightly concentrates on the need for recognition that developing coun-
tries must-find and pursue a course of development which reflects their
own capacities and style : the new strategy can still benefit from suit-
ably directed international support, but the major effort must come
from within the developing countries themselves.

Bru_ce Dinwiddy
“ February 1972

‘1971 budgeted dxsbursements to the Netherlands Antilles and Surinam, whose
eombined population is barely 600,000, were $58m.
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PART |

1 International Development Policies

The New American Economic Policy and the
International Monetary Situation

The dominant economic event of the past eighteen months has un-
doubtedly been the unveiling of President Nixon's New Economic
Policy (NEP). ‘The primary objective of the NEP is to restore the
health of the American economy. But, given its size and importance,
major domestic changes inevitably affect other countries, not least the
poorer members of the international community, which depend on the
US for some 409% of their aid, 309 of their private capital inflows, and
20% of their export markets.

The most important measure has been the decision to devalue the
US Dollar, both in terms of gold (7.8%) and a number of leading
national currencies — such as the Pound, Mark and Yen. The devalua-
tion of the dollar has been effected within a general agreement on
realignment of hard currencies. The new pattern of exchange rates
has altered the relative competitiveness of developing countries, as well
as the value of their foreign assets and obligations; it has also affected
the mechanics of several commodity schemes. As a result they too have
had to review the appropriateness of their existing exchange rates, and
determine the best course to follow, which, given the uncertain new
conditions, has not been easy.

The realignment of exchange rates, while it is an important step
towards restoring external equilibrium for the US, does not guarantee
that this will be achieved. Certainly, it will be difficult to maintain
equilibrium for any length of time unless further adjustments are
made in the present international monetary system. The American
deficit has been an important elément in the functioning of the system
as it has developed since the 1950s; it provided the main source of new
international liquidity needed to finance trade expansion and the
accumulation of large payments surpluses by Japan and several Euro-
pean countries at a time of slowly expanding stocks of monetary gold.
The removal of the US deficit thus requires some alternative injection
of liquidity.

The US is anxious to see an enhanced role for ‘paper gold’, which
in time would largely displace both gold and national currencies for
international reserve purposes. A substantial expansion in new Special
Drawing Rights (SDRs) — or some similar substitute — seems to be
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envisaged. This would be a positive step, which Britain also favours?,
but which meets with less enthusiasm from the more cautious European
Central Banks.

Developing countries share a common interest with developed
countries in a solution that would ensure the orderly functioning of
the international economy. However, while for developed countries
the interest in reform is focused mainly on improvements in the present
system, which implies at least a tacit acceptance of the present balance
of economic power, developing countries are anxious to promote
changes in the system which will give them easier access to additional
resources. Since the publication of the Stamp Plan in the early 1960s,
various schemes have been proposed which aim at meeting the main
wishes of both groups by linking the creation of new international
liquidity and the provision of more development finance in one overall
reform package. In the negotiations leading up to the 1969 agreement
on the current SDR scheme, the ‘link’ received little serious attention,
and the distribution of SDRs was finally based on IMF country quotas.
Since these were fixed in relation to a country’s GNP and share in
world trade, the developed countries took the lion’s share, Developing
countries did not go empty-handed, all the same; their annual alloca-
tion of about $800m is considerably higher than, for example, Britain’s
yearly aid to them, and equivalent to about 159% of their official aid
receipts from all DAC countries.

While lack of progress on the ‘link’ and the relatively low SDR allo-
cation to developing countries reflect their weak bargaining position,
the present distribution formula for SDRs also reflects the difficulties
in the way of any agreement which can satisfy the many divergent in-
terests of the developed countries, In the negotiations leading up to the
present SDR scheme, many other suggestions for monetary reform were
rejected, including the French proposal for a doubling of the gold
price, which would have given poor countries much smaller benefits.
The SDR formula, with distribution based on IMF quotas, seems to
have been chosen largely because it was found acceptable to all coun-
tries whose agreement was essential for any reforming initiative to
succeed. As long as it was envisaged that SDRs should play only a
minor role — they currently account for less than 109% of world
reserves — a distribution formula which was based largely on expediency
may not have been a high price to pay for an agreement which
espoused an important new principle and which, moreover, provided
some direct benefit to developing countries.

However, if further reforms following the 1971 currency realignment
are to include a more extensive use of SDRs, as the Americans envis-
age, there is a strong case for reviewing the IMF quota-based distribu-

'See, for example, the speech by the Chancellor of the Exchequer before the
1971 IBRD/IMF Annual General Meeting.
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tion.' Ordinary IMF quotas entail both-privileges and obhgatlons ‘they
are based on the siniple prmc1ple that the more a country contributes,'
the more it can borrow when in need. But there is no correspondmg
obligation in the case of SDRs; they are virtually free assets for their
recipients. If SDRs are to be created at an accelerating rate; it should
become increasingly difficult ~ on simple grounds of equity ~ for the
ncher countries to justify their taking-the bulk for themselves.-

- At their preparatory conference for UNCTAD III, at Lima, the
developing countries decided to set up a small inter-government group
to study monetary réform. Their demands for a voice in decisions on
monetary reform have so far met with no success. While one sym-
pathises with these countries for the lack of interest in their spec1a1
problems shown by the Group of Ten or even the IMF, it is as
unrealistic to expéct that the richer countries would be prepared to see
decisions taken within a body such as UNCTAD, as it is to expect that
any workable solution could emerge from it. Developing countries
could however still play a role in the evolution of the moneétary system
if the body now to be set up can concentrate on professional examina-
tion of possible formulae to link SDRs with development financing.
The question of how best to distribute new SDRs is likely to loom
large for many years and would not be foreclosed by any bargain,
covering the immediate future, struck among the Group of Ten. Nor
should past failure to get the Tlink’ be taken as evidence’ that it is
doomed since it has already managed to attract some support within
governments or Centra] Banks of developed countrles - most notably
in' Britain, Italy and Sweden. e

Evolution of the Multilateral System

Since the 1naugurat1on of the First Development Decade in 1961 and,
more especially, the founding of UNCTAD in 1964, multilateral insti-
tutions have provided the main forum for debate on the many
facets of the rich-poor relationship, from trade policy ‘to resource
flows through public and private channels. Besides this, they have
managed to more than treble their total spending since 1961, so that
10% of all resource flows to developing countries are now channelled
through them, compared with less than 5% in the first three years of
the decade®. The expanded aid budgets have also helped to strengthen
their influence on aid-giving practices generally. Three current de-
velopments — in the UN Development Programme, the World Bank
and the Regional Banks ~ look like enhancing their influence still
further.

As a consequence of the Jackson Report recommendations, the UN
agsistance effort is undergoing a number of organisational changes.

'See Table 1.1.
14



The most interesting of these is the evolution of a.system of country
programming, which is being introduced gradually and -will embrace
some 20 recipient countries by the time that UNCTAD reconvenes
for the Santiago meeting. Country programming is based on a five-
year cycle, with multi-year country aid allocations to facilitate
recipient programme planning, following joint recipient-UN consulta-
tions on the broad outlines of objectives and priority areas, under the
direction of the UNDP Resident Representative. The introduction of
programming is accompanied by new spending powers for the Resi-
dent Representative in respect of Special Fund-type projects.

The Jackson Report was highly critical of the lack of coherence in
UNDP programmes, the competition between Specialised Agencies,
and the low overall quality of UN technical assistance. The new
procedures should help to improve performance by encouraging a more
systematic approach to project selection. Much will depend, however,
on the quality of the individual country programmes; and on the role
played by the Resident Representative. His ability to exercise real
supervision of the programming process and of aid projects will still
depend both on his personal standing, and on the rapport he is able
to create with the local government; one should certainly not under-
estimate the new problems that would arise if Resident Representa-
tives merely rubber-stamped hastily drawn up shopping lists pur-
porting to be coherent country programmes.

If the authority of -the Resident Representative is effectively
strengthened, this should also clear the way for his greater participa-
tion in efforts to co-ordinate technical assistance from bilateral donors.

In the past there have been strong sentiments within the UN system
in favour of making it responsible for co-ordinating all aid, including
capital aid .from bilateral as well as other multilateral donors, with
the World Bank — formally an Agency within the UN family playing
a subservient role. This view gained little support in the Bank or
indeed elsewhere outside the UN system, The Jackson Report has now
endorsed a systemn of dual responsibility for co-ordination, with the
Resident Representative looking after technical assistance and the
Bank taking care of capital aid. The Bank is now trying to enhance
and extend its own co-ordinating role, for which it has already gained
considerable experience through presiding over the India and Pakistan
Consortia and a dozen or so country Consultative Groups.

.Developments within the Bank suggest that it too is giving greater
prominence-to the country, rather than the project, approach to aid
giving. It has announced its intention to make more systematic use
of its country Reports as a basis for discussing development needs and
priorities in recipient countries, and to work towards an understanding
with these countries on the policies that are appropriate for them to
pursue. The Bank has also indicated a willingness to consider pro-
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gramme lending on the basis of agreed recipient policies.

More programme lending, and greater emphasis on an overall
country approach — through which better inter-donor co-ordination
may be achieved — are in principle desirable and enjoy wide support
within bilateral aid agencies, in particular in the US. However, despite
the new progressive image of the Bank under Robert McNamara, it
has not lost its reputation for inflexibility, even arrogance. If the rather
rigid control that the Bank exerts over the projects to which it lends
is extended to sectoral or national policies once it moves to programme
lending, the new approach may prove to be either ineffective or un-
acceptable to both recipients and other donors. If this should happen,
its efforts at better co-ordination may come to nothing, and the
responsibility could then well shift to the new Regional Development
Banks.

In the last few years a number of these — in particular those serving
Africa, Asia and the Claribbean — have established themselves as new,
albeit still small, sources of aid. They were originally modelled on the
Inter-American Development Bank (IDB), to provide an alternative
source of development funds, administered on criteria most appro-
priate to their area of operation, and with a strong element of recipient
self-monitoring : standing somewhere between the bilateral donors
and the monolithic, and rich-country controlled, World Bank Group,
they were seen as a device for softening increasingly abrasive aid
relations. So far, however, they have come to resemble rather more
the World Bank, under the more conservative regime of the past, than
the IDB, With their insistence on very strict criteria of financial or
commercial viability in project lending and their anxiety to establish
their reputation in international financial circles, they have denied
themselves an early chance for developing their own style. Their
prospects of emerging as real alternatives to the World Bank may now
depend on future relations between the Bank and its borrowers : these
may deteriorate as the Bank tries to extend its influence over horrow-
ers’ policies,

General Preferences

The establishment of General Preference schemes (GSPs) applied to
some of the developed countries’ imports from developing countries,
represents one of the few positive achievements to emerge from
UNCTAD so far. As a concession of principle, General Preferences
move away from the insistence by the rich countries in GATT that all
countries should receive equal tariff treatment (the most-favoured-
nation principle), towards a recognition that there may he a group
of countries which should benefit from special concessions hy the

16



developed world. Yet the GSP system in its present form appears
shakily founded, and its real value in helping to solve developing
countries’ trade problems (which are increasingly characterised by non-
tariff barriers) is questionable.

Such a scheme, to apply to all imports of manufactures from the
developing world, was originally proposed by Dr. Raul Prebisch in
his report to the first UNCTAD in 1964. But opposition from the
United States meant little action until 1967 when, following a major
change in US trading policy, the principle was agreed among OECD
member countries. In outline, the proposed scheme was to apply to
all industrial manufactures and semi-manufactures imported from all
developing countries, and in addition to a limited ‘positive list’ of
processed agricultural products, to be agreed case by case.

Originally, it was envisaged that the seventeen developed countries
involved should agree on a mutual scheme to be submitted to the
Special Committee on Preferences established by UNCTAD II, to
come into action during 1970. In practice the interests of the de-
veloped countries have diverged so greatly that separate and markedly
differing schemes have been proposed. Of these, the only ones in
action by the end of 1971 were those of the European Community,
Japan and Norway. A British scheme was introduced on 1 January
1972.

The offers made by the developed countries (detailed in Appendix
B) vary considerably in scope, product coverage and depth of tariff
reduction. However, they fall into two broad categories which can be
characterised, on the one hand, by the British and American proposals
and, on the other, by those of the EEC and Japan'.

The two former schemes offer the developing countries a range of
agricultural and manufactured goods on which tariffs will be elimi-
nated or reduced and on which unlimited entry will be allowed unless
an escape clause, activated on grounds of ‘market disruption’, is
brought into force. Certain products in which developing countries are
already regarded as competitive and where competing domestic indus-
tries face problems of adjustment (e.g. textiles in both the UK and
the US, footwear in the US) are excluded from the offers altogether.

The two latter schemes are based on systems of tariff quotas for
manufactures, above which imports from developing countries will
pay the full duty rate. Tariff quotas in the EEC scheme are strictly
applied to ‘sensitive’ commodities — such as most textiles, footwear,
and a variety of other goods ~ where developing countries are likely
to be relatively competitive — and held in reserve in the majority of
other cases, Imports of ‘sensitive’ commodities in the base year on
which quota levels arc calculated (1968) were approximately one-
third of all imports from developing countries. An escape clause,

'See Chapter 7 for a detailed discussion of the UK and EEC systems.
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similar to those in the UK and US schemes, is applied to agncultural
goods.

It is a moot point which type of arrangement offers more scope to
developing countries’ exports. The restrictiveness of an ‘escape clause’
system depends entirely on how it is applied. If used only sparingly,
it may offer greater trading opportunities than a scheme in which
known tariff quotas are established; but if used in an arbitrary and
restrictive fashion, it may be much more harmful to developing
countries’ interests than a known tariff quota system., One of the
dangers of a tariff quota system is that of cut-throat price competition
among developing countries themselves to get a reasonable share of
the duty-free market—a practice which is hardly likely to promote
profitable industrial development in developing countries. What can
be said about both types of scheme is that the advantages they offer
are rather limited and uncertain.

There can therefore be litile satisfaction with the position so far.
In the first place, the possibility that the United States may not imple-
ment its proposal may soon set at risk the schemes put forward by
other developed countries, whose governments all stress that the
‘burden’ of trade concessions must be equitably ‘shared’. Secondly,
the separation of ‘manufacturing’ from agricultural products, and the
very limited coverage of the latter in all the schemes, shows up both
the pressures from agricultural lobbies in developed countries and the
questionable assumption that ‘industrialisation’ is the road towards
economic development. It is to be hoped that the future development
of the schemes (which are supposed to be regularly reviewed through-
out the ten-year period for which they are initially proposed) will
extend concessions more liberally to the -processed agricultural sector
and ‘thus enlarge the number of developing countries which can
benefit. Lastly, the growing volume of non-tariff barriers to trade in
recent years has reduced the éffectiveness of any system of pure tariff
preferences. No such scheme can (by itself) solve satisfactorily the
market access' problems created by restrictive health -and labelling
regulations, -quantitative restr1ct1ons and domestic industrial and
agricultural subs1d1es

The Pattern of Trade

Dunng the 19605 world trade increased in value by nearly 150%
(from $128 billion in 1960 to $312 billion-in 1970), and in volume by
114%. The volume of trade in manufactures rose most rapidly (by
155%) with that in-minerals and fuels rising by 98% and that in
agricultural goods by 52%.

The. developing countries’ share of world trade fell from 21% in
1960 to 18% in 1970, continuing.the trend of the 1950s. Nevertheless,

18



it must be noted that the developing countries™ export p‘erformance
during the 1960s was markedly better than -in the previous decade,
and the difference between developed and developing countries’ export
growth rates was also less marked. Few of thé more pessimistic- pre-
dictions made at the time of UNCTAD I in 1964 appear to have béen
borne out. The export earnings of non-oil-producing developing
countries grew by 6.0% per annum in the sixties as against' 0.8% in
the fifties; the terms of trade appear to have been more favourable
to developmg countries than in the previous decade; and the trade
balance of the developing world as a whole, which was v1rtually in
equilibrium in 1969, was in deficit by only $1.7 billion in 1970 -
compared to the predicted trade gap, for 1970, of up to $20 billion.

Global figures of course conceal substantial differences between the
trading performance of individual countries and regions. Appendix
Tables A.5 and A.6 show, respectively, the value of exports by area
of or1g1n in 1970 and the network of international trade by geographi-
cal region in 1960 and 1968. In an examination of trade figures over
the decade, two main points stand out. First, that the importance of
the developed market economies as an outlet for developing countries’
exports has increased, rather than diminished. Within the overall
increase, however, Japan and the EEC increased their importance’
while the US and British shares declined. Second (although no clear
correlation between commodity and country export performance can
be made), there has been a marked decline in the developing coun-
tries’ share of trade in agricultural products, which contrasts strongly
with their performance in exports of manufactures.

The fall in the developing countries’ share of world exports of
agricultural primary products is perhaps the most significant trend
of the past decade. Three underlying causes can probably be identified.
First, the growth of internal demand in developing countries them-
selves, which — despite the effects of the Green Revolution — has'cut
surpluses available for export. Second, the continuing tendency towards
substitution of artificial and synthetic products for many natural raw
materials, which also threatens to invade the realm of food production.
Third, the increasing self-sufficiency of developed countries in farm
production, encouraged by a marked increase in the protection of
agriculture against imports. The most rapidly growing agricultural
export cornmodities have been those in which developed and develop-
ing countries compete — such as fats and oils (where exports of soya
bean products have risen most rapidly), coarse grains, sugar, and
cotton. In most of these cases, the value of exports from developed
countries has grown at a rate substantially faster than that of de-
veloping countries’ exports. The trend was well illustrated in 1970
when, with an almost unprecedented increase in world export earn-
ings from agricultural goods, the income of developing countries rose
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by only 129% as against almost 20% in developed countries.

The effects on world markets, both of growing farm protection in
developed countries and of the Green Revolution, can be illustrated
by the state of world trade in rice. World exports of rice constitute a
very small proportion of production (2% in 1970), and the small
number of developing countries for whom rice exports are relatively
important confronted a world market in which an increasing propor-
tion of exports derived from the surpluses built up by developed
countries — principally Japan and Italy — as a result of domestic
agricultural incentives. Exports of these surpluses at marginal or sub-
sidised rates have driven down prices. At the same time, increases in
output resulting from the introduction of new varieties and improved
farming methods have enabled some developing countries which were,
in the past, major importers to become largely self-sufficient. Conse-
quently, since 1967 the annual value of world trade in rice has fallen
from $1,077m to $922m, and the developing countries’ share of the
market from 49% to 45%.

Table 1.1 Exports of Manufactures! from Developing Countries, 1962 and 1969

$m
1962 % of 1969 % of % Growth

Country2 Exports LDC Total Exports LDC Total 1962-69
Hong Kong 412 16-4 1,484 23-0 259
Taiwan 65 2:6 570 88 782
India 363 14-4 547 85 51
Yugoslavia 183 7-3 513 8:0 180
Mexico 107 43 379 5-9 255
South Korea 7 0-3 365 6-7 4,635
Brazil 86 34 244 3-8 186
Argentina 96 3-8 208 32 117
Pakistan 44 1-8 197 30 343
Israel 52 241 158 2:4 203
Philippines 70 2-8 138 21 97
lran 74 30 133 24 79
Malaysia 41 1-6 130 2.0 219
Algeria 272 10-8 117 18 -67
Ghana 32 1-3 113 1-8 254
Morocco 62 2:5 70 141 13
Singapore 12 0-5 70 11 462
lvory Coast 8 0-3 60 09 657
Bermuda 6 0-2 52 0-8 757
Cameroon 27 11 48 07 74
Other LDCs 496 19-7 852 13-2 104

Total 2,515 100-0 6,447 100-0 156

Notes: 1.. ‘Manufactures’ exclude petroleum products and unworked non-ferrous metals.
2. Countries are arranged in descending order of magnitude for 1969.
Source: Trade in Manufactures of Developing Countries, 1970 Review, UNCTAD, 1971.

In contrast, the share of world exports of manufactures coming
from developing countries increased during the decade from 5.5% to
6.6% — a considerable achievement. However, the benefits of the
increase remain confined to a relatively small number of countries,
mainly in South-East Asia and Latin America (see Table 2.1). In
general, high growth rates in exports of manufactures have been
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achieved by the creation of a highly competitive industrial structure
against the background of a favourable governmental attitude to large-
scale foreign investment. The first industries in which these developing
countries’ comparative advantage was shown were those which,
broadly, competed with the products of ‘old’ industries in the de-
veloped countries (e.g. clothing and footwear); but more recently
rapid growth has taken place in the production of assembled items,
with a large labour content, for use as inputs for final production and
sale in developed countries (e.g. electronics components).

In the former case, it comes as little surprise that the industries in
which developing countries have been broadly successful are some of
those in which developed countries are now facing acute problems of
adjustment, and which are generally excluded from the new General
Preference schemes. By contrast, in the latter case, the financial bene-
fits, in the shape of lower input costs, appear to accrue principally
to the industries in developed countries for which the goods are pro-
duced; and the net gain to the developing countries is reduced to the
extent that profits, royalties and expatriate managerial salaries are
remitted abroad. It is questionable, therefore, how much a developing
country really benefits from the presence of such industries, over and
above the value of local wage payments and the development of some
skills ~ which in themselves may be a considerable economic and social
gain,

The Flow of Financial Resources

Resource flows remain difficult to measure with accuracy, despite
recent improvements in published information.

The least reliable figures are those for private flows and for aid
from communist countries. Both are subject to major revisions, even
several years after the year to which they refer, so that statistics on
the most recent past are particularly subject to error.

The most comprehensive figures that are available cover official
flows from DAC member countries and aid from multilateral organisa-
tions; but even these need to be treated with some caution.

In the past, DAC has refrained from committing itself on an actual
definition of aid, accepting instead all non-military government con-
tributions in cash and kind from member countries made for or on
behalf of developing countries (irrespective of their developmental
appropriateness or dubious ‘aid’ character) into a broad category de-
signated as ‘the flow of official financial resources’. Since the publica-
tion of the Pearson Report this category has been supplemented by a
narrower one, termed ‘official development assistance’, from which
official export credits and official loans on non-concessionary {(i.e. on
commercial) terms have been excluded. This has been a useful step
towards the formulation of a precise definition of aid; it should not
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obscure the, fact, however, that the application of the present definition
is still .unsatisfactory and allows the inclusion of many -items . which
can qualify as development aid on only the most permissive interpre-
tation of that concept. They include, for example, payments made by
Britain: towards. the ‘pensions of former colonial officers. who have
already-left the service of.the ‘country in question; they include, also,
payments for .defence facilities and various related items.

Another problem is the arbitrary line that now separates. developmg
from other countries for purposes of estimating aid-flows. There are a
number, of  countries which are relatively well off, but which. are
included in. the- developmg group — for example Spaln and Argentina
— and.which receive aid which counts in the DAC figures. The 1971
DAGC Report .contains the suggestion that some. of :these countries
might be ‘promoted’. out of the developing group. This could help-to
focus.donor . attention more clearly on the main problem of -poverty
and_in-the longer-run could even lead to a reorientation of help now
going to relatively rich countries.towards those countries in which
the majority of: the world’s poorest live. There are some twenty coun-
tries or territories, with -an average annual income of over-$700 (eight
with incomes-over $1,500) now classed-as ‘developmg These countries
obtained :aid commitments in 1967-69 averaging about:$300m (grant
equivalent) a-year. While income should not-be taken as the sole, or
indeed most important, measure of the level of development, a high
income at least indicates a greater possibility of raising development
finance from local sources. There is therefore a case for ‘promoting’
these: countries; at least in the sense that aid to them will no longer
count towards the UNCTAD and Pearson targets.

Apatt from the difficulty of choosing the flows that deserve to qualify
as ‘development-aid, there are problems of measuring the recorded
flows. The global figures which are most commonly quoted and the
international targets on which donor performance is assessed - such
as the UN-targets of 1% of donor GNP for total flows {including aid
and .private commercial capital) and of 0.79% of GNP for official
development assistance alone ~ are'made up of many disparate items.
Official.. development assistance, for example, may be in cash
or kind, in free foreign exchange or tied to donor procurement, and
may carry restrictive conditions ‘on its use. Its real value may there-
fore dlverge cormderablv from its normnal value as. recorded in aid
statistics;- ;- : :

Statlsncs on resource flows are normally given in ‘net* terms. It
must be ‘emphasised,"however, that in arriving at the net figures, only
amortisation and disinvestment are deducted. No allowance is usually
made for interest; profit and dividend payments from developing
countries to developed countriés. The figures therefore overstate the
true net resource flow in any given period. The extent of such over-
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statemnent will be much greater for private commercial flows {private
investment and export credits) than for official development assistance.
Both the 19 and 0.7%.targets relate to the larger figure, and per-
formance on these targets thus tends to be more flattering to developed
countries than it would be on a true net basis. Accordingly, .it would
seem appropriate to urge DAC members to take steps as' soon as
possible to measure their performance more realistically. .

Table 1.2, which shows the main trends in resource flows reaching
developing countries from all quarters {both public and private); should
therefore be read in the context of the reservations on reliability and
coverage just noted.

The table shows that over the decade as a whole there has been a

Table 1.2 Flow of Resources Reaching Developing Countries, 1961 -1970. -
(Net of amortisation and disinvestment, current prices) |
$m

1961-3 1964-6 1967-9 1970 : 1970!

(annual average) (at 197_0, (at 1960
from . prices) |, ' prices)
DAC Countries . BB .

Official development assistance2 5,000 5,580 5,665 5,685 4,650
Other official flows 6500 210 610 885 ' 785
Private commercial flows 2,675 3,645 5,160 6,390 . ' 5,655
Total DAC bilateral flows 8,175 9,445 11,435 12,9603 10,980
(as % of overall total) (92-9) (88-3) - (90-0) (888) (L)
Other Industrial Countries ) -
Total bilateral flows 10 15 15 [20] [201
Centrally Planned Economies ) R
Total bilateral flows [300] [395] [235) [280] [..}
(as % of overall total) (2-2) (3-7) (1-9) (1-6) (..)
Multilateral Organisations . :
Total flows 435 860 1,036 1,600 . [1,305]
(as % of overalil total) 4-9) (8-0) (81) (9-6) - {(..)
Overall Total ' 8920 © 10,715 12,720 14,7303  "'[12,530]

Figures are rounded to nearest $5m. ‘Figures in brackets [] are rough DAC estimates.
. Not available.

Notes: 1. Based on price index used by OECD (see Sources).
2. In this table, figures for DAC official development assistance include only direct
bilateral aid. The figures for multilateral organisations show disbursements, and not the
contribution made to them by developed countries. These contributions from DAC
countries are shown separately in Table 5, and are included in the total aid figures given

in Tables 2 & 3.
3. Excluding voluntary private contributions, amounting to $840m, for which com-

parable figures for earlier years are not available.
Sources: DAC figures: Development Assistance, 1971 Review, OECD (DAC Review 1.977) Tables

1i-1, Annex [1-1.
Other figures: OECD Press Release A(71)22, 28 June 1971, Table 2,

steady, if modest, expansion in the overall flow as estimated by DAC.
Between 1961-3 and 1967-9 it increased (at current prices) by some
$4,000m, and in 1970 by a further $2,000m. However, taking inflation
into account, the real increase between 1961-3 and 1970 was only
$3,600m, or some 40%

Within the overall total, bilateral official development assistance
from DAC countries showed a 13% increase in money terms between
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1961-3 and 1970, but in real terms there was an actual decline by a
similar percentage®.

Bilateral contributions from centrally planned economies have de-
clined, even in money terms. Rather better estimates than in the past
are now available for these countries, and they show that their con-
tributions have been considerably smaller than was thought earlier.
The new estimates also show a more pronounced peak in the mid-
sixties, and a rather rapid decline since then. It should be remembered,
however, that these estimates do not record considerable flows to de-
veloping communist countries, principally Mongolia, North Korea,
North Vietnam, Cuba and Bulgaria, and they therefore underestimate
the contribution relative to those recorded for Western sources. How-
ever, their inclusion would in all probability not alter the recorded
downward trend.

Private flows, in contrast, have risen substantially between 1961-3
and 1970 : by $3,700m (or 140%) in money terms, and by $3,000m
(or 110%) in real terms. Within this total, there has been a relative
decline of portfolio investment as against direct investment, and the
share of both has fallen in relation to private export credits. The share
of the latter in the private total, which was as low as 209% in the first
half of the decade, has in the past few years reached as much as one-
third, and is likely to increase still further in the immediate future.

The most striking expansion over the period as a whole has been
that of flows from multilateral institutions. Between 1961-3 and 1970,
their aid trebled in real terms.

The World Bank Group is continuing to increase its commitment
rate at a fast pace; it expects to show a 1009% increase in the five-year
period 1969-73 compared with the previous five years. Bank disburse-
ments had been relatively stagnant at just under $800m a year since
1967, but in the last financial year (1970/71) they have jumped to
$955m. IDA credits have shown a more erratic trend in commitments,
reflecting largely the hiatus caused by the slow processes involved in
replenishment operations. Fluctuations in disbursements have been
rather less pronounced but nevertheless still large. The total for
1970/71 ($235m) was about average in the context of the last half-
dozen vyears.

Negotiations on the third IDA replenishment were completed in
August 1970, providing new resources for commitment amounting to
just over $800m a year for three years, with effect from July 1971.
By that date, however, only ten Part I members had ratified the agree-
ment, a number insufficient to give it effect. Congressional approval
was still awaited for the US contribution, which, at $320m a year, is
by far the largest. In the meantime, in order to allow IDA to make
additional commitments in anticipation of ratification, a number of

‘Detailed country breakdowns are given in Table 1.3 below.
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countries had pledged advanced payments, including Canada ($50m)
and Britain ($104m, equivalent to one year’s subscription).

In 1970 private voluntary organisations contributed some $840m
in grants towards relief work and development projects in the Third
World. Figures for earlier years are only tentative, but they neverthe-
less indicate a rapid upward trend in voluntary aid. In 1970 the largest
contribution relative to GNP came from Sweden (0.08%) followed
by Canada, Belgium, US and Switzerland (all around 0.06%). The
importance of these contributions may be gauged by the fact that in
1970 they were not far short of the World Bank’s total lending in the
same year.

Official Development Assistance —
Performance of DAC Countries

Total official development assistance (net of amortisation) from DAC
countries for the last five years is shown below. The record can only
be described as dismal.

$m % of DAC GNP

1967 6,688 43
1968 6,400 -38
1969 6,707 -36
1970 6,808 -34
1971 (estimate) (7.300) (-35)

The small increase in the DAGC total between 1967 and 1970 has
been more than offset by higher prices. As a share of the combined
GNP of DAC countries, aid has fallen by as much as 209 over the
same period. Preliminary figures for 1971 suggest that there has been
a reasonable real increase over 1970, and it looks as if the rapid decline
in the percentage share in GNP may have been arrested for the first
time since the middle of the decade. But the performance falls far
short of the 0.7% target for official development assistance.

The idea of a separate target for official aid (as a supplement to
the UN/UNCTAD 16, target for all flows — comprising both public
and private) was first put forward in the Pearson Report, which
recommended that ‘each aid-giver increase commitments of official
development assistance to the level necessary for the net disburse-
ments to reach 0.7% of its GNP by 1975 or shortly thereafter, but in
no case later than 1980°%. A similar target has since been adopted
by the UN as part of the strategy for the Second Development Decade.

Although all DAC countries accepted the UN Development
Strategy, only five — Belgium, Denmark, Netherlands, Norway and
Sweden ~ have given an undertaking to meet the Pearson target date.
France has undertaken to maintain its aid at between 0.6% and 0.7%

‘Partners in Development, Report of the Commission on International Develop-
ment (‘Pearson Report’), 1969, p.148.

25



Z 491dey) Ul POUIBIUOD UO[BWIOUL HO PUR ‘G 8|GEL [BAISHEIS ‘|*(] @JqRYL ‘L/6L MalAay DY UO pesed :824nos
. *1S813]U1 O JOU ING uoleSIUOWER JO 18N | 183ON
e1ewnsy [] ‘g|qe[ieAs JON *°

[se-0] ve0 680 Sy-0 vs-0 -loog's] -808'9 865’0 620'9 0E£S'S  0-00L 182'L9 [®I0LOVA

- [=£1] vL - Sl 51 =l . 610 €10 .800 900 °° 62 (14 1 9 8Pl PuelezIMS Gl
[o1] ] 43 zi oL [se0l €g0 920 810 GL-0 [st] LE ve zL 8 891 ABMION P}
[51] -~ &8 14" 8 =pl . €10 S§10 920 900 - 6l (44 [:14 12 z-1 | 181 emisny ‘gl
RFA| 9 =01 gL =zt [ov0l ec0 820 +vi0 10 [oL] ~ 6s 9€ -1 8 LE2 Jewueq ZL

inoy e
{9] =L 8 1 =z1 [sy0l fe0 €0 1z0 110 fosu) Lul v8 - &b L L8S uepams {1
¥l 4 4 =5 z [sg-01 s8y0 oF0 680 790 [osi]l oz 86 €8 18 vi6 wnibjag 0L
1) z £ L L loc-0] €90 o090 950 680 [ose]l 96l x4} 8L £9 8Y6 SPuBpSUIN 6

[=£1] €l gl 14 6 v 90 610 O0L0 90 . LPl 4] 29 oL 801 |¥L6 Al ‘g
[€] £ T T g [6e-0] 650 850 150 o0 [ozgl €0z 9t GLL 08 08zl  eleusny L
[s] S 6 =6 1L [v0l w0 180 ez0 €0 [osyd eve 90T 48 ¢S G8v',  Bpeue) 9

XIS eIpPIN

R (0-88)
z1] 2l =0l =6 8 [ez0l €20 820 €20 810 [00g] 8sy Z6E  ¥IT oLl v 809 ueder °g
8l =¢ =g ¥ v [ee0] L£0 I¥0 670 €30 [06F] “tv¥  ev¥  v8Y LY vL 028t N v
{6l 0L =§ . =g ] fog-0] 2ze0 10 680 ev0 [00L] 6% 695 vy vie L-L 9L’y Auswiep ‘g
[l i i L L {2901 990 o0L0 80 tT-1 [000°L] 156 888  SLL £26 vl LLL'8 esueiy g
Tl L €. € [ez0]l 1e0 880 090. .50 [000'E] 0SO'C W¥YE'E O02S'E  L9T®  G¥S  9EVEE o >w_u m_pm

[1L61] OL6L 6-L96L 9-v96L €-1961 [1L6L] OL6L 6-L96L 9796l £-196% [1L61] OL6L 6-L96) 9-b96L €-196) % OL-L961
jel0},
aBeloAy |eNUUY abeiony |enuuy abelany |enuuy sARe|NWIND

o._mcm dND uo Bupjuey dND Jo 9 e se . ) AE& swIn|OA
LLEL-L961] ‘seldusby jeieleiynAl pue selnuno) Buidojere 03 (39)) eouelsissy Juswdolensq [BIO[330 30 MOPJINY  €£°4 elquy



of its GNP. Two other, countries (Germany and Canada) have an-
nounced their initention of worklng towards' the O, 7% target, but
w1thout committing themselves to a daté when this’ might be reached.
Br1ta1n Japan, Australia, Ttaly, ‘Austria’ and Sw1tzer1and have failed
to, commit’ themselves to the 0.79% target; nor do the available
prolectlons 6n ‘aid in “these Countriés suggest that they mlcrht reach
the' target despite the absence of a formal commitment. “The uUs
has e:.pllcltly rejected the very concept of a target, but has pronused
to"do its best to ensure that its aid will increase. -

" The record of the 1nd1v1dual members (excludmg Portugal) for the
ennre period since DAC was set up is shown in Table 1.3. Most note-
worthy, perhaps, is the relatively poor performance, comparing earlier
years with later, of the five biggest donors. The partlcularly dis-
appomtlng record of the US comes out clearly; it is the only country
to register an absolute fall in aid over the decade as a whole.

The most encouraging trend is shown by the middle order ‘donors,
four 'of which have improved their performance on thé GNP measure
by ‘Substantial arnounts, By 1971 these ¢ountries ‘occupied ‘five out
of the top six places in the’ GNP rankings and accounted for 15% of
total aid. Another feature of relative performance is the gradual emer-
gence of a group of countries with medium to. small populations as
the leaders within DAC. In the early sixties the top six places on the
GNP measure were occupied by three big, and three medmm to- small
countries; by the end of the decade France alorie among the ‘big
countries managed to retain its place in that leadmg group.

"For 1969 and 1970 it is now possible to show the relative perform-
ance’ of DAC members either according to disburseménts net of all
reverse payments or according to commitments calculated in terms
of their grant equivalent. The former is useful as a more accurate
indicator of the actual net transfer of aid resources that has taken
place in a given period’ while the latter gives a better summary’ of
the real value of current aid intentions. Relative performances for
1969-70 on the basis of both these sets of aid figures are recorded’ in
Table 1.4, which also relates performance to the average income in
different donor countries. Although the share of aid in GNP for all
DAC countries falls from 0.35% (on the conventional basis. of net
ald) to 0.32% (if interest payments are deducted) the relative rankings

of individual donors are affected only to a minor extent. In 1969-70,
donor rankings also show a remarkable similarity whether one takes
disbursement net. of both amortisation and interest, or the grant-
equ1va1ent value of commitments.

Terms of official aid commitments made in 1969 and 1970 improved
somewhat over those made in 1968. Details are set out, by country,
in Table 1.5.

Tt still overstates the value of the transfer, particularly where aid is tied.
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DACGC continues to stress the importance of a further softening on
terms through common efforts to harmonise towards those of the
softer donors. The latest DAC Report makes a number of interesting
new observations on the behaviour of donors in different situations.
It notes, for example, that the major bilateral donor to any particular
recipient country tends on the whole to provide aid on terms softer
than the average of that of all donors combined; but it tends to be
discouraged from even further softening by an unwillingness to see
its aid being used for subsidising service payments to the fringe donors.
DAC considers that the most hopeful approach to softer terms could
come through a planned convergence of terms towards those of the
major donor in any one recipient country, either through country
based inter-donor consultations or through mutual agreement on the
most appropriate terms for the recipient in question. This is a very
useful suggestion.

Of the many conditions and restrictions which donors impose on
their aid, procurement tying (in particular when it is combined with
project tying and restrictions on the use of funds to the off-shore cost
of projects) is the most generally contentious. The majority of donor
countries now tie the bulk of their financial aid. No satisfactory
empirical estimates of the ill-effects of tying have been made, but all
the analytical evidence, supported by fragmentary statistical estimates
as well as observation of individual aid operations, suggests that the
loss of real value through the tying of aid can be substantial. While
this problem has long been recognised, and inter-donor discussions
on untying have proceeded almost as long, the general trend during
the decade has been towards stricter and more extensive tying. Since
Pearson, there have been new glimmers of hope : more countries have
been willing to make exceptions (both in terms of local cost pro-
vision and procurement untying) in specific circumstances, and there
has been a more liberal attitude on the issue of untying in favour of
other developing countries. Discussions on the central issue of untying
which had been going on under the auspices of DAC have been inter-
rupted, however, in the aftermath of the Nixon measures. Further
effort must depend for the time being on actions of other donors,
although the observed trend towards more multilateral aid — which
may receive another upward thrust from the US Congress — will
automatically allow for some increase in the portion of aid which is
not procurement tied.

DAC member contributions to multilateral agencies have increased
much more quickly than bilateral official aid. The figures for DAC
members as a group are shown in Table 1.6. After a drop in the
middle of the decade —both in absolute terms and as a share of total
aid - contributions to multilateral agenc1es have been rising very rapid-
ly, to reach over '16% of total aid in 1970. On current estimates thé
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Pearson target, that these contributions should reach at least 209% of
total aid by 1975%, may be reached. This expansion in the multilateral
share is lafgely accounted for by the substantial second replenishment
of IDA, which is reflected in the figures since 1968, and more recently
by the rapid expansion of the operations of the Inter-American De-
velopment Bank and the emergence of other regional and sub-regional
banks in Asia, Africa and the Caribbean into fully fledged lending
institutions.

The contributions of individual DAC members in 1970 continue
to reflect wide disparities. Australia (6.3%), Britain (10.6%) and
France (10.8%) contributed the smallest shares in terms of their total
aid disbursements. Norway, on the other hand, gave 60% of its aid
through multilateral channels, with Sweden and Denmark not far
behind with about 40% each : the Scandinavian preference for this
form of aid was thus maintained. Austria, Belgium, Canada, Germany
and the Netherlands also exceeded the 209 Pearson target.

Table 1.6 DAC Contributions to Multilateral Organisations, 1961-1970
Annual Averages $m Percentage in Total Official
Development Assistance
8

1961-63 467

1964-66 362 6
1967-69 663 10
1970 1,124 16

Note: See Table 1.3 for figures showing total official development assistance, by country.
Source: DAC Review 1971, Table 11-1.

Private F lows

Private commermal oapztal ﬂows as measured in international statis-
tics, have shown a rapid increase over the decade as a whole. How-
ever, the figures do not take account of remittances of profits, interest
and dividends. The effect of ignoring these transactions will vary
from country to country. But for some, such as the UK, with sub-
stantial assets in the developing world and disincentives against new
overseas ;investment, the return flow of proﬁts and dividends may
approach — or even exceed — the apparent ‘net investment’. When
using the ﬁgures for individual DAC member countries, shown in
Tables 1.7 and 1.8, it must be remembered that they do not show
the net ﬂow of resources (as DAC implies) but rather the value of new
capital exports, net of disinvestment and repaid export credits.

. Table 1.7 shows that over the decade 1961-70 the four largest capital
exporters were also the four largest contributors of official aid. For
other countries, the respective rankings on overall aid and private
flows were markedly different. Only Switzerland failed to record ar
absolute increase between the early and late sixties; and those showing

'Partners in Development, Report of the Commission on International Develop-
ment (‘Pearson Report’), 1969, p.215
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the most substantial increase were Germany, Japan and, among smaller
capital exporters, Australia, Austria and Denmark.

Within the total of private capital exports, direct investment almost
doubled over the same period, while export credits trebled. More
detailed figures are given in Table 1.8

Table 1.8 Summary of DAC Total Private Capital Flows to Developing Countries

1960-1970!
: . $m
Annual Average
1960-1965 1966 1867 1868 - 1969 1970
Direct Investment 1,830 2,180 2,110 3,050 2,700 3,010
Portfolio and Other 620 660 1,270 1,740 - 1,800 1,180
Export Credits 660 1,120 1,000 1,590 1,980 2,170
Total 3,110 3,960 4,380 6,380 .. 6480 - 6,730

Note: 1. Net of capital repayments and disinvestment, but not of interest and dividends.
Source: DAC Review 1971, Table VI-1.

The 1971 DAC Review estimates that export credits will con-
tinue to increase more rapidly than other types of private capital
flow, reaching perhaps around $3.5 billion by 1975 compared with
$5.5 billion for other private flows." DAC also estimates that com-
pliance by all members with the 1% target on official and private
‘lows’ combined would require a total resource flow of some $25.5
billion! by 1975. The estimated value of private ‘flows’ in 1975 would
be equivalent to roughly 0.3% of the combined GNP of DAC mem-
bers. This has one very important implication for the UN 1% target,
which all DAC countries have accepted. Whatever individual coun-
tries feel about the separate 0.79% target for official aid alone, as a
group they will not be able to reach the 1% target by 1975 unless
they can step up their combined official aid contribution to an amount
equivalent to 0.7% of their GNP,

'At 1970 prices.
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2 British Aid

ODM'’s Absorption into the FCO

The most immediate concern of the British a1d lobby, durmg the first
few months following the 1970 General Election, was the future of the
Ministry of Overseas Development (ODM). :

ODM was set up in 1964, by the newly-elected Labour Government,
as a further step in the process of rationalisation which began in 1961
when a new Department of Technical Co-operation was established
with ‘responsibility for co-ordinating technical assistance. ODM took
over the functions of that Department and was also made responsible
for all capital aid. Budgetary aid to the remaining colonies continued
to be administered by the Colonial Office (which was subsequently
merged into the Commonwealth Office and later amalgamated with
the Foreign Office), and Britain’s relations with the World Bank
continued to be primarily a Treasury responsibility; but with these
exceptions, ODM managed the whole British aid programme. Its first
Minister (Mrs. Castle) was included in the Cabinet, and this was widely
taken as a sign that development assistance was to be given a new
priority. .

There were rumours, however, during the last three years of Labour
Government, that ODM was in ‘danger of losing its autoniomy and of
being reabsorbed into another department. These did not come to
anything : but the Conservative Government. elected in June 1970 was
explicitly pledged ‘to streamlining the Whitehall framework; and
although initially ‘ODM continued as a separate ministry, there was
soon more confident: speculation that it might be merged: with the
Foreign and Commonwealth Office or the Board -of Trade - or that it
might even be split between the two. There was heated debate, spread-
ing through Parliaimment’s summer recess, concerning the practical and
psychological importance of maintaining a separate aid ministry. Even
ODM’s strongest defenders had to confess that the Ministry had
already been effectively down-graded in 1967, when the Minister had
ceased to have a regular seat in the Cabinet; but it was pointed out
that although Britain was unusual in having a separate aid ministry,
the administrative structure of the British aid programme was the envy
of many other members of DAC. In the six years of its existence, ODM
had been able to build up a skilled cadre of professional aid administra-
tors and specialists; and the Estimates Committee on Overseas Aid
had reported, in October 1968 :

‘There can be little doubt from the evidence that the British
aid programme has become much more effective in the last
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few years, and that credit for this must go to the Mlmstry
of Overseas Development.’ :

The Committee added that ‘To mierge the ‘MiniStry'of Overseas
Development in one vast overseas department’ would be a ‘retrograde’
step. An mdependent Minister, even one outside the Cabinet, was said
to be in a better position to defend the interests of Iong-tenn develop-
ment, in cases where these were not precisely aligned with Britain’s
shorter-term political and commercial interests; and it was also held
to be important, at the official level, that inter-departmental argu-
ments should be pursued by members of an independent ministry. The
Government was urged to reconstitute the Select Committee on Over-
seas Aid, which had been unable to submit its report before the pre-
vious Parliament was dissolved, and to await the Committee’s recom-
mendations before making its decision; but the basic principle had
probably already been decided, and in October it was announced? that
ODM would cease to operate as a separate ministry and would become
instead a ‘functional wing’ of the Foreign and Cornmonwealth Office.
On 12 November, the Overseas Develoment Administration (ODA)
became effective as a distinct department within the FCO.

It was inevitable that the very fact of the merger should be seen,
both in Britain and abroad, as an indication that British aid policy was
to become more closely integrated with general foreign policy. On the
other hand, it is arguable that aid is in any case just one aspect of
foreign policy, and even that, having once ceased to have special
representation in Cabinet, ODA is better served by having direct
access to Cabinet through the Foreign and Commonwealth Secretary.
In any case, those who had been advocating the retention of a separate
ministry were reassured in so far as the new arrangement did not
involve any substantive changes in the running of the aid programme.
Concerning policy formulation, it is hard to tell whether the merger
has in itself enabled or contributed to a ré-orientation of criteria;
every government has different priorities, and even if the geographical
distribution of aid seems to become more heavily influenced by political
and commercial objectives, a re-orientation of this sort could easily
have been effected without any change in the formal status of ODM.

Colonial Administration

Prior to 1970, the FCO (as successor to the Colonial Office) looked
after British colonial policy, but colonial aid and technical assistance
was administered by ODM. Subsequently, during ODA’s first year as
a department within the FCO, administration of Britain’s 18 remaining
colonies continued to be shared between different offices; but at the end

‘Ti;e Reorganisation of Central Government, Cmnd. 4506, HMSO, October
1971,
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of 1971 a new joint department, the Joint Dependent Territories
Division (DTD), was set up to deal with colonial aid work as well as
general policy and administration. The staff was drawn partly from
ODA and partly from elsewhere within the FCO.

The DTD deals with aid questions according to usual ODA pro-
cedures; it has access to ODA advisers and others as necessary; and its
establishment may be seen as a logical step which will permit the
faster and more efficient administration of British aid amounting to
some £20m per year.

Report of the Select Committee on Overseas Aid

At virtually the same time that it published its decision concerning the
future of ODM, the Government announced its intention to recon-
stitute the Select Committee on Overseas Aid. This Committee had
first been appointed in April 1969. Re-appointed for the 1969-70
Session, it had still been unable to draft its report before Parliameni
was dissolved; and the new Committee was therefore appointed, in
December 1970, to examine and report upon the evidence submitted
to its predecessors. It had no power to take further evidence; and its
report?, based on evidence taken between nine months and two years
previously, was published in March 1971.

The Committee was mainly concerned - with the objectives, size and
cost of the aid programme, and with management of bilateral aid. It
also paid particular attention to the need for an improved British effort
to aid rural development; and further sections in the report were
devoted to aid relationships (both with recipients and with other
donors), multilateral aid, the Commonwealth Development Corpora-
tion, private investment, trade, the Voluntary Agencies, and publicity
for the aid programme. The speed with which the new Cormittee —
despite the change in the balance of its composition — was able to
complete its report, suggests that its members were in broad agreement
on almost all these issues. '

After a further three months, the Minister published a White Paper?
in which he commented on each of the Committee’s 64 principle
recommendations. He refused to accept the most fundamental of the
Committee’s proposals — concerning the basic size of the aid pro-
gramme; but on most other topics, his comments — even where he did
not immediately accept the Committee’s views — at least indicated that
the proposals were being given full consideration.

On the size of the ald programme, the Committee believed that

‘Report from the Select Commitiee on QOverseas Aid, Session 1970-71, HC 299,
HMSO.

*Report from . the Select Committee on Overseas Aid: Qbservations by the
Minister for Querseas Development, Cmnd. 4687, HMSO, June 1971,
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expenditure should cease to be subject to a ceiling fixed in cash terms;
and they recommended that:

‘Future expenditure on aid should be fixed as a pefcentage
of gross national product or, if this is not practicable, as a
percentage of public expenditure.’

In response, the Minister merely observed* that,

‘The Government have not accepted a commitment to
provide any specific percentage of GNP in the form of
official aid’,

adding that it would not be relevant either to any recognised target
for aid or to the purposes of development assistance to determine the
aid programme as a percentage of public expenditure. Since they were
not included in the summary of the Committee’s recommendations, the
Minister was able to ignore the Committee’s reference to the 1%
target as a minimum figure, and their view that,

‘The Pearson target of 0.790 of GNP for official
aid should be fulfilled?’

There were a number of matters on which the Minister was not
able, at the time, to give a definite answer. Two — concerning the
carryover of unspent ODA balances from one financial year to the
next and the improvement of aid management overseas — have since
been clarified by separate announcements?; but there are several other
points on which the aid lobby would welcome a more positive response.
In particular:

(1) If the Government wishes to improve its effort to aid rural
development, it should reconsider its attitude towards finance
of local costs (which at present are met only ‘in exceptional
circumstances’), and also towards expansion of both the Tropical
Products Institute and the Corps of Specialists.
(2) Despite the present hiatus in the OECD discussions following
last year’s international monetary crisis, the Government could
re-examine the possibility of an independent initiative towards
reduced tying of bilateral aid.
(3) The Government could — at the 1972 review of the IMF’s
Special Drawing Rights scheme — increase its efforts towards an
agreement which would link the future allocation of SDRs with
development assistance.
(4) On trade, the Government could pursue more actively its
stated policy?, ‘to reduce, wherever possible, tariff and non-tariff
'Cmnd. 4687, para 10.
*HGC (1970- 71) 299, para 52. See also p. 25 above.

"See p. 46.
‘Cmnd. 4687, para 64.
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barriers: to. trade 'with developing countries ‘and " to encourage
other developed countries to pursue’ similar’ pohcles Trade
liberalism,. will need to be linked with appropriate domestic
policies to ‘soften the immediate effects; from mcreased competi-
tion, on local industries.

(5) Having rejected the Committee’s proposal that it should set
up a further Select Committee on Overseas Aid, the Government
has an increased responsibility to see that-'suﬂicient Parliamentary
time is set aside for regular discussion of the aid programme.

(6) Having accepted the need for a better informed public opin-
Jon concerning the aid programme, the Government may need
to increase its financial support to the informational work both of
the Voluntary - Agencxes and of ODA’s own - Information
Department : ;

Recent Aid Performance-
In money terms, the volume of net neéw aid flowing from’ ‘Britain to
developing countries varied remarkably little throughout the 1960s
(see Table 2.1); and because of inflation, the value of British aid, in
terms of purchasing power for recipient countries, fell substannally
1970 was therefore most significant for the fact that the volume of
gross official flows was decisively increased, away from the £210m
mark. The figures for net aid (both for ‘net official flows’, as defined
by UNCTAD, .and for the amount.remaining after deductlon of
interest as well as capital repayments) were also new records.
.. Nevertheless, the 1970 net aid flow represented, compared to 1969,
an even smaller proportion of British gross national product. According
to international criteria, British aid performance therefore continued to
decline : net official ald expressed as a percentage of GNP, slumped
durmg the last decade from 0.59% in 1961 to 0.37% in 1970 Britain
is now little more than half way towards the O. 7% target which was
proposed in the Pearson Report and which has since been adopted
(but not by. Bntam) as part of the UN strategy for the Second Develop-
ment Decade. In both 1969 and.1970, on the other hand, Britain
reached the UN 19 target for the total of official and private flows
taken together! The Government, while accepting the 1% target, has
still not undertaken the 0.7% target for official aid alone, nor even
accepted the need for a separate official aid target: the relative im-
portance of the two targets — and particularly the question whether
private and official flows are as 1nterchangeable as the Governments
attitude implies — is discussed further in Chapter 3.

Concerning official flows, it will be seen that reverse flows of amorti-
sation and interest, after in‘cz"easing rapidly between 1960 and 1965,
have tended to level off in the last few years. The terms of British aid
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have been substantially improved since the introduction, in 1965, of
interest-free loans; and of total British aid-disbursed in 1970 (£219m),
48% (including bilateral technical assistance and contributions to
multilateral agencies, £46m and £7m respectively) was disbursed in
the form of grants. An additional 42% was lent.on interest-free terms
and 6% took the form of overseas investment by CDC.

Table 2.1 Total Nét FIOW of Resources from Britainto Develoblng Countries, 1961-1 9.70

. m .
. 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
Offictal fiows!

Gross 172-6 1647 164-3 194-8 1973 2135 208-4 210-6 210-6 2188
deduct capital ‘ ' :

repayments 104 107 156 183 24.0 303 294 322 320 299
Net 162-2 164-0 1487 176-5 173-3 183-2 179-0 178-6 1786 188-9
deduct interest

received 111 123 204 238 262 277 282 277 284 293
New net4aid 161-1 141-7 128-3 152-7 147-1 155:6 150-9 150-8 150-1 1597

Private flows S
Investment (net}2  131-0 756 73-4 1002 1570 950 77-0 700 188-0 136-0
Export credits (net)? 259 377 344 51-3 383 471 413 581 110-8 1818

Voluntary
Orgamsaxnons : .. .. . .. .. . . .. .. 1904
Total (net) 156-9 113-2 1079 151-5 195-3 142-1 1183 128-1 298-8 3368

Total net flows 3191 267-2 2566 3280 3686 3253 297-3 306-6 4773 5257
Net flows as a percentage of gross national product$ :

Official 059 053 048 053 048 048 045 042 039 037

Private 0-57 039 035 045 055 037 030 030 065 067

Total 116 092 084 098 103 084 074 071 104 1-04
Not available,

Notes: 1. Figures for 1961-63 are on an unadjusted basis. Since 1964 they have been adjusted
to show CDC investments rather than borrowing from the Exchequer.
2. Net of disinvestment by UK residents or companies, but not of profit and dividend
remittances.
3. Private export credits under official guarantee and with maturities in excess of 1 year.
Net of capital repayments, but not of interest.
4. Estimated grants by private voluntary agencies.
5. According to the latest UNCTAD definition.

Source: British Aid Statistics, HMSO.

A new pattern of interest rates was introduced in July 1970, Most
loans continue to be interest-free; but interest-bearing loans, instead of
being made at the Government lending rate softened where necessary
by waivers, are now made at fixed concessionary rates ranging from
2% to 74%. The stated object of the new arrangement is merely to
enable Britain, where appropriate, to match loan terms more closely to
those provided by other members of DAC lending to the same recipient.
More important, only 10% of new loan commitments signed in 1970
bore any interest; and 99% carried a grace period for capital repay-
ments. T'otal new commitments in 1970 amounted to £220m, of which
£108 m (49%) was in grant form and £112m was in Ioans Overall,
the combined weighted grant element of 1970 commitments, excludmg
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investment by CDC, was officially estimated to be equivalent to
£174m; and Britain’s performance on terms satisfied fairly comfortably
the new target recommendations introduced by DAC, as a measure of
international comparison, in 1969,

In one respect, British aid performance in 1970 deteriorated : there
was a significant increase in the extent to which aid was tied to the
purchase of British goods and services. Leaving aside the cost of tech-
nical assistance and certain categories of financial aid to which the
tied-untied distinction is not strictly applicable, 48% of 1970 British
bilateral aid, compared to 43% in 1969, was completely tied. It is also
estimated® that the purchases of British goods and services, arising
from the tying of some other aid to British or local recipient procure-
ment, corresponded to a further 169% of the total (as against only 11%
in 1969) The effective degree of tying, irrespective of any British
orders which might have been financed by untied aid, was therefore
64%, i.e. 109% more than in 1969. -

This increase in tying was not known to the Select Committee, which
nevertheless drew attention to the additional benefits which would
accrue to recipient countries if British aid were not tied. The Com-
mittee considered that, because of the prospective loss to Britain’s
competitive position, it would not be politically feasible for Britain to
untie her bilateral aid unless other donors did the same; and they
therefore took the view that Britain should concentrate on efforts to
reach an international agreement for reduced tying. Britain and other
members of DAC have in fact been engaged in drafting a scheme for
reciprocal untying of contributions to multilateral agencies and of
bilateral loans; but work on the scheme has temporarily been dis-
continued. Meanwhile, Britain might reconsider the possibility of
untying bilateral aid : an independent initiative, in addition to enabling
a substantial improvement to the quality of British aid, would have
important diplomatic value.

The untying of British aid would enable more effective empha51s to
be placed on the prlorlty sectors, which have been identified? as agri-
culture, ‘insofar as this is appropriate within the development plans
and policies of the recipient’, technical education and manpower
planning. Over the five-year period 1966-70, out of total British
commitments of project aid (£373m) only 129 was for renewable
natural resources, including agriculture, and 119 was for social in-
frastructure (including health as well as education). While it is true
that a redistribution of British aid towards the priority sectors could
only be effected if it were consistent with recipient wishes, the British
Government could at least state, more explicitly, that it is willing to

"An Account of the British Aid Programme, HMSO, 1971, para 55.
*Ibid. para 66.
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co-operate in such a redistribution. The Select Committee particularly
urged that:

‘Assistance to rural development projects which are
economically sound should not be inhibited on account of
local costs’;

to which the Minister merely replied, equivocally :

‘Local costs are met only in exceptional circumstances and
to a limited extent but the British Government may need to
meet some local cost element if it is a major donor, or where
aid is being given for rural development and other projects
of high economic priority.’

A more positive attitude towards financing of local costs might be an
important factor in facilitating fruitful dialogue, through British
Missions, at the project planning stage. An improved contribution
from the Missions, in their exchanges with ODA as well as with
recipient governments, will also substantially depend on the increased
availability to them of suitable expertise; and in this regard 'the
establishment of three new development divisions is an important step
forward?.

There is a fundamentally more unsatisfactory aspect of the aid pro-
gramme, second only to the programme’s small size, in so far as there
still appears to be no coherent strategy behind either the overall
qualitative distribution of aid or the geographical allocation of aid as
between different countries. The 1970 submission to DAC agam merely
reported that:

‘Criteria for the allocation of aid remained unchanged
during the year, and the distribution of the British aid pro-
gramme continued to lay emphasis on multilateral aid and
technical assistance and on Britain’s special obligation to the
Dependencies?.’ l

The main weakness in aid planning concerns the geographical alloca-
tion of bilateral aid, particularly financial aid, as between different
countries. Before examining this further, however, we shall consider
four other main categories of aid which — partly because their respective
disbursements are more easily forecast — are in practice given first call
on whatever sum is available for the programme as a whole. These are
multilateral aid, technical assistance, loans to CDC, and pensions to
former British expatriate officers.

With reference to the declared emphasis on multilateral aid, it may

‘See p.46.
*An Account of the British Aid Programme, para 62,
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be observed that in 1970 Britain’s contributions to" ‘multilateral
agencies, £19.8m, were smaller as a percentage of her fotal net aid
(10.6%) than the corresponding proportion for any other DAC mem-
bers éxcept Australia and Portugal. On the other hand, Britain has
played an important and constructive role in promoting the third IDA
replenishment (which, however, cannot become effective until it 1s
ratified by the United States); and with regard to a bigger contribution
to the UN system, the Government has at least already stated its
position, believing that further reform along the lines proposed in the
Jackson Report can best be encouraged by agreeing to increase re-
sources ‘as and when the organisations show their abilitysto make
effective use of additional funds’. :

The Government has found it easier to fulfil its policy commitment
towards technical assistance. Total bilateral technical assistance dis-
bursements have increased steadily in recent years, from £30.4m (17%
of the gross bilateral programme) in 1965 to £45.6m (just over 25%)
in 1970 : 619% of the 1970 disbursements was for finance of ‘experts and
volunteers, and a further 19% represented finance for students and
trainees in Britain. The Government is attempting to improve the
quality of technical assistance by evolving an administrative framework
which is more sensitive to the requirements of aid recipients. New
technical assistance agreements signed with overseas governments pro-
vide for annual reviews of the expected needs for British staff; and it
is intended that these annual discussions will also cover other com-
plementary forms of manpower aid, such as training.

The largest number of appointments made under various technical
assistance arrangements continues to be in the field of education; but,
in general, increasing emphasxs is bemg placed on ﬁlhng posts of hlgh
developmental. value. ODA is experiencing mcreasmg “difficulty in
meeting the demands for some specialists, particularly in agriculture,
medicine, economics, finance and land survey : the Corps of Specialists
provides continuity of employment, for periods of up to ten years, for
some seventy experts, particularly in administration, finance, agricul-
ture and engineering, but although the number of tropical agriculturist
posts has recently been doubled from fifteen to thirty, the Corps’s
overall size and composition, as well as the conditions of service
offered to its members, need to be kept under constant review. ODA’s
ability to react promptly to overseas requests would also be significantly
improved if the Tropical Products Institute, together with the depart-
ment’s other scientific out-stations, were exempted from the restrictions
that apply generally to the expansion of Civil Service manpower.

The Government is giving increasing support to the Commonwealth
Development Corporation, The Select Committee reported favourably

'Cmnd. 4687, para 31.
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on CDC's performance, and made a number-of detailed recommenda-
tions concerning-ways in which the Corporation’s activities might be
facilitated. or- improved. Most of these were sympathetically received,
except that Government declined to examine the possibility of allowing
CDC to have a revolving fund, on the grounds that such a fund would
involve a. fundamental change in the Corporation’s financial structure.
Public lending to CDC was increased from £11m in 1969/70 to £15m
in 1970/71, and it is understood that the Corporation.is now being
given a clearer indication, up to three or four years in advance, con-
cerning the amounts of money which will be at its disposal in future.

If CDC is -to be assigned an increasingly important role in the
general British aid effort — and this would seem to be in line with
current Government thinking — it will be correspondingly more im-
portant- for CDC’s investments to be distributed where they will make
the maximum contribution to development. CDC’s policy in thls
respect is stated quite clearly in its 1970 Annual Report :

‘CDC does not choose its mvestments either for maximum. -
commercial return or for the greatest assistance.to United. .
Kingdom exports. It does choose them for .their .develop-
ment value to the country concerned, provided that the
projects are viable in themselves.’

Nevertheless, in view of the fact that in both 1969 and 1970 about
half of CDC’s new investments were in the Caribbean region (mainly
in tourism), it may be asked whether the Corporation is presently
putting too much emphasis on safe commercial reward and also, per-
haps, taking an unduly pessimistic view as to the political safety of
investing in other areas.

The Select Committee made two recommendations concerning the
pattern of CDC’s new investments. First, that ‘CDC should reconsider
the needs of India and Pakistan in the fields of agriculture and rural
development’, at which the Minister rightly observed that this was
primarily a matter for consideration by CDC itself; and second, that
‘in selecting new countries for investment the CDC should keep in
mind Britain’s competitive position in countries which in the years
ahead are going to provide important markets’, With regard to the
second recommendation the Minister responded, more substantively :

‘Before investing in new countries the CDGC lock at the
situation as a whole, including the effect on British interests.
The Minister will have similar considerations in mind
before reaching a decision on any applications by the CDC
to begin operations in new countries.’

'Cmnd. 4687, para 51.
43



This suggests that there may be some policy ambiguity, at least
within Government, concerning the future geographical spread of
CDC’s investments; and it should be noted that although project
proposals are formally initiated by CDQ itself, any project whose total
cost exceeds £250,000 requires Government approval.

The fourth aid category which in practice is regarded as a priority
call on the programme as a whole, is the payment of pensions for
former British expatriate civil servants; but there are strong arguments
for the exclusion of this category from the official aid programme. It
was announced in March 1970 that Britain would be willing, if re-
quested, to assume responsibility as from April 1971 for pensions pay-
able by overseas governments in respect of pre-independence
government service by British staff. The Select Committee drew atten-
tion to the fact that other former colonial powers accept an analogous
responsibility, and also that France, Belgium and Italy do not count
the payments as part of their aid programme (while the Netherlands
includes some but not others). While agreeing with the Government
view that assumption of such a responsibility by Britain should be taken
into account when determining the amount of aid to be allocated to a
particular country, the Committee accordingly recommended that the
pensions paid by Britain should be excluded from British aid flows.
The Minister rejected this proposal, merely adding that the payments
would be in grant form and that they would relieve overseas govern-
ments of payments which they now make, thus freeing foreign exchange
for other purposes. He thus disregarded the Select Committee’s
opinion that it was inequitable for former British colonies to have had
to meet the payments concerned in the first place; and the new arrange-
ment (involving Exchequer transfers to British subjects most of whom
now live in Britain) clearly does not satisfy the new DAC test of
official development assistance flows that they should be administered
‘with, as the main objective, the promotion of the economic develop-
ment and welfare of developing countries’?. By the end of November
1971, twenty-one governments had given notice that they wished to
take advantage of the British offer as it stands; but this response,
although it represents an acknowledgement that the new system is an
improvement, in no way indicates that the present compromise is
satisfactory.

There remains the question of the geographical distribution of the
bilateral aid programme. For historical reasons, much the greater part
of British bilateral aid continues to go to Commonwealth countries,
which in 1970 received gross disbursements of £171.8m - 89% of the
total bilateral programme (£193.9m). Among the Commonwealth

*HC (1970-71) 299, para 29.
*DAC Review 1971, p.146.
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countries, the smaller ones — particularly when compared to India and
Pakistan — tend to receive much greater amounts of aid per head*.

The Select Committee included in its Report a conventional analysis
of the difficulty of changing the existing distribution pattern; but even
if one acknowledges Britain’s special responsibility towards the remain-
ing dependencies, and admits both that the concentration on Common-
wealth countries will continue for some time to come and that ‘Aid
cannot be turned on and off like a tap’, one may still dispute the Com-
mittee’s conclusion that ‘greater flexibility can only be achieved by
increasing the aid budget’. Although it is true that disbursements in
any particular year are largely determined by commitments entered
into in previous years, it must still be asked whether the Government
has operated an effective system for continual review and comparison
of different countries’ needs and deserts. An historically inherited
pattern can all too easily become self-perpetuating.

Now that the aid programme is to be expanded, the criteria for
geographical allocation will become correspondingly more important.
R. B. M. King, Deputy Secretary in ODA, explained in a recent paper?
that three main groups of factors — developmental, political and com-
mercial — are taken into account in planning the aid framework; but
it is clearly not possible to generalise about the relative importance
which is ascribed to developmental factors as against the others.

There cannot even be any hard and fast rules for comparing the
purely developmental needs of different countries. But while ‘it is
practically impossible to ignore some basic political considerations,
there is at least a prima facie case, in the design of an ‘aid’ programme,
for leaving out commercial considerations altogether. The Select Com-
mittee distinguished between the ‘needy’ (i.e. those countries having the
greatest need for aid) and the ‘speedy’ (those with the most efficient
machinery for making use of aid); and underlined both the arbitrariness
of the ‘inevitable’ compromise and the extent of current confusion
concerning allocation criteria, by concluding that:

‘As the ceiling increases, more emphasis should be placed on
assisting the “speedy” (some of whom will be the donor
countries of the future) in cases where this would stimulate
commercial interests but . . . not . . . that this should be
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done at the expense of the truly “needy”.

More significant, perhaps, was the Committee’s opinion that, in an
enlarged aid programme, increased attention should be paid to the
problems of India and Pakistan.

'‘The regional distribution of British aid, 1966-1969 (average) and 1970, is
shown in Table 1 of Appendix A. Tables A.2 and A.3 list the 29 countries which

received the highest gross British aid in 1966-1970, indicating the amounts of
aid received per head and the breakdown of aid by various categories.

*R.B.M. King, The Planning of the British Aid Programme, ODA, June 1971.
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Aid- Management

Important announcements were made, in 1971, of two major changes
which should lead to significant improvements in the managemerit
of the British aid programme. Both are consistént thh recommenda—
tions made by the Select Committee. :

"The first, announced in June, will enable what was prev1ously an

aid ceiling to be regarded more as a target. Up to and including
1970/71, the aid programme was fixed as a gross annual cash sum
which couId not be exceeded. In these circumstances, there was always
the danger, in any financial year, that either the allocatlon would be
under-spent — in which case the money would be permanently ‘lost’
(in the sense that the following year’s allocation would not be cor-
respondingly increased) — or that there might be a temptation to
relax approval procedures in order to ensure that the money was
spent in time. The new arrangement, on the other hand,’ will enable
ODA - subject to Parliamentary authority — to exceed the aid pro-
gramme total for any year by up to £5m. In addition, it will be
possible — subject to the approval of the Treasury — to carry over into
the following ‘'year any under-spending which is judged to have re-
sulted from action or inaction on the part of other Governments or
international organisations. Such carryover would normally be limited
to about £5m in any one year; but the Minister will be. willing ‘to
consider with other [Treasury] Ministers the possibility of making
good a larger short-fall over more than one succeeding year’.
" Second, and more important in the long term, it was announced in
November 1971 that three new Development Divisions were to be set
up — in East Africa, Southern Africa and South-East Asia respectively
~ to join the Divisions already existing in the Middle East and the
Caribbean. This will enable significant decentralisation of ‘aid man-
agement to people more closely on the spot.

Up to now the British aid programme has largely been administered
from London, through diplomatic Missions, backed up by visits from
ODA specialists based in the United Kingdom, ODA staff have oc-
casionally been posted to diplomatic Missions for longer periods; but
Missions have generally lacked the expertise needed to deal with the
many problems that arise in the course of planning and implementing
country aid programmes. Decisions were taken, in London, without
the up-to-date and first-hand knowledge of recipient problems which
can only be gained from residence in the area; and Missions were
not in a position to give expert help in the identification of useful
areas for assistance, or with the preparation, appraisal and implemen-
tation of projects.

The Select Committee noted in its report that the quality of the
British aid programme could be greatly increased by the appointment
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of more aid specialists to overseas Missions, and added that, in some
areas, expertise might be provided more effectively and economically
through the creation of more Development Divisions.

Development Divisions are formally regional offices of ODA, staffed
by small groups of development specialists, whose main duties are to
provide consultancy services and technical assistance to governments
that require it, and to advise British diplomatic Missions on the scope,
make-up ;:and use- of individual country aid programmes. The two
older Divisions are respectively sited in Beirut and Barbados; and the
latter, in addition to serving the Commonwealth Caribbean, administers
aid directly in the Associated States and remaining dependencies,
with delegated authority to approve capital aid projects costing not
more than £250,000. The three new Divisions will be in Nairobi
(covering Kenya, Uganda, Zambia, Mauritius, Seychelles and pos-
sibly, if Britain undertakes new aid commitinents there, Tanzania);
Blantyre (provisionally for Malawi, Botswana, Lesotho and Swaziland);
and Bangkok (probably covering Indonesia, Malaysia, Singapore,
Philippines, Thailand and Burma). When fully operational, the five
Divisions ;will cover some 50 countries or territories, which between
them accounted for about 45% (£90m) of 1970 British bilateral aid.

The Select Committee,- noting the authority delegated to the
Caribbean Division, recommended that there should be a degree of
delegation to all British Missions which can call on the type of
expertise . provided by Development Divisions. It is now possible to
implement "this recommendation in a larger number of countries.
There remains the question of how to improve the quality of the
British aid programme in countries which are still not covered by
Deve]opment Divisions. Of the four. countries which each received,
in 1970, gross British aid amounting to more than £10m, only one,
Kenya, i$ included in a Development Division area, Ald to  India,
Pakistan and Nigeria, and also to other large recipients such-as Ghana
and Ceylon, will continue to be administered from London.

The Minister for Overseas Development wrote in his Observations
on the Select Committee Report that, ‘The importance of making
available more specialist advice to Missions overseas is fully appreci-
ated, and various methods of achieving this are being examined.’
The new Development Divisions will greatly facilitate the planning
and administration of the aid programme in about fifteen countries;
but urgert consideration still needs to be given to the needs of
Missions. elsewhere.
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3 British Development Policy

British development policy must be seen as a single entity, which not
only embraces aid and other economic relationships between Britain
and the developing countries but also is inextricably bound up with
other aspects of British foreign policy. The Conservative Party’s state-
ment on aid and development policy, in its 1970 General Election
manifesto, stated that :

‘Britain must play a proper part in dealing with world
poverty. We will ensure that Britain helps the developing
countries :

by working for the expansion of international trade;
by encouraging private.investment overseas;

by providing capital aid and technical assistance to
supplement their own efforts.’

At least in principle, the Government thus does see its policy towards
developing countries as an integrated whole. This approach, which
is gaining ground in other donor countries as well as Britain, has
partly been brought about by pressures from the developing countries
themselves, particularly through UNCTAD and ECOSOC : and it is
ironic, therefore, that agreement on international targets for non-trade
resource flows has tended to blur the distinctions between the different
types of flow and in some respects, by focusing on overall quantity
rather than on direction and quality, has diverted attention away from
the developing countries’ own needs.

In practice, it is difficult for Britain to have an mtegrated develop-
ment policy so long as ODA continues to be almost exclusively con-
cerned with aid administration. Particularly with regard to developing
countries’ trade, there would at least need to be greater consultation
and co-operation between the Department of Trade and Industry and
ODA. The latter does now have a special adviser on private invest-
ment*; but partly because of the attitude which Government has taken
towards the UNCTAD targets, there is considerable confusion within
Britain about the relationship between private investment and aid and,
moreover, as to what private ‘investment’ actually embraces. The pre-
sent chapter will mainly be concerned to remove some of this con-
fusion and - since the reality of an integrated development policy does
not yet exist — to examine the Government’s separate policies towards

'A new Private Investment and Consultancies Department has recently been
established in ODA. This, in addition to bringing together some of the work
hitherto done under these headings in other departments, will provide, for the
first time, a definite point of contact for private sector approaches to ODA.
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aid, private investment and trade, respectively. The cha‘pter concludes
with a brief examination of what would be implied in any attempt to
adopt a more truly integrated British development policy.

The UN Targets'

Speaking at the United Nations 25th anniversary celebrations in
October 1970, the Prime Minister said :

‘I reaffirm our acceptance of the 1% target agreed at
the second UNCTAD conference in 1968. In accordance
with the strategy for the second (development) decade we
shall do our best to reach the target by 1975.

Even to those who see useful significance in the 19 target, this
must have seemed a rather hollow undertaking when it was learnt, soon
after the Prime Minister’s speech, that in the previous year, for the
first time since 1965, total financial flows from Britain to developing
countries had in fact slightly exceeded 1% of our GNP. In 1970,
Britain reached the target again.

On the other hand, Britain has not undertaken the UN 0.7% target
for official aid alone; and it should therefore be recalled that the main
reason for Pearson’s proposal of a separate target for official develop-
ment assistance was that the original UNCTAD 19 target ‘is not,
strictly speaking, an aid target at all’?, The blanket 1% makes no
differentiation between commercial transactions and official aid; and
official aid, since it is deliberately conceived as development assistance
and is therefore able to provide a reliable flow of resources, on con-
cessional terms, to sectors of high priority to the recipients’ develop-
ment, ‘merits more attention than the 1% target accords to it’.

The British position with regard to the 0.7¢% target was formally
stated in a submission® to the UN Committee on International Develop-
ment Strategy : ‘The United Kingdom Government accepts that
official flows of development assistance should form a substantial part
of total flows . . . (but) does not accept the need for a separate target
for official development assistance.’” It is much to be regretted that
Britain, while joining in the adoption of the overall UN strategy for
the Second Development Decade, was thus unable to accept the most
important target set for developed countries in that strategy.

The Official Aid Programme

The Government has at least, however, committed itself to expand-
ing the official aid programme, at a rate which is roughly in line with
‘See pp.25 and 37.

*Pearson Report, p.147.

'An International Development Strategy - for the Second United Nations
Development Decade, Cmnd. 4568, HMSO, 1971.
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proposals originally announced by the Labour Government in
November 1969. .

" Moreover, the presentation of the latest projections is substantially
improved. Most important, instead of being expressed in cash terms, at
out-turn prices, the figures are shown at constant 1971 prices, and
there will therefore no longer be a danger of the real value of proposed
increases being swallowed up by inflation. The figures are also, for the
first time, shown net of amortisation receipts from past loans (although
there is still no allowance for interest payments); and it is explained
in the White Paper® that the aid programme will in future be deter-
mined on a net constant price basis, with each annual programme
being converted to a gross cash sum for the submission of the Estimates
to Parliament. There is an additional small but overdue change in
classification, in that special defence aid to Malaysia and Singapore
has been transferred from ‘Overseas Aid’ to another heading, ‘Other
Military Defence’. : ’

Finally, there is one important policy change, in that the estimate
for the new financial year, 1972-73, is £9m higher than the figure
which is arrived at by merely revaluing the corresponding figure which
appeared in the previous Public Expenditure review? The estimates
for -the two following years correspond almost exactly to the figures
in the previous review; and the estimate for 1975-76 represents a
further 9% increase on that for 1974-75. Net official flows to develop-
ing countries are éxpected to rise to £290m in 1975-76. This represents
an average annual percentage increase, between 1971-72 and 1975-76,
of 7.6%, compared to an estimated average annual percentage increase,
over the ‘same period, for pubhc expenditure as a whole, of only
2.7%. Detalled figures are set out in Table 3.1,

Table 3.1 Bntlsh Aid: Current Flows and Future Estimates, 1970- 1976
’ ‘ £m, at 1971 Prices '

B Provisional " Current and Future Estimates
P : Qut-turn ) : - . .
S 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76
a.- Aid-Programme! . | - 2053 2141 231-9 243-0 265 289
b. Other Net Investment . . )
by CDC 07 17 © 26 22 1. 1
c. Total Pubhc Expendituve . . . . )
on Overseas Aid2 206~0 215-8 2345 245-2 ©266 290

Notes: 1. Netof capital repayments, but not of interest.
2, The aid programme (line a) includes advances from the Exchequer to CDC net of
repayments; the public expenditure figures (line c¢) incorporate the net flow of funds from
CDC to overseas countries. The adjustment (line b) represents the difference between the
two figures. .

Source: Cmnd. 4829, Table 2.3.

The new estimates have received a measured welcome from the
aid lobby. There is some comfort in the fact that, having declined to

'Public Expenditure to 1975-76, Cmnd. 4829, HMSO, November 1971.
*Public Expenditure 1969-70"to 1974-75, Cmnd. 4578, HMSO, January 1971.
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relate the aid programme to GNP, the Government has ignored the
Select Committee’s recommendatlon1 that, alternatively, aid should
merely be fixed as a percentage of total public expenditure. Never-
theless, it is clear that, even if one assumes a British rate of growth
of only 2% per annum over the period, British aid in 1975-76 will
still represent not more than about 0.5% of our GNP. If the British
growth-rate is 4%, British aid in 1975-76 will be only about 0.45% of
GNP.

It is also to be regretted that the White Paper projections still make
no allowance for receipts of interest on past loans. The Select Com-
mittee suggested that Britain should seek to ensure that in future
the UNCTAD classification of aid should make allowance for interest
payments received by the donor country; but the Government, despite
the fact that the great majority of British lending is now interest-free,
considered that the UNCTAD classification should continue to relate
merely to net capital flows. It must be admitted that deduction
of all return payments would provide a more realistic measure
of the net flow of aid resources in any given year, Particularly if the
Government intends to ignore the 0.7% target as presently defined,
and merely wishes to relate future aid to what it thinks Britain can
afford, it would be more sensible for the annual readjustment to be
applied to a more ‘genuine net figure. (It was seen in Table. 1.2 that
in 1969-70 Britain’s aid performance rating, compared to that of other
DAC members, was not affected by deduction of interest as well as
amortisation. Britain’s interest receipts are projected? to drop from
£29.3m in 1970 and £29.7m in 1972 to £26.8m in 1975 : so long as
Britain maintains a soft lending policy, therefore, deduction of interest
would if anything probably tend, in the future, to show Britain in a
favourable light relative to other donors.’) :

Private Investment

‘Flows of private funds as well as official aid are expected to make
a substantial contribution to the UNCTAD 1'% tarcet’®. The Govern-
ment is following an active policy to stimulate additional private
flows to developing countries; but before considering the detailed
measures which have been proposed, we should refer to the rapid
expansion of private flows which has already taken place in the last
few years. The figures for the period 1965-1970, already shown in
Table 2.1, are set out again in Table 3.2.

These figures serve to underline the importance of Pearson’s reser-
vations concerning the 1% target. In particular, they show that private

'See p.37.
*British Aid Statistics (1971), Tables 1 and 14.
*Cmnd. 4829, p.19.
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flows fluctuate widely from one year to another (and it should be
noted that flows to individual countries vary much more than the

Table 3.2 Private Flows from Britain to Developing Countries, 1965-1970

£m
1965 1966 1967 1968 1969 1970
Private Investment (net') 157-0 95-0 77-0 70-0 188-0 136-0
Export Credits (net2) 38:3 471 413 581 1108 1818
Total (net) 195-3 14241 118-3 128-1 298-8 317-83

Notes: 1. Net of disinvestment by UK residents or companies, but not of profit and dividend
remittances.
2. Private export credits under official guarantee and with maturities in excess of one year,
Net of capital repayments but not of interest.
3. The 1970 total shown in British Aid Statistics also inclides, in accordance with the
new DAC practice, grants by private voluntary agencies, estimated at £19m.

Source: British Aid Statistics, HMSO, 1970 and 1971.

global totals). The changing composition of the flows is also very
noticeable : the net flow of export credits more than quadrupled be-
tween 1967 and 1970, so that in 1970 the volume of export credits
(£181.8m) for the first time exceeded the volume of net private in-
vestment. In 1970, export credits constituted nearly 35% of the total
flow of resources from Britain to developing countries.

‘It is sometimes suggested that export credits, compared to other
private flows, make a less useful contribution to the development of
recipient countries. Export credits do, however, enable the more
effective exercise of local control over investment. Moreover, their
financial cost — at least in terms of foreign exchange — can be precisely
calculated; and there can be no doubt that some developing countries
now prefer to use export credits rather than to accept new foreign
equity investments.

As a corollary, an important feature of export credits, which dis-
tinguishes them from private direct investment, is that since the
exporter — especially when he is able to obtain an official guarantee —
has so much less at risk, greater responsibility, both for prior feasibility
study and for subsequent efficient use of the equipment concerned,
devolves on the importing country. It may be assumed that where the
importer is a private firm, he is not likely to be negligent with regard
to taking on repayment commitments which he will not be able to
meet; and if his use of export credits is nevertheless contrary to the
national interest, his government should — in theory — adjust its
policies accordingly (for example, by reducing the level of tariff
protection or by changing the country’s exchange-rate).

Nevertheless, the growing use of export credits must also be a matter
of concern — if not of worry — for the British Government. From the
point of view of developed countries, export credits are essentially
a means of promoting exports; and the insuring agency — in Britain,
the Export Credits Guarantee Department (ECGD) - is primarily
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concerned with assessing financial risks rather than with making a
broader economic evaluation of particular investments. The Govern-
ment does not make available any information concerning the distri-
bution of export credits between different debtor countries (nor even
concerning the total volume of repayment flows to Britain) and it may
be asked whether some developing countries are being influenced — in
their acceptance of additional medium-term liabilities — by the fact
that developed countries, including Britain, have already shown that
they are prepared to help out in extreme cases of unmanageable debt.
All the credits listed in the official statistics have maturities in excess
of one year; but, particularly if a significant proportion of them have
maturities of less than, say, five years, the ECGD should at least read
the recent increase in officially guaranteed credits as a danger signal.
Increased use of export credits may, for a time, favour the rash rather
than the deserving; but a few spectacular failures, such as have already
been presaged by the debt crises in Ghana and Indonesia, could
inflict real harm to the idea of partnership in development. It must
be accepted that developing countries all too easily run into debt
difficulties; and in Britain’s case, the ECGD might be compelled to
give closer scrutiny to insurance proposals if the Government made it
clear that official ‘development aid would not be diverted towards the
refinancing of recipient countries’ medium and short-term debts.
Alternatively, if the credits now being extended are mainly concen-
trated in a relatively small group of ‘safe’ countries, it is all the more
important to emphasise that for the developing world as a whole this
category of finance is no substitute for official aid.

Contemporary discussion and debate about the prospective advan-
tages and disadvantages which can accrue to a host developing
country from other inflows of foreign private investment, is character-
ised by sweeping generalisations which at the present state of knowledge
cannot be based on fact. Satisfactory conclusions can only be derived
from a close examination of specific flows to particular countries (and
comparison with corresponding outflows); detailed statistics are not
made available; and, until recently, there had been very little research,
even into the prospective economic and social effects of private direct
investment alone. A joint team from Oxford and Sussex Universities
has, for more than two years, been conducting an extensive investiga-
tion of the impact of private investment on the balance of payments,
on real income and on employment, of host countries; and more
fundamental research of this nature will be needed before it is possible
to come to any general conclusions about, for example, the develop-
mental value of different forms of investment. It is already clear,
however, that although private investment may make a useful contri-
bution to development, there are a number of functions carried out by
official aid which it cannot perform. There are many needs — finance
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for social infrastructure-and for peasant-based agricultural develop-
ment, for example — which only official aid can.meet; and quite apart
from its inability to meet the sectoral development needs of a particular
country (a shortcoming- which in theory -might be overcoine, by a
strong government, through -an -appropriate redistribution policy), it
must also be emphasised that, in the nature. of things, private invest-
ment is primarily attracted to those. countries .which offer the most
promising commercial opportunities. These are not necessarily the
countries which have the greatest need of development finance.

There is, admittedly, tautologous truth in the statemerit, -contained
in the Government White Paper! on British private investment in
developirig. countries, that, ‘Given the right conditions, private invest-
ment can benefit Britain and the. host country at the same time.
Unfortunately, -however,” the White Paper does not provide a
satisfactory definition of what these condifions are. It-is-not enough
merely to say (as the White Paper does), that, “The rapidly growing
economies “of ‘some of ‘thé developing countries present favourable
opportunities . for private investment’, but that, ‘It is quite clear that
no measures by us to stimulate the flow will meet with success unless
the' developing countries themselves are ready to welcome overseas
investment’. Traditional foreign direct -investment is. a. way of doing
business which involves foreign control of the host country’s assets : and
there is growing evidence that such investmerit is becoming increasingly
unattractive to developing countries, many of which have relatively
undeveloped locally-owned private sectors. (In this connection, it
should be observed that many developing countries, particularly in
Africa, would question the White Paper’s contention that they benefit
from “British private investment because it brings with it ‘a general
stimulus to local private enterprise’,)

In the present climate, any developed country government which
seeks to encourage private investment in developing countries, and
which is at the same time genuinely concerned that such investment
should make a useful and widespread contribution to development,
should try to identify forms of investment which are more acceptable
to ‘developing country governments. These broader questions will be
discussed further below; but first we should outline the thte Paper 8
proposals. -

The most important of the new measures is the scheme for insuring
new overseas investments against non-commercial risks, By 1971,
Britain was almost alone among OECD industrialised countries in
not having a Government-supported investrhent insurance scheme;
and the British scheme, for which legislation was introduced in Janu-
ary 1972 is to prov1de cover against all the main types of political

%r;tuh anate Investment in Developing Countries, Cmnd. 4656 HMSO, April
1971
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risks (i.e. expropriation by the host foreign government, damage to
property as a result of war or local disturbance, and inability to remit
profits or repatriate the original investment). It will be administered by
ECGD, which will have discretion to refuse or modify cover in pdr-
ticular countries or cases; and it is intended that the rates of premium;
which initially will be based on the experience of other countries
which have operated similar schemes, will be sufficient for the scheme
to pay its way, taking one year with another o

The Government has also indicated in the White Paper that it hopes
wherever possible, to sign bilateral agreements with - developing
countries for the protection of new and existing investment. With
regard to taxation, the Government has explicitly rejected any form
of discrimination which would favour investments taking place in
developing countries rather than elsewhere. The general conditions
governing the giving of relief for foreign tax on the profits of ‘a
foreign company paying dividends to a British company are being
relaxed slightly?; but there continues to be a degree of discrimination
against all overseas investment, when compared to domestic investment
in Britain,

Finally, the White Paper lists five ways in which the Govemment
intends to use official aid in order to encourage private investment::

i) by forming more joint ventures between CDC and British
private firms;

i) by provxdmg capital aid to host country development
corporations, for use in partnership with British private
capital;

iii) by offering, in order to encourage British firms to undertake
pre-investment studies, to reimburse up to half the final costs
of any study which results in the firm concerned deciding not
to invest;

) by prov1dmg, on a normal government- to-govemment basis
and therefore subject to local government request, aid for
basic infrastructure associated with particular British private
investment projects; and

v} by prov1dmg increased technical assistance in technical
training in order to build up pools of skilled local labour.

With regard to most of these proposals, it will be virtually impossible
to identify their individual or combined effect in stimulating additional
investment flows. Some, particularly those concerning pre-investment
studies and technical assistance, are essentially long-term in nature

*At present relief is due on any holding giving at least 109 voting control of a
company in a Commonwealth country or in any other country where a double
taxation agreement so provides; but outside these countries the British company
must hold at least 25% voting control to obtain relief. The Government proposes
to extend the lower 109, limit ‘more widely’.
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and indirect in impact; and others, particularly the signing of invest-
ment protection agreements and the more direct uses of aid to promote
British investment, will partly depend on local government response.
All in all, it can be assumed that the measures will have some positive
effect in stimulating additional investment; but even the investment
insurance scheme, which has the greatest potential for an immediate,
widespread impact, will probably have only a very margmal effect on
total flows, mainly by making it slightly more attractive to invest in
countries which present reasonable commercial opportunities but
relatively uncertain political prospects.

The conscious attempt to associate British aid with British foreign
investment may be represented as a major step in the formulation of a
comprehensive development policy. There must, however, be doubts
about the nature of the policy ‘package’ which is emerging. It has
already been suggested that in the present climate of opinion such a
move may be diplomatically short-sighted. More unportant the White
Paper manifests an attitude, both towards private investment and
towards the use of official aid to support such investment, which needs
to be backed by more thorough social and economic evaluation. Official
development aid should only be diverted to the support of British pri-
vate investment if it can reasonably be assumed that this is desirable on
developmental grounds. This implies considering all the other alloca-
tions, 'and especially other countries and other sectors. Such con-
sideration may indeed indicate that the developmental value of aid
is enhanced as a result of linking it to British private investment, but
each case requires to be thoroughly and impartially appraised. One
additional possibility, of which the Government should be aware, is
that the main effect of subscribing capital aid to host country develop-
ment corporations for use in partnership with British private capital,
may merely be to reduce the amount subscribed by the British private
investor. In such a case (i.e. where the private investor would have been
willing to increase his subscription if forced to do so), the total inflow
of capital resources would not be affected (but the British aid would
at least enable greater control to be exercised over the project by the
host country government).

Even where the British initiatives are welcomed by developing
country governments, they may inhibit the adoption of an independent
development strategy — one less dominated by Western thinking -
such as Guy Hunter advocates in Chapter 7. Where they are not wel-
comed, Britain — together with other industrialised countries — should
be sensitive to local political sentiment, appreciating that foreign invest-
ment is more easily accommodated — with less social upheaval and less
potentially adverse polarising effects — in countries which have strong
locally-controlled economies of their own. One of the Select Com-
mittee’s recommendations is apposite :
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‘The growth of joint ventures with flexible arrangements
for partnership and gradual agreed transfer of ownership
and management should be encouraged.”

. Despite the Government’s stated intention of promoting British pri-
vate investment in partnership with CDC and with local development
corporations, the importance of ‘flexible arrangements for gradual
agreed transfer of ownership and management’ may be overlooked. The
underlying philosophy needs, perhaps, to be re-oriented : so that West-
ern countries look on their investments in developing countries more as
leasehold, rather than freehold property.

Trade

The value of British trade with developing countries continues to rise,
but more slowly than British trade with the world as a whole. The
proportion of British imports supplied by developing countries fell
from 33% in 1960 to 24% in 1970, and the proportion of British
exports marketed in developing countries fell, over the same period,
from 33% to 23%.

.Thus, while continuing to be heavily dependent on supplies from
developing countries of certain foodstuffs and raw materials, par-
ticularly oil, Britain is progressively re-orienting its trading pattern
towards a greater emphasis on trade with other rich countries. British
entry into the Common Market will accelerate this trend, with poten-
tially adverse consequences for the trading prospects of some develop-
ing countries : this important issue is the subject of a separate chapter?,
and the present section, therefore, merely outlines four other policy
issues which have a more immediate bearing on British trade with
developing countries. These are the introduction of the British general
preference scheme, the new cotton textile tariff, the relaxation of the
rules which required imports into Britain to be marked with their
country of origin, and the re-negotiation of the Commonwealth Sugar
Agreement.

The general preference scheme is described at greater length in
Chapters 1 and 6%, but its recent implementation (in January 1972),
since it recognises such an important matter of principle, must also be
mentioned here. For the first time, Britain, together with seventeen
other rich countries, is allowing duty-free or preferential access to a
wide range of industrial and processed agricultural goods produced by
developing countries, and is asking no corresponding preferential treat-
ment in return. Importers and consumers in rich countries do, of
course, stand to benefit from lower prices; and the immediate advantage
‘HC (1970-71) 299, para 167.

*See p.92.
*See pp.16 and 108.
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accruing to most developing countries, from any of the schemes, will be
relatively small. Moreover, the British scheme, like most of the others, is
thoroughly safeguarded with escape clauses. It will, in any case, need
to be brought into line with the EEC scheme and the benefits 'to
developing countries will be further diminished by.the effects of .in-
creased competition, from the enlarged EEC, for the British market.
Nevertheless, the very existence of the scheme represents.an acknow-
ledgement by the Government that trade preferences are a useful and
proper means of favouring weaker countries (in a way which could, in
small degree, serve to promote a more economic allocation of produc-
tive resources within Britain): and it should also be noted both that
the Government played an important and constructive part in the
international negotiations which preceded the schemes’ introduction
and that, if other countries had given equal support, a multilateral
scheme — or at least a collection of rather more favourable bilateral
schemes — might have emerged.

On the other hand, at least some of the beneﬁt to developing coun:
tries from the Brmsh general preference scheme, may be offset by
Britain’s new cotton textile tariff. (Cotton textlles are specxﬁcally ex-
cluded from the preference scheme.) Up to the end of 1971, British
cotton textile. imports. from developing countries were mamly con-
trolled by a quota system, except that goods 1mported from non-
Commonwealth countries were also subject to import duties. Since
January 1972, import duties (amounting to 85% of the corresponding
levies on imports from non-Commonwealth countries) have also been
applied to goods originating within the Commonwealth; and although
the Government had originally intended that these would replace the
quota system, the previous quota restrictions have been maintained.
India and Hong Kong thus continue to have relatively large bilateral
country quotas; and for other developing countries there is a ‘global’
quota of which half is divided into 34 individual country quotas and
the remainder is allocated, on a free competition basis, to -British un-
porters (who are free to import from any developing country, irrespec-
tive of whether it has a separate individual quota).

In retaining the quota, the Government is concerned to protect
British textile producers. India and Hong Kong may also benefit from
the continued protection which retention of their bilateral quotas will
provide against increased competition from countries such as South
Korea and Taiwan. The more competitive countries will certainly
suffer, however. And although it is easy to understand the political
motives for the Government’s decision to increase protection, it is
worrying — in terms of the long-term interests of Britain - as well as of
developing countries — that Britain, possessing a relatively inefficient
and out-dated industry, should seek the easy way out, instead of making
a more positive effort to restructure the domestic economy.
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There is one other relatively small and unheralded change which, if
it has any perceptible ‘effects, will tend to encourage British imports
(from rich .as well as poor countries) of goods:which we also produce
ourselves. Since December 1971, Britain has abandoned the rules
which previously required all imports to be marked with their country
of origin: The effect of this change will be reduced by an amendment
to the Trade Descriptions Act intended to prevent foreign goods from
being marketed in Britain under British-sounding names. Nevertheless,
the relaxation of the old rules will on balance tend to obviate consumer
resistance to goods of unfamiliar origin; and although it may be that
Japan will derive greater proportional benefit from the change than
will, say, Brazil, some developing’ countries will almost certainly now
find it easier to penetrate the British market.

- Finally, and much’ tlie most important for a small group of develop-
ing countries, there is the Commonwealth Sugar Agreement. The
long-term .prospects for Commonwealth sugar are still in doubt?; but
theanwhile, the Government has agreed to a substantial increase in the
rlegotiated price. Since January 1972, the basic CGSA price has.been
£50 a ton, compared to £43.50 previously; and the additional pay-
ments made to developing countries {(and which vary according to the
ruling world price) have been increased from between £1.50 and £4
aton to between £7 and £11 a ton. The full price received by develop-
ing couritries is now, therefore, between £57 and £61, as against £45
to £47.50 prev1ously The Government, still not certain how it will be
able to honour its longer-term moral commitment towards the Com-
monwealth sugar producers may have hoped, in agreeing to such a
large increase, to gain short-term diplomatic advantage. The new prlce
is still about £10 a ton lower than that paid by the EEC to France’s
Caribbean Departments, however; and it must be emphasised that
whatever scale of increase had been agreed for the present interim
period, this would not have absolved the Government from its respon-
sibility to see that the producers’ interests are safeguarded after 1974.

Towards an Integrated Policy

A-properly based British development policy would be built on three
miain foundations, each of which would itself need to be based on
wide-ranging and continually up-dated research. First, the Govern-
ment would need to form a clearer picture of the problems now facing
developing countries. (In this field there is of course no need for
Britain to undertake' independent research : it is much more desirable
for Britain to play an active part in stimulating and co-operating in an
international research effort.) Second, it would be necessary to forecast
(albeit subject to controvertible assumptions) what particular mixture

‘Sce p.107.
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of policies would yield the greatest economic and social benefit to
developing countries : this would require a more ambitious attempt to
evaluate what British aid, trade and private investment policies are
achieving at present. And finally, the Government would need to have
a clearer view of what Britain is willing to afford, economically and
socially, and would have to relate this to the cost of particular aid,
trade or private investment policies. '

It will be appreciated that none of these foundations could ever bé
securely laid : the ground can never be satisfactorily surveyed, and,
like sand, it is continually shifting. Nevertheless, the Government re-
quires to make a much greater effort to assess the short and medium-
term cost of different policies. In particular, there seems to be virtually
no attempt to fit trade policies into the picture. And concerning private
investment, it often seems to be forgotten that British companies, where
they invest in developing countries, do so because they judge that such
investment will be to their advantage. It does not necessarily follow
that private investment is of corresponding advantage to Britain (al-
though this is generally presumed to be so); but, in any case, it needs
to be emphasised that private investment policy could only be repre-
sented as ‘aid’ to the extent that it involves special concessions to
developing countries, made with the purpose of contributing to their
development and welfare. This could be done through a preferential tax
policy, or through an insurance scheme which was not calculated to pay
its own way; but the measures described earlier in this chapter are
essentially catalysts rather than instruments of development assistance,
and therefore (apart from the proposed use of British aid in support of
British private investment) they cannot be describéd as ‘aid’. It should,
moreover, be repeated that the British aid effort should not be diverted
to the support of British private investment, unless it can reasonably be
assumed that the same aid could not be employed more usefully (for
the developing countries) in other ways.

It would be naive to pretend that development could always be the
overriding priority in Britain’s overall relations with the developing
world. There will continue to be occasions when development policy
is compromised in the interests of British political or commercial policy,
and the Government will not always be able to publicise its reasons for
acting in one way rather than in another. The fact remains that the
Government should show itself more aware of the full developmental
implications of its various policies : even in matters where developing
countries are only indirectly affected, sound decision-taking can only
be based on a more comprehensive attempt to identify what develop-
ment requires. ' '
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PART i

4 United States Aid Performance
and Development Policy

by James Howe and Robert Hunter!

Aid Performance

Recent trends in United States official development aid performance
leave much to be desired, both absolutely and as a fraction of GNP.
Although the flow of official development aid from the US is $3.1
billion, the largest in the world, it has actually declined since 1966
(see Table 4.2) both in monetary terms and much more in real terms.

Only one other DAC country has a similar trend. All others in-
creased their official development aid.

Table 4.1 Recent Trends in US Resource Flows to Developing Countries: Net Dis-
bursements, 1969-1970

$m
1969 1970 % change
Official Flows )
.« Official Development Ass»stancel 3,163 ' 3,119 - 1%
Other Officialz - 165 ' 168 + 2%
Total Official ’ 3,328 3.287 - 1%
Private Flows? 1,459 2,155 + 49%
" Total Net Flows ' 4,787 5442 +14%
Net Flows as a Percentage of Gross National Product
Official Development Asmstance 0:34 ! 0-32.
Total Net flows 0-51 : 0-56

.

Notes: 1. Consisting of aid administered by AID (see pp! 63 and 64), capital subscriptions to
. international institutions, agricultural commodity aid under Public Law 480, and the field
. costs of the Peaca Corps.

2. Mainly consisting of Ex-Im Bank loans, and of Commodity Credit Corporation loans
! for sales of food.

3. Including reinvested earnings of $507m in 1969 and (estimated) $550m in 1970.
Souirce: US Annual Aid Review for 1971, Agency for International Development (AID).

Within the declining total of official development assistance, the
US has increased both the proportion and the amount channelled
through multilateral organisations. In September 1970 President Nixon
proposed to the Congress that the US increasingly channel its
development assistance through multilateral channels in the future.
Action in the Congress during November 1971 also reflects support
for contributions to international financial institutions. Nevertheless,
'James Howe and Robert Hunter are respectively Visiting Senior Fellow and

Senior Fellow of the Overseas Development Council, Washington. The first

four sections were wrltten by James Howe and the final section by Robert
Hunter.
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some opposition developed in the House of Representatives, over the
shift from bilateral to multilateral assistance, on the grounds that the
US should not lose control over its contribution to development as-
sistance. In the Senate, meanwhile, some sentiment developed for an
immediate phase out of bilateral aid. However, the speed with which
the phase-over can take place is limited by the willingness of other
donors to. match an increased US contribution to multilateral bodies.
Otherwise the US percentage of total contributions to any given body
could get undesirably high.

The " average geographical distribution of ‘total official flows to
developing. countries in 1968-70 is shown in Table 4.3.

Table 4, 3 Regtonal Distribution of US Net Ofﬂctal Bilateral Flows, 1968-1970 (Average)

$m ) %

Latin America 639 21-2
India and Pakistan 702 23-3
Other Asia 1,156 38-4
Africa 276 9-2
Oceania 45 15
Europe 92 31

.. Unallocated E 100 33
Total 3,010 100-0

Source DAC Review 1971, Statistical Tables 17 and 18.

Tables 4.4 and 4 5 show the current terms under which American
aid is provided. The grant element of US official development assist-
ance is running at about 65%, slightly lower than the DAC target of
70%. Otherwxse the US terms generally meet the DAG tests for terms

<Table L X 4 Terms of US Official Commitments, 1969 and 1970

$m
’ 1969 1970
Offlcial Development Assnstance
i ® . Grants 2,370 2,19
, Loans 1,000 1,195
Total’ 3,370 : 3,386 . K
Grants as % of Total ODA . 70% 65%
" .Other Official Commitments! - 592 - © 740
. . Tota}l Official Commitments 3,962 4,126
v Grants as % of Total Commitments 60% 53%
. .

o

Note: 1 All loans. )
Source: Us Annual Aid Rewew for 1971, AID.

_Table 4.5 Average Terms of US Loans, by Agency, 1969 and 1970

Maturity Interest Grace Period '
1969 1970 1969 1970 1969 1970
Official Development Assistance .
AID 389 .. 26 .. 9-9 ..
* Public Law 480 315 .. 27 .. 7-8 ..
Total ODA 35-0 36-0 27 27 8-7 8-9
Other Official Loans
Ex-~-Im Bank 12-6 6-0 4-3
,Commodity Credit Corporation 256 63 1:0
Total Official Loans 26-0 3-9 6-9

. Not avallable. )
Source: US Annual Aid Review for 1971, AID.



of aid. It may be that a US shift from bilateral to multilateral aid
will increase the proportion of grants.

In May 1970, the United States indicated that it would Jom with
other countries in untying bilateral assistance. In spite of the fact
that this assurance was twice repeated in official US statements, the
US, under pressure of severe balance of payments problems, has
recently informed the DAC of its desire to postpone further negotia-
tions on untying.

In early 1971, the US told DAC it expected that, over the next
few years, mulnlateral development aid will rise, bllateral develop-
ment aid will rise ‘moderately and bilateral Food for Peace aid will
remain relatively constant. Given further deterioration in Congres-
sional support for development assistance, there is reason for scepti-
cism towards these projections.

Ald Administration

The principal US development aid agency is the Agency for Inter-
national Development (AID). It administers both a development loan
and a technical assistance programme. On 15 September 1970 the
President sent a message to Congress proposing basic changes in the
administration of development assistance. He proposed :

1 To separate US military aid from US development assistance in
the basic legislation.

2 To phase development aid gradually from bilateral to multilateral
administration.

3 To separate development loans from technical assistance.

The Congress laid aside the President’s proposals, pending further
study. There appears to be some sentiment in favour of separating
the legislation for military aid from that for development aid. As
noted earlier, opposition has developed in the House of Representatives
to the shift to multilateral institutions, though some Senators strongly
favour it. Opposition has also developed to the proposal to split
technical from capital aid.

Recently a new agency, the Overseas Private Investment Corpora-
tion, was created to administer the US insurance and investment
guarantee programmes.

AID maintains offices in some 40 countries to help those countries
formulate development projects and to monitor US aid programmes.
AID has continued the trend begun some time ago of contracting
with US universities and other private institutions and with other
technical Government agencies to furnish needed technicians to
developing countries. Fields of particular emphasis have included
education, food production, nutrition and family planning.

64



In recent years AID has moved away from the practice of formu-
lating comprehenswe country development programmes. It has recog-
nised that activities are most likely to succeed if-they respond to
programmes developed by the developing countries themselves,

Trade

The trend in US trade with the developing countries is shown in
Table 4.6. It indicates that US trade with less developed countries
(LDCs) has been growing steadily in the past ten years and that the
US enjoys a substantial trade surplus with the LDGs.

Since before -World War II, US policy has, for the most part,
been to work towards a free trading system with a minimum of
discrimination among trading partners. In 1962, the US took a new
initiative in opening the so-called ‘Kennedy Round’ of negotiations to
lower tariffs.

However, it was only near the end of the decade that the US
announced its willingness to work for a system of generalised prefer-
ences for imports from less developed countries. President Nixon
announced in early 1971 that he would submit legislative proposals
to the Congress authorising the US to implement a generalised trade
preference system; but to date (March 1972) no such legislation has
been submitted. Many observers feel -that the Nixon New Economic
Policy (NEP) announced on 15 August 1971 has killed the chances
for the US to honour its commitment to launch a generalised tariff
preference scheme.

The NEP contained two elements potentially harmful to the
developing countries. The first was an announced 10% cut in foreign
aid. The cut was bad enough in itself. But observers feared that,
together with the tone of economic nationalism in the New Economic
Policy, it set the stage for irresponsible acts by the Congress: trade
protectionism, deeper aid cuts, and a general rise of isolationism.

The second shadow cast by the NEP was the imposition of a flat
10% surcharge on many imports. The category of LDC exports hit
hardest was industrial goods, their fastest growing sector and the
one most beneficial to development. The surcharge was lifted in Dec-
ember 1971.

Other aspects of the NEP might be beneficial to the LDCs : (1) full
employment in- the US (if achieved) would increase US imports from
LDCs; (2) exchange rate realignments stand to benefit some LDCs by
making their exports more competitive in relation to those of Europe
and Japan; and (3) partial replacement of gold and dollars by Special
Drawing Rights (SDRs) could benefit LDCs if an increased share of
new SDRs is distributed to them.

There is a wide measure of agreement in the US, both in and
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out of Government, that trade is extremely important to the develop-
inent of the LDCs. About 75% of the foreign exchange available to
LDCs comes from exports, compared with only 15% from aid and
10% from private capital. It is also clear that the rich countries
benefited more from the negotiations completed in the Kennedy Round
than did the poor countries. The LDCs’ share of world trade is de-
clining. Their imports cost more and their exports earn relatively less
each year, Vigorous action is needed to give preference to their
manufactures, to open rich country markets to their competitive
primary materials, and to facilitate their trade with one another.

Private Flows

US private flows to LDCs during 1970 were about $2.2 billion, an
increase of about $700m over 1969, This included increases in both
direct and portfolio investment. As is shown in Table 4.7, US private
Investment is particularly important in Latin America. Virtually none
of the increase occurred in Asia and Africa.

US policy on the export of capital generally favours the flow of
capital to LDCs. The Foreign Direct Investment Programme, begun
in 1968 to restrain capital exports, has rules which favour LDCs. And
the incentive programmes of the new Overseas Private Investment
Corporation include investment insurance : this guarantees US private
investors in LDCs against certain hazards, including inconvertibility,
expropriation, war, revolution and insurrection. In addition, OPIC
subsidises the cost of pre-investment surveys. Finally, bonds placed by
LDCs in US markets are exempt from certain US taxes.

Table 4.7 United States Private Capital Flows to Developing Countrias, 1966 - 1970

$m (preliminary)
1966 1967 1968 1969 1970

Direct Investment 656 790 1,248 750 1,080
(of which Latin America) (308) (296) (677) (344) (555)
Other Long-term Capital 235 876 595 202 545
(of which: Latin America (98) (222) (~-45) (45) (152)
{nternational Agencies) (1) (256) (265) (39) (253)

Total excluding Reinvested Earnings 891 1,667 1,843 952 1,605
Reinvested Earnings 460 270 499 507 550
Total including Reinvested Earnings 1,351 1,827 2,342 1,459 2,165

Source: Office of Business Econamics, US Department of Commerce.

United States Development Policy

This picture of reduced US aid flows to the developing world is not
a pretty one. Even though the total volume of US aid is still larger
than that of the next three largest contributors combined, our share
must be seen in terms of our much greater wealth relative to these
others. Nor is there much reason for optimism that the temporary
defeat of the bilateral foreign aid programme by the US Senate in
October 1971 will lead to a resurgence of support for this effort. In
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its present form, at least, economxc aid is in for a lengthy time of
senous trouble.

" There were several 'shori-term reasons for the Senaté’s action.
Among other things, there was pique that many poor countries, as
well as some rich ones, expressed ‘glee at Taiwan’s expuls1on from the
United Nations. There was the. President’s own 109% cut in foreign
aid,  announced on 15 August 1971 as part of the New Economic
Policy, and 'his threat to veto the bill if it contained an amendment
limiting US 1nvolvement in Vietnam. And there was a recognition
that the vote would ‘not really kill foreign aid, since something would
happen in Congress to salvage most of it.

Yet these reasons were only surface appearances, Underneath there
has been a growing malaise surrounding the whole ald programme -
a malalse that has -been cléar for some time. )

To begin ‘with, development aid- has beern caught up in the
general revilsion in the United States against the war in Vietnam and
the over-extension of US commitments during the 1950s and 1960s.
The Cold’ War is' over; and most Americans are simply tired of
bemg told that they wﬂl be overwhelmed by ‘things that go bump
in the night’ if they do not support open-ended efforts.

Economic development aid has been hit hardest by this new
attitude ~ it is the bell-wether of US retrenchment. Except for aid
programmes that generate US exports or votes for Congressmen " —
‘programmes like Food for Peace and aid to Israel — no one has been
able ‘to develop a ppht_lcal constituency for aid’ that carries' much
weight at the polls, in the campaign coffers; or in the lobbies of
Congress. Similarly, the Administration is unwilling to commit any
real political effort with a Congress controlled by the opposite party
to salvage a sizeable economic development aid programme — even
though it will still expend some effort in defence of foreign military
aid ‘and related economic programmes for security purposes, like the
programme for Vietnam. Indeed, this continuing.-Presidential em-
phasis on military instrursents of forelgn policy has helped undercut
support for military aid’s economic twin sister — the weaker twin
when the political chips are down on Capitol Hill.

In this regard, the aid effort in the US has to face more obstacles
than similar efforts do under a parliamentary system of government.
An Administration decision does not necessarily carry the day in Con-
gress,. and depends for its Success ‘partly on the President’s placing
his limited, political capital behind development aid as opposed to
other leglslatlon he wants passed, perhaps in some totally unrelated
field.

It was not surprising that liberal Senators, unable to work their will
either on hastening US withdrawal from Vletnam or on curtailing
m1htary assistance for Indo-China on its own, took out their frus-
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tration on the entire foreign aid programme, Given the political forces
described above, the result has been a further dwindling of economic
development aid, while security programmes are still able to muster
enough support, with strong White House lobbying, to satisfy
Administration demands.

It may seem strange to outside observers that development and
security aid ever became so closely intermeshed in the United States.
But in context, the reason is obvious: economic aid has never been
terribly popular in the United States except as an adjunct of some
larger purpose of US foreign pohcy For many years, it was seen.by
most people as a way of helping win the Cold War. Even the Marshall
Plan, which set a record for popularity, was sold chiefly as a measure
directly benefiting US national interests, and as an alternative to
our one day sending large numbers of US forces to defend Europe.
The element of altruism, though important to certain groups, was
never dominant. Economic aid to the developing world has had
a similar history : it has been accepted over the years by many sup-
porters in Congress of US ‘liberal interventionism’ because it was
deemed important as an adjunct of security policies whose primary
focus was on military means. Thus the two programmes went through
the Congress together separately, it was feared by successive Ad-
ministrations, economic aid would get nowhere.

In the shambles following the Senate’s action last October, the
reasons for continuing this practice disappeared also : it just will not
work any longer. This may, however, prove to have been a salutary
experience, The continued lumping together of all aid programmes is
certainly not in line with the President’s own recommendations to
consider. the security and, development halves of the aid effort separ-
_ately It may even be possible in  time to regain the term ‘aid’ for
the field of development alone, as opposed to the blanket meaning it
has today for all forms of foreign assistance.

Of course, it must be expected that an economic ald programme
that has to go through Congress on its own will lose much of its
support on the political right if it is no longer linked ﬁrmly to security
programmes. But that could be a price worth paying, if in the pro-
cess some way can now be found to begin bulldmg political support
for. economic efforts alone. Unfortunately, this is a big if’.

A change in nomenclature and of legislative tactics will not suffice
to promote a major US role in development assistance. The rot is’
much too deep. Nor is development aid merely losing its support
from the right; the left, too, is questioning whether it can actually
achieve the many goals set for it. Liberals have argued, for example,
that aid has not been a factor in keeping countries from ‘going com-
munist’; that it has not promoted democracy; that it does not buy
influence; that it has not helped decrease the rich-poor gap, either
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within. developing countries or as. between them and us; and that
far from providing ‘stability’, it rocks the boat.

There are certainly examples to substantiate each of these criti-
cisms, Yet the problem lies even deeper : economic development aid
should never have been expecied to achieve these goals, except per-
haps as a fortuitous. accident. In the case of political goals, like
containing communism, promoting democracy, or buying influence,
the tools were usually inappropriate to the goals in gquestion, even
assuming the goals were valid ones; and with regard to questions of
social justice within developing countries, in too many cases the
quantities of aid were far too small, and the relationship of aid to
development grossly exaggerated. The advocates of aid thus laid the
groundwork for their own undoing: by promising that a limited
instrument could achieve a host of collateral goals, they increased
the chances that failure would be used to discredit even the legitimate
purposes of aid. Ironically, this emphasis on collateral goals, in order
to gain US political support for development assistance, also caused
problems in poor countries that did not like being ‘objects’ of US
foreign policy. The tension between two sets of rationales — for dom-
estic and foreign consumption — led to further confusion in our way
of looking at aid.

For all these reasons, therefore, the old coalition of forces on
Capitol Hill that did manage to put through a development aid
programme from year to year has broken apart. A new one will be
long in building; and will suffer from the beginning from the lack of
attention paid to the poor countries by Americans generally, and by
Congress in particular. But even if attention can be gained, a new
political coalition must be organised within a different intellectual
framework — one that can appeal to Americans (and particularly
legislators) who are inclined to ask “Why bother?’ when the issue of
US relations with poor countries is raised.

To begin with, there needs to be a better understanding of the
legitimate purposes of development aid, instead of those long claimed
for it. These purposes can fairly be summarised as follows : to promote
development to the extent that outside resources, skills, and ideas can
supplement efforts by developing countries on their own. It is possible
that there will be other achievements of aid, But it is important to
realise that collateral benefits are just that, and that we have to be
cautious in expecting them.

This proposition has to be part of a new intellectual framework
supporting the politics of any major effort by the United States during
the balance of this decade on behalf of economic development. It is
not that the US should ‘lower its sights’ (that, after all, is simply an
argument to reduce the quantity of development aid); it is rather that
there has to be a restructuring of expectations, and willingness to accept
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that the fruits of the effort may not fulfil any immediate purposes of a
broader US foreign policy.

In the longer term, of course, there are things that countries which
are developing may be able to do for us, provided that we get our
attitude straight : development first, other benefits as a possible, if not
certain, result. The US, after all, is finding with other nations that the
developing countries will count for more than they have before as the
world faces problems of a growing interdependence. The US has im-
mediate needs to control traffic in narcotics; and there are broader
questions of preserving - environmental conditions that will make it
possible for any nation, rich or poor, to survive and prosper.

So, too, there is currently under way a major restructuring of the
international monetary system, which, to succeed, will require some
co-operation from the poor countries. How much co-operation will be
needed is not clear; yet the trend is firmly established. In addition, the
growth and change of international trade will also involve rich-country,
poor-country relations to an extent not hitherto known. This has be-
come most obvious in shifting economic power in a number of basic
commodities needed by the rich countries, beginning with oil. If the
poor countries believe they are not served well by the existing system
of international trade, therefore — or if there is continuing insensitivity
in the developed world about the growing power of poor countries to
bargain on some of these basic commodities — then both rich and poor
will indeed suffer.

A case can be made that heading off these difficulties is a legitimate
objective for the United States during the balance of this decade and
into the next. Yet again, for the case to be a sound one, any progress
made here must be represented as incidental to the development pro-
cess. There is simply no guarantee that poor countries, as they develop,
will be disposed to co-operate. Indeed, in some cases, development may
lead to internal instabilities that will lessen, for a time, the chances of
co-operation. And the success of development will likely only increase
the ability of poor countries to exact a higher price from the rich for
raw materials and products that we. are accustomed to getting at
bargain prices.

Despite this pessimism about the collateral benefits of development,
it can be argued that indifference on the part of the rich countries to
the needs and demands of the poor is even more likely to reduce the
chances of gaining their co-operation on matters of interest to us, The
same, of course, is true of the foreign investment that underpins a
measure of our prosperity. The ‘bum deal’ given now may make
amicable relations in the future much less possible,

This sense of the world’s growing interdependence — and of the
relationship of development assistance to the problems this inter-
dependence s already posing ~ needs to be a basic tenet of any renewed
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political effort in the US to increase the flow of resources to the poor
countries. It is not an air-tight, compelling case that could begin to
rival the simple arguments of .an.indivisible Cold War in which -alle-
giances have to’be purchased in the interests of a global competition for
power. Indeed, there are few short-term arguments that will carry
much weight on Capitol Hill for development assistance, beyond the
self-interest contained in the export-promotion element of development
loans and the Food for Peace programme.” It is also questionable
whether any long-term arguments will soon. generate much real
enthusiasm among sceptical Congressmen and Senators.

None the less, these arguments for ‘bothering’ at least put the accent
ori the facts of trade, travel, investment, monetary co-operation, com-
munications; environment, and transport that are coming to dominate
the view that more and more nations have of the outside world and
their relationship to it. And these arguments are also sufficiently broad
to be made into a general philosophy about US relations with poor
countries. Indeed, short-term emphasis on parochial interests like
export promotion: may be an. enemy of thé long-termi, by not adding
up to an attitude or approach that has any real coherence.

This emphasis on interdependence as a long-term trend also re-
inforces the widespread awareness in the United States that a new
physical isolationism is no longer possible. But there is less awareness
~ and little understanding — of the possible consequences of a new iso-
lationism in our attitudes. This is an indifference to facts as they are
presented. In regard to our relations with poor countries, this in-
difference’ translates into an unwillingness to intensify the use of eco-
nomic instruments of development assistance and to relate them to
purposes that emphasise development first, rather than to collateral
goals that can only be a by-product, if that.

Yet if this point can be got across, then it may be possible to gain
attention for the fact that the record of development assistance is a
more impressive one than the critics of today’s programmes will attest,
During the 1960s, for example, the poor countries did achieve the one
real goal they set for themselves — namely, 5% growth, This was a
remarkable achievement, that was unparalleled in the United States or
in Europe during comparable periods of our own development. And the
small facts of development — in roads, crops, disease-prevention, popu-
lation control, water supplies, schools and transport — point to the
efficacy of some effort.

" These achievéments need to be represented for their intrinsic
value — and as goals to be pursued on their own in the first instance.
Stress also needs to be laid on our need to exercise greater tolerance of
mistakes and failures — a tolerance that is daily exercised in regard to
domestic businéss and even some government programmes but which
is muted when intérnational ‘charity’ is in question. This will not be a
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simple or automatic process; ways will have to be found for changing
the manner in which ‘réturns to investment' are viewed within a
political system that most often deals in the very near-term; and there
will have to be as much accent on matters of simple humanity as of
long-term self-interest. But at least by viewing development assistance
in this way, we have a chance to modify the old approach of measuring
‘success’ and to seek to build political support for efforts that are no
more than they purport to be.

Of course, there will be challenge from a school of thought that
opposes the diversion of funds from needed problems at home, or that
does not accept a long-term definition of broader American interests
in a world that may be more peaceful and promising (for ourselves as
well as others) than would be the case in the absence of US concern
and effort. Indeed, it is doubtful that the case for development assist-
ance — or related issues, such as liberalisation of trade — will gain much
currency until the US reduces domestic unemployment and achieves a
more favourable balance of payments. This is more a problem of
attitudes and self-preoccupation than of substantive challenge to pro-
grammes of development assistarice.

But once these problems are met, there is a possible collateral goal in
development that is worth con51der1ng with regard to the issue of
broader US responsibilities. The theme of interdependence turns in
part on a greater awareness of the role of economics in international
politics, and of our new dependence on what other countries do in
this area. This is an awareness that has still not permeated very deeply
in the American Government, where there continues to be a pre-
occupation with military symbols and instruments of power. In relations
between the US. and the Soviet Union, for example, this concern is
still a compelling one, even though it is somewhat less valid than it was
even a decade ago. But with regard to other areas of US concern, more
specific interests are involved.

This is particularly true in Asia, where at two ends economic factors
are becoming of increasing importance. In India, sheer survival con-
tinues to be of considerable interest to the United States, as well as to
a host of other countries that could not ignore the consequences of that
country’s going the way of Pakistan. Nor is this simply a humanitarian
concern for one-seventh of the world’s people. It is also a matter of
continuing concern about the reach and motives of China, and of
benefiting from the presence of a reasonably stable and developing
India in the sub-continent and South-East Asian periphery. The key
to India’s being able both to survive and perhaps to play some kind of
role in the area — however independent of other nations — is develop-
ment. That much is clear. It also seems clear that outside help in the
form of resources and technical assistance could make a significant
difference.
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The importance of economics may be seen also in the future role of
Japan in East and South-East Asia. There, the Japanese are increasing
their physical presence — through trade, aid and investment — by rapid
stages. This is a development to be welcomed by the United States, as
the best means both of postponing (and perhaps averting) a renewed
emphasis on m1htary rather than economic foreign policy in Japan, and
of providing some ‘presence’ for the stable development of the region.

This in turn gives rise to a need for an American economic involve-
ment —~ through trade, development aid and investment. These would
not only contribute to the economic development of individual nations,
but would also be particularly important as a buffering influence for
Japan. Memories of World War II run deep in South-Fast Asia; and
they are already raising anxieties about Japan’s future role in countries
like Thailand and Indonesia that also welcome the promise of economic
advance that flows from Osaka. It is arguable, therefore, that a US
economic involvement in the region is a necessary condition both for
Japan’s successful role in support of the ambitions of local states, and
for helping to avert the emergence of dilemmas not unlike those that
led us into Vietnam. Indeed, American economic involvement, coupled
with that of Japan, holds the promise of replacing military involve-
ments that have failed. The answer certainly does not lie in a military
presence by another power after our withdrawal.

This kind of reasoning can be repeated elsewhere, particularly in
regard to the US interest in retaining a place in the fast growing
markets of the developing countries. In Africa, for example, US
economic policy could help offset special preferential arrangements
with the European Community that otherwise may effectively dis-
criminate against goods coming from outside the region.

The central point is that there is new scope emerging for the use of
economic instruments in US involvement abroad — and particularly
the use of instruments that move resources to poor countries — that
are both in support of objectives that will continue to be part of US
concerns and will help countries in search of development. Further-
more, these instruments need to be employed now; the world will not
wait for us to ‘get our own house in order’ first, whatever US domestic
politics may dictate with regard to priorities.

Again, this US concern lies chiefly in the survival of countries in
order to stave off the dilemmas that could be presented to the world
by situations of chaos. US concern should not lie in types of regime,
econormic system, or voting habits at the UN. A missionary zeal on the
part of the United States to create particular kinds of societies will be
neither welcome nor effective. Rather, the US should be adopting a
form of passive foreign policy; but it may none the less be in support
of a kind of world that will be more congenial to the US as well as to
others.
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Even more unportant it is clear that the United States will continue
to be involved in many parts of the world. There can be no dismantling
of all means for exercising responsibility. And even if such a course
were possible, it would be most unlikely to take place, even if we
{necessarily) restructure our ‘world view’ and. (for a time) remain un-
certain about the future of an outward-looking perspective that has
developed here over the past thirty years, and is now in danger of
some erosion,

The simple matter is that there is a Nixon Doctrine - ie. a set of
policies — that encompasses the developing world, and there will con-
tinue to be one. Again, there can be no US isolationism. So far, in
addition to defining what the US will not do, this doctrine contains
little of a positive nature that goes beyond efforts similar to the
military assistance programmes of the 1950s. The question is whether
this doctrine will evolve by design or by default. If the Nixon Doctrine
is shaped by design, including major elements of economic development
assistance, it is possible that development as a goal shared by the US
and poor countries can become a major element of our outlook on the
two-thirds of the world’s people who are poor. But if the Nixon Doc-
trine evolves by default, and remains largely a set of military assistance
programmes, we will have lost a rare opportunity to shift away from
military means of expressing power and towards economic means of
coping with a world of growing interdependence,

Provided we make the right choice, US ‘national’ objectives, such
as having an intelligent Nixon Doctrine, can for once be reconciled
with the objectives of poor nations that often see current US policies
of trade and investment as being antithetical to their own growth and
development. Claims made by poor countries for greater ‘social
justice’ internationally may seem to strike at what the US wishes to
protect today; but if we see that our best hope of ‘protecting’ a future
in which we will continue to prosper requires us now to start taking
the demands of the poor more seriously, we may be able to evolve an
attitude, a foreign policy, and a set of relations with poor countries that
will stand us in better stead for the future.

Even if it is possible to restructure attitudes towards foreign policy
in this way — and to include heavy emphasis on development assistance
as a passive instrument to promote development for its own sake — there
will be major issues relating to method. It is clear that bilateral eco-
nomic aid as we know it will have to be re-examined and altered. There
are benefits to be gained from shifting the emphasis in lending to multi-
lateral institutions like the World Bank — even though this will not
eliminate all the dilemmas that exist in the donor-recipient relationship.
Nor will there be support for this method from those Congressmen who
favour bilateral administration of economic aid only because it does
give us some control over how the money is used. There is also a need
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to examine more closely non-appropriated ways of moving resources,
including the use of SDRs and the resources of the sea-bed. And there
is a need to revamp the machinery for administering what bilateral
programmes remain, along lines suggested in the first section of this
report.

But the essential point remains: that the United States can only
maintain — and increase — its contribution to development if there is a
radical recasting of the intellectual framework within which we view
the developing countries and our relationship to them. This will not
be a simple or rapid process. But it is probably the only one that offers
any promise — however slight in the near future — for building a new
base of political support for development assistance. This is not political
support to salvage existing efforts by any means available, but rather
to come to terms with America’s place in the world during this decade
and the next, and to fit within a new ‘world view’ a place for the
developing countries that can be congenial to the interests of both them
and us. Perhaps no such set of attitudes, principles and practices can
be found. But that is no reason for not trying. The alternative, after
all, is a compilation in future years of more disma] statistics like those
with which this survey began.
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5 Netherlands Aid Performance
and Development Policy

by Dick van Geet

A Brief History of the Development Assistance
Programme

The Dutch assistance programme has its origin entirely in post-war
decisions. Although the Netherlands had in the past exerted control
over vast territories in South-East Asia, the present-day Indonesia,
there was no regular programme of official assistance in the current
sense of the word. The turning point came shortly after the war when
Indonesia became independent but the western part of New Guinea
remained under Dutch sovereignty. This territory was not self-sufficient
and required large amounts of assistance. Moreover, political con-
siderations favoured the extension of a regular flow of aid, mainly pro-
vided in the form of subsidies covering the deficits of the local budget.
Regular assistance was also provided to Surinam and the Netherlands
Antilles. The, first multilateral contributions were extended in the late
1940s in the framework of various United Nations programmes for
technical assistance and relief.

In addition, some bilateral capital contributions were provided to
third countries in the form of re-financing credits. These included a
loan to Argentma in 1965 for the re- ﬁnancmg of private commercial
debts. The first ‘new’ loan was extended, in 1959, to Turkey, in the
framework of the OECD programme for the stabilisation of the Turkish
economy.

The Netherlands’ assistance programme during the past decade can
be broadly classified into two periods, with 1963 as the d1v1dmg line.
Until 1962, official net disbursements to less developed countries showed
a steadily rising trend : from an annual average of about $17m during
the period 1950-55 to $65m in 1962, Official bilateral aid, accounting
for about ‘two-thirds of the total, was almost completely concentrated
on the Netherlands’ overseas territories : more than 80% was extended
in the form of grants, the bulk of which were budget subsidies to West
New Guinea ($30.2m in 1962), and contributions to multilateral
agencies rose from an annual average of about $1m during 1950-55
to $8m in 1957 and $25.5m (on account of an additional capital sub-
scription payment to the IBRD and a first subscription payment to
IDA) in 1961.

The year 1963 witnessed important changes not only in the volume,
but also in the composition and direction of the Netherlands’ assistance
programme. As a result of the discontinuation of direct aid to West
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New Guinea, which coincided with the final contribution to the first
European Development Fund, net official bilateral disbursements fell
from $46.7m in 1962 to $17.9m in 1963. Although contributions to
UN agencies were stepped up, total contributions to multilateral
agencies increased only moderately. Consequently, the net flow of
official assistance dropped from $65.0m in 1962 to $37.8m in 1963.
As a result, the Government decided to éxpand the geographical
scope of the aid programme through participation in consortia and
consultative groups. The National Investment Bank was authorised by
Parliament to lend for a provisional period of three years up to $13.8m
annually under consortia and similar arrangements. The funds were to
be provided out of the resources of the National Investment Bank and
replenished by borrowing — with a Government guarantee — on the
capital market. In addition, the Government decided to expand con-
siderably its technical assistance expenditure, e. g by organising a volun-
teer programme, a technical assistance project programme and a
co-financing programme with private voluntary organisations.

Development Assistance Policies

The Netherlands Government regards its development .assistance
policies primarily as an instrument for the pursuit of peace. Its outlook
may be summarised as follows. Recent history has clearly demonstrated
the potentlal threat to peace which can arise from the existence of
antagonistic blocks : there is now a real danger that the world might
be split into two groups, the rich countries and the poor countries. It
would be a catastrophic development if the present prosperity gap
between the developed and developing countries were to result in per-
manent antagonism, in a form of international class-war; and every
endeavour should be made to avoid such a polansatxon

In the first place, it is considered that rich countries, including the
Netherlands, should assist in efforts to remove the basic cause of the
tension — the Third World’s poverty. Development funds must there-
fore be applied in such a way as to maximise their contribution to
development, without any influence from the political or economic
self-interest of donors. However, it.is not enough just to concentrate
on economic development. The greatest threats to peace do not always
arise from purely material factors but more, perhaps, from pent-up
emotion. Poor countries feel their inequality more deeply than in a
merely economic sense; and in view of the long-term nature of the
development problem, it is important that the development policies of
rich countries should aim at removing and avoiding conflict by
changing the atmosphere of contrast and antithesis into one of co-
operation and mutual self-interest. Rich countries must therefore avoid
anything which could stress the distinction between developed and
developing countries, and instead must emphasise that all are partners
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in one world-wide development effort which is equally important to
both developed and developing countries,

"It is for this reason that the Netherlands Government, in place of
the term ‘development assistance’, prefers the term ‘development co-
operation’. Even this expression is perhaps felt to be inappropriate,
because development is a process which largely takes place within the
developing countries, It is the developing countries themselves which
develop : the major responsibility lies with their own peoples and
governments, and rich countries can only make a marginal contri-
bution. Rich countries should commit themselves to providing assist-
ance if and when they are requested to do so; and they should not seek,
themselves, to guide the development process—on the grounds either
that they are donors or that they have a greater understanding of the
problem. They have to beware of trying to mould the developing world
into an ideal image of their own design; and in order to avoid this
sort of paternalism, the Dutch Government, as a matter of policy,
leaves to recipient countries all decisions regarding the way in which
its aid contributions are to be spent.

In pursuit of truly international co-operation towards peace, security
and more equitable distribution of wealth, the Dutch Government
attaches a very high priority to the International Strategy for the Second
Development Decade, and considers this strategy as the main basis for
its developmient assistance policies. The internationalism of the Strategy
is felt to be a considerable step towards better mutual commitment and
improved co-ordination; and the Netherlands has been a strong advo-
cate of the Strategy’s recogmtlon of the need for better international
division of labour, arguing that both developed and developing coun-
tries would benefit from it. Development co-operation involves par-
ticipation of developed and developing countries on an equal basis,
and it will bring about structural changes not only in the poor coun-
tries but in the entire world. The Dutch Government therefore acknow-
ledges that developed countries must be equally prepared to accept
such changes.

Co-operation in the Second Development Decade has made it neces-
sary, at the national level, to enter into fixed commitments. Dutch
development programmes are therefore now formulated in multi-year
plans, and this requires long-term planning within the framework of
the national budget. Dutch development assistance policy is also charac-
terised by the channelling of a substantial share of the available funds
through multilateral agencies or in the framework of international con-
_sortia and consultative groups.

Because the Netherlands realises that her total development contri-
bution represents only just over 2% of the total flow of resources
between donor and recipient countries, the available funds are con-
centrated, in the interests of efficiency, on a limited number of coun-
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tries. In order to be considered eligible for selection, a country normally
needs to have prepared a national dévelopment plan and also.to have
a satlsfactory past performance and to have shown willingness to co-
operate in international co-ordmatmg arrangements.

Finally, the Government is concerned that a sober and realistic pre-
sentation of its policy should be glven to the Dutch people. By stressing
what Tich and poor countries have in common, rather than the differ-
ences between them, the Government emphasmes that development
co-operation is a natural and useful instrument for the attainment of
joint goals. Moreover, the Government seeks to work with appropriate
private groups in order both to identify the real nature of the develop-
ment problem and to determiné what specific contributions the Nether-
lands can make in pursuit of its development co-operation pohcles

_Aid Performance

Volume: Some Recent Trends

" Since 1964, there has been a steady increase in the volume both of the
total flow of resources and of official development assistance from the
Netherlands to developing countries (see Table 5.1). With a small
exceptnon in 1967, the total flow of resources — both official and private
— has since 1965 regularly exceeded 19% of the GNP. This is due both
to a steadily expanding volume of official contributions and to.a high
level of private flows. The total flow of resources has almost doubled
in the period 1965-70. The growth of official disbursements in this
period averaged 25% per annum whereas the private flows increased
by 7% per annum. Consequently, the share of official disbursements in
the total fow has gone up from about 30% in 1965 to over 479% in
1970.

In 1870, official and private flows together amounted to 14»5% of
GNP - or to 1.19% excluding oil investments — and official flows totalled
$241.6m (compared to $175.5m in 1969): commitments of official
development assistance amounted to $220.1m of which $21.5m was for
re-financing operations. '

The multilateral proportion in total disbursements has always been
high when compared with the programmes of other donor countries.
The Netherlands authorities have repeatedly stressed the importance
they attach to this form of aid, which is considered conducive to an
efficient use of resources while not involving the donor in setting up
a costly administrative machinery. Thus disbursements of multilateral
aid have been a notable feature in the overall programme, During
1964-67, they constituted between 32% and 47% of total official gross
dishursements; but this share has somewhat decreased over the last
few years, because of the rapid increase in bilateral aid.

The share of technical assistance expenditure in the overall pro-
gramme grew rapidly between 1962 and 1966, from 29 to 29% of
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total official disbursements. However, in the last few years, technical
assistance expenditures, too, have declined relative to total disburse-
ments, representing 15% of the 1970 total. Expenditure on technical
assistance is allocated between experts, volunteers, fellowships and
projects. In addition, there is a technical co-operation programme with
private voluntary organisations.

Geographical Distribution

A large part of bilateral assistance has always been directed to the
Netherlands’ overseas territories, i.e. the Netherlands Antilles and
Surinam (see Table 5.2). The Netherlands’ contributions to the funds
required for the economic and social development plans of these terri-
tories has represented about 10% of the total national income of these
countries, and in 1963 /64 they accounted for more than 70% of total
Dutch official bilateral assistance. In the last few years, there has been
a downward movement in the relative share of aid to these territories;
but this is due to the overall increase in development funds. Although
the percentage share in the budget decreased from 22.29% in 1970 to
21.6% in 1971, there was in fact an increase from $48m to $58m. Such
amounts represent a very high level of assistance per head : the total
population of Surinam and the Netherlands Antilles together is barely
600,000. .

Table 5.2 Netherlands Official Development Assistance: Disbursements, 1968-1970,

and Budgetary Appropnatlonus.s ;:‘69-1972

Disbursements Appropriations
1968 1969 1970 1969 1870 1971 1972t

Gross Bilateral

Overseas Territories 346 331 495 42-2 482 680 628
{Grants) . (18-3) (18-6) (34-0) .. .. (41-6)
(Loans) ) (16-3) (14-5) (15'5) .. . (16-4)
Loans to Consortia and
Consultative Group Countries? 26-3 2012 435 277 471 687 928
Indonesia (Capital Assistance Grants) 15-6 9-0 207 14-7 96 148
Technical Assistance 20-9 30-3 298 346 410 507 601
Other 37 132 138 19-2 322 382 238
Total 101-0 1057 157.3 138-3 178-9 218-4 2395
Gross Multilateral 26-5 383 418 39-8 346 457 506
Gross Total 127 5 144-0 1991 1782 2136 264-1 29041
Amortisation 4.2 1-0 27 .. ..
Net Total? 123-3 1430 196-4
Notes: 1. As presented to Parliament. . . Not available.

2. Including loans to Indonesia.
3. Net of amortisation but not of interest.
Sources: Same as for Table 5.1.

In 1963 the Netherlands Government decided to widen the geo-
graphic:scope of its capital assistance programme. It confined its choice
of recipient countries to those for which the World Bank, the OECD
or the IDB have organised consortia or consultative groups. Apart from
these countries, no capital assistance is extended, except to the Nether-
lands overseas territories and Indonesia, and through multilateral chan-
nels. This policy decision recognised the difficulties, for a relatively
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small donor, of selecting any particular recipient country for purely
bilateral aid. It has led to a better co-ordination of Dutch assistance
with that of other donors; and it has provided the benefit of a joint
assessment of the influence of aid and of self-help measures on the de-
velopment of recipient countries. Thus, bilateral financial assistance has
since 1967 mainly been concentrated on nine countries — Indonesia,
India, Pakistan, Kenya, Tanzania, Uganda, Tunisia, Colombia and
Peru — and also, but not continuously, on Sudan, Nigeria and Turkey.
Consideration is now being given, in view of the fast growth of
budgetary appropriations, to the desirability of extending bilateral
capital aid to a slightly larger number of countries.

An important event in 1965/66 was the resumption of capital aid tc
Indonesia, when the Indonesian Government urgently needed support
for its efforts to cope with the serious economic situation. Since then,
assistance to this country has increased every year. In 1970, of the total
allocation of loans via consortia and consultative groups, amounting to
$58.7m, more than $14m was earmarked for loans in the framework
of the Inter-Governmental Group on Indonesia.

A special element in the bilateral financial assistance programme
consists of loans to Latin America. In 1965 the Netherlands Govern-
ment signed an agreement with the Inter-American Development Bank
to finance development projects in Latin America in co-operation with
the Bank, in order to benefit from the latter’s expertise and thus assure
efficient utilisation of aid funds. The loans extended under this scheme
are the only type of capital assistance under the Netherlands pro-
gramme which is clearly linked to specific projects. All other financial
assistance is extended in the form of programme aid, i.e. general pur-
pose contributions not related to identifiable projects.

Compared to capital aid, technical assistance has a much wider geo-
graphical distribution.

Terms

Dutch aid has always been extended on comparatively soft terms, In
1970 commitments for grants and grant-like flows amounted to about
64% of total commitments for official development assistance. Ex-
pressed as a percentage of GNP, commitments of grants have shown
a continuous increase in the first three years of the first Four-Year Plan
for development assistance, from 0.31% in 1968 to 0.379% in 1969
and 0.429% in 1970. With a few exceptions, loans are made on terms
which conform with those advocated by DAC : at 24% interest and
with repayment over 30 years including an 8-year grace period. Loans
to Latin American countries have hitherto been extended on terms
comparable to those charged by the IDB, i.e. about 64%. But they are
now to be made at the same terms as the loans to other countries.

Procurement Policies .
Though Dutch capital aid is formally untied, it is effectively tied
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almost completely — through a ‘gentleman’s agreement’ whereby reci-
pient countries have to procure goods to the largest possible extent in
the Netherlands. The choice is, moreover, limited to a specific list
of goods.

There is an exception for loans to Latin America, to the extent that
only 80% of purchases have to be made in the Netherlands. The
remaining 20% may be. used, in appropriate cases, to finance local
costs.

Future Policy apd Pro]eqtions ’ ,
The increase in the aid budget from 1970 to 1971 amounts te about

24% (see Table 5.2): the largest in the Plan period 1968-1971. This
increase was required in order to meet the Plan’s target that total aid
appropriations should equal 19 of national income at factor cost in
the last year of thé Plan period. (This budget target corresponds to
about 0.7% of GNP at market prices : amortisation receipts will con-
tinue to bé fairly low, and the UN 0.79 target for net official deve-
lopment assistance may therefore also be reached in 1972) When 'the:
Plan was prepared, it was estimated that an appropriation of $229m
would be sufficient to achieve the target, but this estimate has since
proved too low because the national income in money terms has risen
faster than was originally expected.

*The Government has now presented to the Netherlands Parliament,
as ‘part of the explanatory notes-to the Foreign Ministry’s 1972 esti-:
mates, “a. second” Four-Year Plan for cb-operation with developing:
countries. The basis of the new ‘Plan, which covers 1972-1975, is the,
Government’s decision to -allocate $1,400m for dévelopment co-opera-
tion during the whole period. This represents a 66% increase over the
- last Plan period; and the total is to be spread over the commg years
as follows : s oo

1972 $291.7m  (+8%)
1973  $319.4m  (+9%)
1974  $368.0m  (+15%)
1975  $423.6m  (+15%)

As in 1968, a long-termi plan has been adopted in view of the long-term
character of the development problem and the number of years over
which development activities extend. The plan is indicative only, and
both the policy and the distribution of funds envisaged in it may be
revised in the light of new facts and ideas. Adjustments will be made
at the time when the annual estimates are drawn up.

Co-opgration with Private Voluntgr_y Organisations L
To stimulate development activities by private voluntary organisations

the Government finances, on a grant basis, 75% of the capital outlay
of approved projects. Most of these are in the social field, e.g. schools
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and health centres, and the budgetary appropriations for the co-
financing of this type of project have doubled in the last few years.
The Government also subsidises a number of private institutes which
undertake research in the field of development assistance.

Aid Administration

The Netherlands’ aid administration has been in continuous evolution.
As the programme expanded, more ministries became involved with
the execution of development policies, and eventually the need was
felt for inter-departmental co-ordination and administrative centrali-
sation. This led in 1963 to the appointment, within the Ministry of
Foreign Affairs, of a Secretary of State with special responsibility for
development assistance, and to the establishment of a new Directorate-
General for International Co-operation, also within the Ministry of
Foreign Affairs, in 1964. In the same year an Inter-Ministerial Co-
ordination Committee was set up; and in 1965, a Minister without
Portfolio was appointed, within the Foreign Ministry, with overall
responsibility for development policy. Further, in order to assist the
Government in drawing up its aid programmes, a National Advisory
Council was established in 1963. This consists of about 70 representa-
tives of various economic, social and cultural groups in the Nether-
lands, and it has produced a number of reports, at the request of the
Minister for Development Aid or on its own initiative,

The appointment of the Minister without Portfolio constituted an
important step towards administrative concentration, and has since had
the effect of putting the consideration of aid concepts and methods on
a more systematic and rational basis within the administrative bodies
concerned. The Minister also presides over the Inter-Departmental
Committee which co-ordinates the policies of the various ministries.
His main function is to direct, co-ordinate and promote the aid pro-
gramme as a whole and, in the absence of a separate departmental
budget for development assistance, to present a detailed budgetary
statement to Parliament grouping together the requests for aid appro-
priations. '

Various ministries and organisations are concerned with the different
types of aid extended. For example, the Foreign Ministry administers
the contributions to the United Nations agencies as well as the tech-
nical assistance programme. Aid to the Netherlands’ overseas territories
is the responsibility of the Deputy Prime Minister’'s Office and the
Ministry of Finance. The Ministry of Economic Affairs is concerned
with the utilisation of loans extended under consortium and consulta-
tive group arrangements. The Ministry of Finance is concerned, among
others, with policy concerning aid terms; and it provides for interest
subsidies out of its budget. The Netherlands Investment Bank for
Developing Countries initially financed all Government guaranteed

85



develépment loans to consortium and consultative group countries, but
since 1966 these loans have been financed out of the State Budget.

Trade

Since Dutch trade policy with developing countries is mainly an EEG
matter, we will not consider it in much detail. The potential for Dutch
action in this field is to a large extent limited to efforts within the
Common Market to promote developing countries’ exports, The
Netherlands has argued in favour of an early implementation of the
system of general trade preferences for developing countries; and men-
tion should be made of the recent establishment in Rotterdam of a
centre for the promotion of the sales of products of developing coun-
tries. Moreover, the Dutch Government continues to allow free exhibi-
tion space for developing countries at the annual Utrecht Trade
Fair : in 1970 six developing countries made use of this facility. Funds
were also made available for a symposium on export promotion
organised by the UNCTAD/GATT International Trade Centre in
Latin America. Support is given to the growth and diversification of
developing countries’ exports, and the Netherlands participates in
international agreements for the stabilisation of the export prices of
some raw materials, such as coffee and tin. As a new step in this field,
the Netherlands has made a voluntary contribution to the financing
of a buffer-stock under the Fourth International Tin Agreement,

An indication of the extent of Dutch trade with developing countries
is given in Table 5.3,

Table 5.3 Netherlands Trade with Developing Countries!, 1963-1966

$m
1963 1964 1965 1966

Exports to Latin America 186 203 192 241
Imports from Latin America 303 307 310 296
Netherlands Trade Balance  -117 -104 -118 -85
Exports to Africa 171 179 211 214
Imports from Africa 252 300 308 322
Netherlands Trade Balance -81 -121 -97 -108
Exports to Middle East 93 114 119 129
Imports from Middle East 342 . 371 365 389
Netherlands Trade Balance -249 -257 —246 -260
Exports to Far East 154 176 199 200
imports from Far East 119 204 213 207
Netherlands Trade Balance +35 -28 -14 -7
Total Exports to LDCs 714 804 894 960
Total Imports from LDCs 1,064 1,246 1,267 1,290
Overall Trade Deficit 350 442 373 270
Exports to LDCs as % of

Total Netherlands Exports 14-4% 13:8% 14.0% 14:2%

Imports from LDCs as % of
Total Netherlands Imports 17-8% 17-7% 17:0% 16+1%

Note: 1. Excluding European countries.
Source: Overall Trade by Countries, OECD, July 1967,
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Private Flows

The Netherlands has always been an important source of private
capital for developing countries. In recent years the private flows of
resources have usually exceeded, often substantially, the volume of
official aid disbursements (see Table 5.1). Overall, there appears to be
an upward trend in the total private flow, though the main com-
ponents, especially export credits, tend to fluctuate from year to year
(see Table 5.4).

Table 5.4 Netherlands Private Capital Flows to Developing Countries, 1965 and 1968-
1970

$m
1965 1968 1969 1970
Direct Investment 108-6 899 165-9 2117
of which: Petroleum 70-0 26-4 80-4 105-0
Other 386 635 855 106-7
Portfolio Investment 171 636 281 26-6
Export Credits 435 -11-8 254 2-4
Total2 169-2 14141 219-4 240-6

Notes: 1. Net of capital repayments and disinvestment, but not of interest and dividends.
2. Excluding grants by private voluntary agencies ($5.2m in 1970).
Source: DAC Reviews and official Dutch publications.

Netherlands direct investment in developing countries is dominated
by four firms: Royal Dutch, Unilever, Philips and AKZO. The two
largest companies — Royal Dutch and Unilever — are jointly owned
by Dutch and British shareholding interests.

Private export credits are eligible for Government guarantees. The
N.V. Export-Financierings-Maatschappij (EFM) is the most important
export credit financing institution, 60% of EFM stock is held by the
National Investment Bank of the Netherlands and 40% by various
commercial banks, and EFM’s resources consist mainly of loans raised
on the capital market. Almost all export credits extended to developing
countries are guaranteed by the ‘Nederlandse Credietverzekering
Maatschappij N.V..

In 1967 the Government introduced a scheme for the insurance of
investments in developing countries against political risks. As far as
commercial risks are concerned, in 1966 a form of co-operation with
private business was established whereby the Dutch Government could
take over up to about 50% of the economic risks of ‘starter projects’ -
the initial investments made by private medium-sized firms in any par-
ticular developing country. Up to May 1970, total public assistance for
these starter projects amounted to $6.2m, and this had geuerated
$19.2mm of private investment,

Most activities for the promotion of private investment in developing
countries were brought together in 1970 with the establishment of the
Netherlands Finance Company for Developing Countries (FMO), a
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joint venture between the Dutch Government and private business.
To a fairly large extent, FMO’s goals and activities are comparable
to those of Britain’s Commonwealth Development Corporation, though
it should be observed that there seems to be much less interest in
Dutch business circles for the FMO than exists in Britain for the CDC.

Some Comments on the Aid Policy and
Performance of the Netherlands

It was stated earlier that Dutch aid policies are viewed as an instru-
ment for the pursuit of peace and the avoidance of a polarisation
between developed and developing countries. Rich and poor countries
were seen as partners in a world-wide process of development, and
aid policies were to be in harmony with this basic idea. In the context
of this philosophy, Dutch policies were outlined. Subsequently, the facts
and figures of Dutch aid performance were presented. It is now pos-
sible to consider the extent to which practice accords with policy.

One element of Dutch aid policy appears to be the desire to avoid
paternalism, with its attendant conflicts, and consequently to allow
developing countries to determine how the aid received should be spent
(page 79). Yet this is somewhat difficult to reconcile with the Dutch
procurement policy (page 83), which often involves double-tying of
aid. In practice, then, developing countries have only a limited control
over the utilisation of Dutch aid.

The criteria for the allocation of aid to a limited number of coun-
tries are said to be based on the development performance of those
countries and their willingness to co-operate with international co-
ordinating arrangements, such as consortia and consultative groups.
Even allowing that these criteria are consistent with the overall goal -
that aid should be an instrument of peace —there are some points
which require clarification. At least 209 of Dutch aid has been
directed towards the Netherlands Antilles and Surinam (page 82). It
would seem likely that this volume of aid was determined more by
these countries’ historical and commercial links with the Netherlands
than by the above criteria — or indeed by the pursuit of peace.
Secondly, the choice of the countries of concentration for Dutch finan-
cial aid, other than those countries associated with the Netherlands by
historical links, appears to be as much determined by a desire for an
adequate geographical representation of politically acceptable reci-
pients, as by the specified criteria.

The criteria themselves should be considered. Certainly, for the sake
of efficiency, it makes sense to direct aid towards those countries which
have shown willingness to participate in international co-ordinating
arrangements. However, there are undoubtedly countries which are
willing but not able to co-operate with such groups for the simple
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rcason that they do not exist—and are thus ineligible. One may
question the des1rab1hty of 11m1t1ng the scope of Dutch aid in this
way.

=~ Turning to the allocation of aid to multilateral agencies, a further
discrepancy may be observed. While the proportion of multilateral
aid in Dutch disbursements has always been relatively high compared
with that of other donors (page 80), the amount is less impressive when
set against the background of the Dutch policy aims of promoting
international co-operation, harmony and peace in the context of the
International Strategy. The fact that the bulk of aid is still bilateral
and tied, suggests that there are other, less high-minded, purposes —
such as the pursuance of Dutch commercial interests.

- Concerning the volume of aid, the Dutch budget target of 1% of
net national income (about 0.7% of GNP) has almost been achieved
(page 84). However, this provides a misleading impression of the
actual aid flow. First, the 1% target (which should not be confused
with the UN target for total flows to developing countries) was reached
with the help of some statistical juggling whereby items, hitherto ex-
cluded, were brought into the budget. Secondly, the budget includes
items which can only be dubiously categorised as development assist-
ance : for instance, the financing through the Netherlands Finance
Company of measures to encourage Dutch foreign private investment
(page 87). Even supposing that these measures dre in the interests of
developing countries,  the private investor will not generally be moti-
vated by a desire to help the developing country. Finally, the aid
budget is expressed in gross terms and thus does not take account of
return flows of amortisation and interest payments. Amortisation
receipts are still relatively low. On the other hand, roughly one-third
of new Dutch official development assistance consists of loans. Although
these are extended on fairly soft terms (page 83), it is therefore clear
that, so far as pure assistance is concerned, the Government’s 1%
target has not yet been realised. Nor will it be realised in the near
future. (Similar criticisms may be applied to other countries’ aid pro-
grammes : the real aid performance of all donor countries would be
much clearer if all return payments, including interest, were subtracted
from the gross flows or if aid was expressed in terms of the grant
element of amounts disbursed.)

In the field of trade, there is considerable potential for reducing the
dangers of a polarisation of the world into two hostile blocks of rich
and poor countries. In the international context, for instance at
UNCTAD, the Netherlands has the opportunity to make efforts to
move towards greater co-operation between the two groups. However,
although the Netherlands is relatively progressive, trade policies do
not conform with the stated government policy aims towards the
developing world. Such conformity has been inhibited by the fact that
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policy vis-A-vis UNCTAD has been the responsibility of the Minister
of Economic Affairs, whose concern is primarily with the trading prob-
lems of the Netherlands rather than with those of developing countries.
Further, although the Netherlands acknowledges the need to bring
about structural changes in the domestic economy to facilitate trade
liberalisation and a more efficient international division of labour, in
practice little is done. A few very inefficient industries may be allowed
to disappear; but, on the whole, the Netherlands is prepared to shelter
behind the protection provided in the general framework of EEC policy
— even when goods are produced relatively more efficiently in LDCs.

Finally, it was seen that it is the intention of the Government that
the Dutch people be given a sober and realistic presentation of its aid
policy. The presentation given is perhaps sober. Whether it is realistic
is open to question, given that the points raised above are rarely men-
tioned.

Overall, ‘it is possible to conclude that there are considerable dis-
crepancies between official philosophy and actual practice. But these
cannot merely be ascribed to hypocrisy : to a large extent, they stem
rather from the domestic political situation and from the way in which
aid administration has evolved.

The official aid policy originates from the sphere of the Directorate-
General for International Co-operation, which has a co-ordinating
position as far as development assistance is concerned. This basic
philosophy is shared by the Minister without Portfolio, and by those
who are directly concerned with aid. Policies are thus determined in
the interests of developing countries and as such are laudable. The
problem arises in that the instruments for implementing these policiés
are inadequate to the task.

Almost a quarter of development assistance (to Surinam and
Netherlands Antilles) is in fact outside the sphere of responsibility
of the Minister without Portfolio. For the rest, aid policy is sub-
ject to the conflicting interests of the different ministries responsible
for implementation: ministries which represent Dutch interests
rather than those of LDGCs. Thus, the tying of Dutch aid is to a
large extent influenced by the Ministry of Economic Affairs, and
the terms and conditions of aid by the Treasury. Further, the very
fact that the Minister for Development Aid is operationally attached
to the Ministry of Foreign Affairs means that development aid runs the
risk of being used as an instrument of short-term foreign policy. More-
over, it may be argued that the grafting of aid administration on to
this Ministry, with its older and perhaps somewhat rigid structure.
has led to some dissipation of the idealism and dynamism of the aid
administration.

Dutch aid performance, compared to that of other donors, is reason-
ably good. The aid policy itself might even be called far-sighted in iis
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conception of the problems which will face the world in the future.
It is, however, clear that Dutch domestic interests influence its imple-
mentation and that much that comes under the heading of develop-
ment assistance only deserves this name in a very limited sense. There
is a need to separate out those activities performed specifically in the
interests of developing countries, from those activities which may be
related to developing countries but are not primarily motivated by
a desire to assist their development, Only the former should be desig-
nated as development assistance. Such a division can only come about
if the responsibility for aid policy and administration is confined to
those charged solely with the interests of the developing countries.

If the view that no one can serve two masters were to be whole-
heartedly adopted by Dutch policy-makers, especially the aid adminis-
tration, the future prospects for Dutch aid performance might improve
considerably. Fortunately, a section of Dutch public opinion does sup-
port the interests of the developing world and is resentful when
development ‘funds are used to serve other ends. However, their
criticism is often directed, mistakenly, at those who are genuinely
trying to serve the interests of the developing world, but are only
partly able to do so because of the influence of conflicting vested
interests,
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6 Developing Countries and the
Enlargement of the EEC

by Peter Tuiloch

For Britain, the ‘Great Debate’ on the principle of entry to the EEC
ended with the Parliamentary vote in October 1971 and the signing
of the treaty of accession in January 1972. At this point, therefore,
the emphasis of the debate should alter from discussing the merits
or demerits of British entry to the Community to determining what
kind of a body it is that Britain is joining and discussing the directions
in which Britain, as a major member of a Gommumty of ten, ought to
exert its influence in policy-making.

It is quite clear that the relationship between an enlarged Com-
munity and LDCs is not a marginal matter, A few figures will suffice
to illustrate the point. 30% ($2, 013m) of net official develop-
ment assistance from DAC members in 1970 derived from the ‘Six’
and 38% from the “Ten’*. Moreover, the ‘Ten’ together purchase over
40% of total exports from LDGCs. Their econormc influence for good
or ill is, therefore, considerable. : -

This chapter aims to identify and clarify some of the main prob-
lems which may be faced by developing countries as a result of EEC”
enlargement., There are three main areas of policy which give rise to
immediate apprehension. First, the influence of the concept of asso-
ciation with the Community on relations with LDGs in general and in
particular with those which are not currently seen as potential asso-
ciates. Second, the effects of Community agricultural policies on
world and, in particular, LDC trade in farm products. And, finally,
the effects of the General Preference scheme as applied by an en-
larged Community. In the longer run, broader questions are raised
concerning the policies of the Community as a group, and of member
countries individually, towards developing countries.

There is no obvious economic rationale underlying the existing de
facto division of responsibilities between the Community and the
member states. The Community deals with tariff policy and hence
preferences, as well as with matters covered by Conventions of Asso-
ciation - including a small amount of aid through the European
Development Fund (EDF). Most aid is negotiated and spent bilater-
ally, however, while policies governing overseas investment, some
areas of external commercial policy, as well as overall political re-
lationships, are determined by national governments. This raises several
questions. First, how far should an attempt be made, in a trade and
aid group as big as the enlarged ten-member EEC, to bring all such

"The Six plus Britain, Eire, Denmark and Norway.
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policies under Community responsibility? Second, if this were to be
achieved, should the enlarged Community’s policies towards LDGCs
be based on the present ‘regional’ concept of association, which derives
in part at least from relations created in colonial history, or rather
on a broader global view of trade and development? And lastly, if the
latter view were taken, could the existing ‘European’ aid channels
(the EDF and the European Investment Bank) form an apposite
framework for Community aid disbursement on a much larger scale,
or would the interests of LDCs be better served if these funds were
channelled through truly multilateral orgamsatlons like the World
Bank? Community enlargement — and in particular the entry of
Britain, with its historically different view of the developing world
to that of the, Six — provides the opportunity needed for a general
review of such pohc1es

Association with the | Community

In the immediate future, the degree to which Britain’s freedom of
action on broad questions of aid and foreign investment will be main-,
tained depends, very largely, on the number and importance of the
Commonwealth LDCs which choose to become associates, and on the
type of -association agreement which they choose. Under, the nego-
tiated agreement between Britain and the EEC, British dependencies
(except Hong Kong and Gibraltar) are offered association with the
enlarged Community under Part IV of the Treaty of Rome; to be
negotiated by 1974 when the Yaoundé association convention is
renewed. The independent Commonwealth couritries of Africa (in-
cluding Mauritius), the Caribbean and the "Pacific are offered the’
choice of three ‘types of connection : association under the Yaoundé
‘model’ 'comparable to that of Francophone Africa and Somalia,
mcludmg the offer of EDF aid; association under the Arusha ‘model’
comparable to ‘that of the three East African Cominunity countries;
or a special trading agreement on specific commodities of interest.

'A fairly large and heterogeneous group of countries are now either
associated with, or have special trade agreements with, the Com-
munity’. The aims of association with the Community are different

“These fall into the following categories :

i). Greece, Turkey, Malta — association agreements aimed at eventual full
membership of the EEC. Cyprus in process of negotiation,

il) Morocco, Tunisia — association agreements not aimed at membership.
Algeria in process of negotiation.

iii) Yaoundé — association of 18 African and Malagasy states.

iv) Arusha — association of 3 East African Community states.

v) Spain — 6-year preferential trade agreement.

vi) Yugoslavia — non-preferential trade agreement mainly aimed at exports of
‘baby beef’ to EEC market. Continued on page 94

93



for ‘European’ countries (broadly defined) than for others; in respect
of ‘European countries, it appears to be generally accepted that
association is a process which should eventually lead to Community

membership while, in respect of non-European countries, the policy’
followed has been one of ‘transposing on to the Gommunity level
special links which certain African and Mediterranean countries had
with one or other of the Six .. . extending these links to countries
in a similar situation’*. Thus, the principle on which association is
offered to independent Commonwealth LDCs, established at the time’
of the signing of the first Yaoundé convention in 1963, is that coun-
tries with a ‘comparable economic and production structure’ to the
existing 18 Yaoundé associates should be eligible for association. In
practice, this ‘comparability’ criterion appears to be defined in terms
of geographic size, stage of development (widely construed to inchide
countries as diverse as Zambia and the Gambia) and, implicitly,
geographical location. Al the Asian countries, which include the
largest and some of the poorest Commonwealth developing countries, .
are regarded by the Community as non-associables. (See Table 6.1,

where the population, per caput GNP and British official aid recmpt«
of the ‘associables’ and ‘non-associables’ are detailed.) :

The three main features of the Yaoundé association agreement are:
reciprocal trade preferences; a structure of mutual institutions, estab-
lished on a basis of parity between the Six and the associates (the
Eighteen), for administering the association; and aid provided' through
the EDF. The Arusha agreement makes no provision for EDF aid.

Reciprocal Trade Preferences
In Community practice a clear distinction is drawn between a simple

trading agreement and a formal treaty of association. ‘On the trade’
side, association is based on the principle of the establishment of a
free trade area with reciprocal rights and obligations, to the extent
that the latter can be assumed by developing countries’?. Thus, where
Community preferences are granted to imports from associates, asso-
ciates are also required to grant a measure of reverse preference to
imports from the Community. Reverse preferences have been one of
the most controversial elements of EEC agreements with LDCs, par-
ticularly in the context of relations with the US, which has opposed

'C. A. Cosgrove, ‘The EEC and the Developing World’, European Community,
February 1971, p.14.

*Gerhard Schiffler, in Britain, the EEC and the Third World, ODI, July 1971,
p-48.

vii) Israel — trade agreement.
viii) Egypt, Lebanon — negotiating trade agreements.
ix) Argentina — trade agreement. Uruguay in process of negotiation.
x) In addition, other non-member European countries (e.g. Austria, Portugal,
Switzerland) may gain preferential access to the enlarged Community.
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the practice throughout; to the extent that the US has refused to
extend any General Preference scheme which it may bring in, to any
LDC which continues to grant reverse preferences after 1975.

The Community’s insistence on the free trade area principle is
claimed to derive from the provisions of GATT! which prohibit
the establishment of new preferential arrangements while allowing the
establishment of free trade areas and customs unions covering a sub-
stantial proportion of trade between the parties. However, since 1964
GATT has waived this provision in the case of trade between de-
veloped and developing countries? (thus clearing the way for the
establishment of General Preferences). Nevertheless, in negotiations
leading up to the Arusha agreement and the abortive agreement with
Nigeria, the concept of reverse preferences played a major role,
Certainly in the East African case the concession of reciprocity, a
major departure from previous East African trading practice, was a
necessary pre-condition for association negotiations even to be started.

But despite the Community’s insistence on the principle of recipro-
city in negotiations with new associates, so far the actual value of
reciprocal preferences granted may in many cases be rather small.

‘In principle, the Eighteen grant similar concessions to
imports from the Community but Yaoundé II, like its pre-
decessors, allows the Eighteen to retain or introduce cus-
toms duties and charges with equivalent effect to meet
development or budgetary needs, as long as such measures
do not discriminate between the Community countries.
The Eighteen are also allowed to retain or introduce quan-
titative restrictions on imports of Community products,
in order to meet development needs or to alleviate balance
of payments difficulties®.’

Similar provisions enforced in the Arusha agreement have resulted
in the creation of low ‘most favoured nation’ (mfn) customs tariffs,
on which duty preferences are granted to EEC suppliers, and high
“fiscal duties’ which apply to imports from all sources®.

. To argue that reciprocity is a necessary part of an association agree-
ment, when in many cases it appears that the reciprocity granted in
practice is merely ‘formal’, appears a rather odd doctrine. On the one
hand, if reverse preferences have any practical value, they appear now
to be contrary to the resolutions adopted in 1964 by UNCTAD and

'Article XXIV.

*See 1. W, Zartman, The Politics of Trade Negotiations between Africa and the
European Economic Community, pp.97-98.

*Cosgrove, op. cit., p.16.

‘e.g.:—Vermouths etc., bottled: fiscal levy Shs. 19/- (East African shillings)
per gallon or 66%4%:; full ‘customs’ duty Shs. 1/-; EEC rate free. Radios, TVs,
radiograms: fiscal levy Shs, 50/- each or 479%; full ‘customs’ duty 3%, EEC
rate free.
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GATT; on the other hand, if they are merely ‘formal’ and in actual
effect meaningless, why bother with them?

In practice it appears that the reciprocity principle has been used
mainly in defence of the element of reciprocity in the Yaoundé con-
vention, where existing preferences granted by the franc zone countries
to France were extended to other Community members in return for
their extension of preferences to these LDCs. In new association
negotiations care has been taken to ensure that the benefits granted to
the new associates do not outweigh those held by the Yaoundé coun-
tries, whose anxieties about the weakening of their own preferential
ties with the Community through the enlargement of association (par-
ticularly since Yaoundé exports to the EEC have fallen relatively to
those of other African countries) have limited the scope and speed of
EEC action on LDC trade liberalisation. Hence, in the Nigerian and
East African agreements, provisions are made for tariff quotas on goods
which actively compete with those produced in Yaoundé countries
(coflee, cloves and canned pineapples in the East African case), while
the Yaoundé influence may also have affected the scope for concessions
on agricultural goods in the Community’s General Preference scheme?.

Joint Institutions
The institutional provisions are regarded both by the Community and

by associates as constituting the second most important element of an
association agreement. The major institution established under both
Yaoundé and Arusha is an Association Council composed of members
from both ‘groups’. Yaoundé lays down parity of voting in the Council
between the Gommunity and the Eighteen. Arusha is less specific:
“The Association Council shall act by mutual agreement between the
European Economic Comumunity on the one hand and the Partner
States of the East African Community on the other?’ However, in
addition to the Council, Yaoundé also established an Association
Committee, a Parliamentary Conference and a Court of Arbitration :
a much more elaborate formal structure than is provided by Arusha.

Historically, this administrative structure derives from the ‘General
Secretariat for the Comimunity and for African and Malagasy affairs’
which linked the French Community with Paris. It is often claimed
that the maintenance of the administrative framework makes it easier
for mutual interests to be identified and points of disagreement to be
solved. But, from outside, it is hard to see how far the presence of
institutions as such has conferred benefits on associates beyond what
might be expected from normal bilateral negotiation. The situation
can perhaps be compared to that of the less formalised Commonwealth
Secretariat structure which provides a useful forum for discussion of

'See below p.109.
*Arusha Agreement, 1969, Title IV, Article 24.
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mutual interests and conflicts but which could be overridden by a
British government determined to tread a separate path.

The European Development Fund (EDF) .
Aid from the Community as a group is the third main element in

association policy. The EDF has been the main channel of such aid to
the Yaoundé associates, although no such funds are committed to the
East African associates. In principle, Britain has agreed to contribute
to EDF financing from 1975 (the start of the Fourth Fund)®. The size
of the contribution, and its effect on the British aid programime, will
depend in practice on the number of Gommonwealth ‘associables’
which elect to join in a Yaoundé-type association.

EDF aid still forms only a small proportion of the total aid dis-
bursements of CGommunity countries. In 1969, the total value of the
EEQ’s bilateral and Community overseas development assistance (net
of amortisation) to the Yaoundé associates and dependencies was
$797m (nearly 40% of total disbursements); of this, $120m (6% of
the total) was disbursed through Community institutions?. Table 6.2
shows how the aid from the Community was directed in the period
1968-70. It is clear from this that bilateral flows, apart from those of
France and Belgium, were mainly directed to countries outside
Yaoundé. 57% of net flows from Germany, Italy and the Netherlands,
moreover, were disbursed outside Africa. Contributions by member
states to multilateral institutions are as large as, or larger than, their
contributions to Community institutions

By comparison, in 1970 the ‘associables’ received 489 of total
British bilateral overseas development assistance (net of armortisation).
One estimate of the future British contribution to EDF® puts it at
between £22m and £37m per annum, the upper and lower limits
being governed by whether only British dependencies are covered by
the enlarged Fund, or whether it extends to all ‘associables’.
(It is assumed that the UK contribution to EDF IV financing will
be equal to those of France and West Germany, at 22% of the en-
larged Fund.) This represents between 11% and 19% of gross, and
between 15% and 26% of ‘true net’* aid programme disbursements
during 1970.

It is not yet clear whether a contribution by Britain to the EDF —
of whatever size — would be made by an addition to the British aid
programme or by a switch of funds from bilateral aid. The undertak-
ing given by the original Six on the establishment of the first EDF

'The 1st EDF, established under the Rome Treaty, ran from 1958 to 1964; the
2nd ran from 1964 to 1970; the 3rd runs from 1971 to 1975.

’EDF and the European Investment Bank (EIB).

*Haruko Fukuda, ‘Britain’s Part in the European Development Fund’, National
Westminster Bank Quarterly Review, August 1971,

*i.e. net of amortisation and interest.
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not to reduce the level of bilateral aid to prospective beneficiaries may
create a precedent. If this were followed, then an EDF contribution as
an addition to the aid budget would improve the relative position of
associates at the expense of non-associates: a contribution which was
deducted from other bilateral aid would put non-associated countries
in an absolutely worse position. On the other hand, if this precedent
were not followed and a British contribution to EDF were deducted
from British bilateral aid to ‘associables’, no net difference in the
position of non-associates would result.

The Community’s view of EDF aid is that compared to bilateral
assistance it has considerable advantages for LDCs; and this is no
doubt the case for those countries eligible for it. The terms of refer-
ence are wide'; the terms are soft (90% of aid under the 3rd EDF
is in the form of outright grants) and the EDF is prepared to enter
joint ventures with other organisations, bilateral or multilateral, public
or private, and to support local costs. Furthermore, the fact that pro-
curement from EDF aid extends to purchases not only in the Com-
munity countries but also in any of the associates is a remarkably
liberal feature. In practice, however, the principal beneficiary of pro-
curement contracts under the EDF has continued, for mainly his-
torical reasons, to be France. Table 6.3 shows the position at the end
of 1969.

Table 6.3 EEC Member States’ Contributions to EDF and Contracts Gained from EDF,
by End of 1969

Contributions Contracts Gained
EDF I EDF I EDF 1 EDF I

% % $'000 % $’000 %
Belgium 12-056 9-45 10,683 2:6 22,259 8-8
W. Germany 34-4 3375 19,686 4-9 58,049 22:9
France 34-4 33-75 185,767 457 98,781 39-0
ftaly 69 137 52,590 12-9 25,218 10-0
Luxembourg 0-2 03 835 02 31 —_—
Netherlands 12:05 9:05 17,536 4.3 6,080 24
Associates! 118,791 29-2 43,109 170
Non-members 383 10 463 11

Total 100 100 406,266 100 253,080 100

Note: 1. Including EEC-owned firms registered in associates,
Source: The European Development Fund: Access to Contracts, European Communities Com-
mission, 1970,

The EDF is sometimes criticised for the slowness of its procedures
in actually disbursing funds. There are, as Table 6.4 shows, con-

*The EDF provisions of the first Yaoundé convention could cover infrastructure
projects, agricultural price-stabilisation (to compensate for the abolition of the
French colonial ‘surprix’ system), technical assistance, and aid to production and
diversification. Under Yaounde 1II, price stabilisation grants are abolished,
although a reserve fund is established (up to $80m) against emergencies, such
as a drastic fall in world prices or natural disasters. Aid to industrialisation is
stressed, as are measures to encourage the marketing and sales promotion of
products exported by the Eighteen.
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siderable lags both between the time when money is made available
to the EDF by member governments and the time when it is committed
as aid, and also between commitment and disbursement. At the end
of 1969, the Community had still not managed to spend the whole
of the Fund set up under the Rome Treaty. And by mid-1970 it had
disbursed only 44% of the 1964-69 Fund. If a larger proportion of
British aid disbursements to the associable Commonwealth is to be
directed through the EDF, careful transition period arrangements will
have to be made. in order to avoid a hiatus in aid disbursement to the
recipients concerned.

Table 6.4 EDF and EIB Aid to Yaoundé Associates

$m
Funds Commit- ©~  Disburse-
‘ . Available meants ments
1st EDF (1958-64)—Grants! 681-2 483-0 439-3
2nd EDF (1964-69)—Grants! 620-0 597-8 2890 - .
EDF Loans! 46-0 44-5 61
Total! 666-0 6423 2951
EIB Loans? " 64-0 46-8" 2341
3rd EDF (1970-74)—Grants! 748-0 ’
EDF Loanst  80-0
Total! 828-0
EIB Loans? 90-0
Notes: 1. Position at 30 June 1970. .
: 2 Position at 31 Detember 1969. .. Not available.

Source: Hansard, 26 April 1971,

The Non-Associables o '
It has been suggested, borrowmg from ‘an Indlan context, that the

correct term to use for ‘non-associable’ countries is ‘Untouchables ;
and the lack of any apparent development strategy towards Asia in
the Community’s thinking appears to put the continent firmly in this
camp. Up till now; relations' with developing countries outside the
ambit of association agreements have been given very little considera-
tion in official Community thinking. Formally, under the terms of the
Treaty of Rome, only associates can be the subject of Community (as
opposed to bilateral) aid policy, and relations with non-associated
LDGCs are dealt with by the Community’s External Affairs Directorate,
which covers all non-associate countries, including the developed ones.
This may. have been adequate while the number and economic
importance of associated states was limited to. Yaoundé and to French
and Dutch dependencies. But can such a structure suffice for an en-
larged group of members and of related countries, covering a_con-
siderably larger proportion’ of world trade and aid flows? The
Community’s vmw of the 91tuat10n is set'out inf a recent memorandum :

“The pohcy of preferential access which the Commumty
pursues in its relations with some developing countries
corresponds to special obligations and interests . . . .
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‘Co-operation ‘of this type, however, is feasible only if it
covers a relatively small proport1on ‘of world trade and
if it is confined to countmes in relatwe]y homogeneouq

© geographical areas.
“Taken beyond this point, the policy of association would

" tend to become-diluted and would cease to be complemen:

- tary to international co-operation; indeed it would be:
inimical to it-because of the scale of the distortions and

- difficulties' which it would lead ‘to in ‘world trade?.

An essential part of the concept of association, therefore is that it
should be restricted to a relatively :small group: of countries.

Commonwealth Asian countries, as non-associables, face the loss of
preferential treatment in the British market and additional discrimina-
tion through the new duty-free treatment granted by the larger number
of EEC member countries to each other, as well as to a widening ring
of regional associates. The Community’s view is that this additional loss
is compensated for by the extension of generalised preferences; but
only if, as a second Community memorandum? points out, all other
industrial countries extend generalised preferences on a similar scale
to that offered by the EEC. The exclusion of textile and leather pro-
ducts from most of the schemes proposed, and the lack of action in
the United. States, places the large Commonwealth Asian states in
a poor position, first as a result of the quotas for ‘sensitive’ products
in the EEC generalised preference system® (while- associates’ exports
gain unrestricted access) and secondly in' view of the possible effects
of Common Agncultural Pohcy vamable levies on agricultural
exports*;

Both India: and Pakistan have had. speclal tradmg agreements
with the EEC covering specific products of interest.(jute, coir, handi-
crafts and cotton textiles). Both countries have also been hoping to
extend these into-general trade agreements ensuring access to the
market of the énlarged Community, and have opened negotiations
on this basis; but ‘progress so far has been slow, particularly in the
sensitive sectors of jute'and coir products where it has been the Com-
munity’s view that the interests' of the (declining) domestic industry
must be preserved. Whether a general trading agreement will, in the
end, emerge, and what the terms will be; is as yet not clear. However,

'See Commission Memorandum on a Community Development Co-operation
Policy: Summary Document, Supplement 5/71 — Annex to the Bulletin of the
European Communities 9/10 - 1971, pp. 26-27.

*Communication de la Commission au Conseil concernant les relations entre
I. La Communauté et UInde: 1I. La Communauté et Plran: III. La Com-
munauté et le Pakistan, European Communities Commission Memorandum No.
SEC (71)2922 final, 28 July 1971.

*See below, p.109.

’See below, p.104 ff.
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the treatment which countries like. Indla, Pakistan and Bangladesh
may receive from an enlarged EEC is foreshadowed in the Mem-
orandum on development policy’.” Here a _System .of ‘co- opera.tmn
agreements’, forming a kind of half-way stage._between full association
and the general treatment of LDCs, is suggested; but it is not clear
exactly how this would operate, and no specxﬁc proposals are’ made.

The COmmon Agrlcultural Pollcy (CAP)

The products in -which the developmg countries’ share in ‘world
trade is falling most rapidly are primary and processed agricultural
commodities?, Thisis particularly the case for products, such-as wheat,
sugar, oils and fats, where developed and developing countries com-
pete. To a large extent, all developed countries have shielded their
agricultural sector (frequently the most vulnerable part of the economy)
from foreign competition, by a variety of measures and for a variety
of reasons. One of the most.common and, apparently, most successful
arguments used by the ‘farming lobbyin developed countries has been
that of the ‘strategic’ need to maintain or incréase self-sufﬁmency in
food products (a partxcularly attractive argument in Britain’s case) :
other reasons for protection of agriculture may.be-social (the wish to
arrest a drain of people. from country to town) or_ overtly. political
(the need for a government to rely on the rural vote).

Any kind of protection of production of any commodity, in any
country or group of countries, represents ‘'a distortion of. the alleged
ideal of global free .trade; and all developed countries pxtotect their
farmers. Similarly, any arrangement which favours one foreign.source
of supply over another (for whatever reason) distorts international
trade. But what has been recognised — from the start by the critics of
the CAP and at last, within the Community, in the Mansholt Plan —
is the extremely high cost both to the consumer and to governments
of operatmg the Commumty s agricultural pohcy, plus the great dis-
tortions which its pricing mechanism creates.in world trade. Further-
more, the entry of the United Kingdom (a net importer of most foods)
into the Community-(a net exporter) seems hkely to provide a further
spur to internal European production at the expense of EEC con-
sumers and taxpayers, as well as forcign exporters. Until .recently,
British policy sought a three-way balance between public support for
agriculture through the tax system, the encouragement of domestic
production, and regular. supplies of imported food. This led to low
tariffs on most agricultural. goods (with preference given, in many
cases, to Commonwealth suppliers) and these "arrangements were

'A Community Development Co-operation Polzz:y, EEC 1971 p 29,
*See Chapter 1. :
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frequently supplemented by specific agreements with other traditional
suppliers such as Denmark and Ireland.

But, as John Southgate points out in, his Fablan pamphlet, Govern-
ment policy since 1970 :

‘seems to have a triple intention : to encourage domestic
production, to move the cost of agricultural support from
direct to indirect taxation and to bring Britain closer to the
Six. It is not easy to foresee in any detail the effects of this
change on international trade . . . but it is relevant to point
out that if domestic prices are hlqh variable levies are a
most effective way, short of a total ban, of limiting freedom
to import. . . . Only when the home producer has supplied
all he can, will there be room for imports : the would-be
supplier can therefore never plan his production and ex-
ports with any certainty. Moreover, variable levies destroy
any relation between prices for imports and for domestic
produce the outside supplier is therefore unable to influ-
ence price or the level of consumption on the importing
market?’,

The main commodity groups in which different LDCs are harmed by
the CAP’s operations are grains (including rice —see Chapter 1); beef
products (on which the Community has negotiated a special trading
agreement with Argentina); fruit and vegetables, including canned
fruit (potentially important for many LDGs, including some in Africa
and Asia); oilseeds, including cakes and meals made from oilseeds; and
sugar — the commodity to which perhaps most attention has been paid
during the pre-entry negotiations.

The basic system of protection is broadly the same for all CAP
products®. Protection for Community producers is provided by the
operation of the variable levies which make up the difference between
world market prices and ‘reference’, ‘sluicegate’ or ‘threshold’ prices
{a notional minimum duty-paid import price, calculated by the Com-
munity Commission from the ‘target’, ‘basic’ or ‘guide’ prices which
form the basis of the farm price support system within the Community).
Associates may in some cases receive preferences on CAP levies as
well as on customs duties. However, although customs preferences for
assoclates can only be varied after prior consultation with the asso-
ciates, the depth of preference granted on CAP levies is variable at
the discretion of the EEC authorities without such consultation.

'John Southgate, Agricultural Trade and the EEC, Fabian Research Series No.
294, May 1971,

*For descriptions of the system see Michael Butterwick and Edmund Neville
Rolfe, Food, Farming and the Common Market, OUP, 1968; Britain, the EEC
and the Third World, ODI, 1971.
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It has been claimed that ‘In Britain’s third attempt to enter the
EEC, perhaps no other factor has worked more in her favour than
the vast market she offers Europe for the disposal of farm surpluses!.’
Certainly, as Table 6.5 shows, trends in EEC food imports since the
establishment of the CAP in 1965 seem to bear out clearly a tendency
towards self-sufficiency.

The greatest relative falls in this period were in imports of these
goods from the US, EFTA and Canada. This has encouraged the view
that since those most strongly affected are high-income producers, who
protect their own farming sectors, disruption of trade in CAP com-
modities — mainly temperate — does not matter overmuch to developing
countries. But to say this is to ignore the degree of competition which
can exist between differing but competitive goods produced in tem-
perate and tropical regions?.. The most crucial examples are vegetable
oilseeds, oils, sugar and rice®.

It is well known that many temperate and tropical vegetable oils
derived from different types of crop are close substitutes!. Customs
duties in the Community rise by stage of production, with oilseeds and
oilseed cake entering duty-free but import duties of up to 20% levied
on vegetable oils. In addition, under the CAP, a subsidy amounting to
the difference between a Community ‘target price’ and the lowest
ruling cif import price, determined weekly, is paid to oilseed crushers,
while a basic ‘intervention price’ some way below the target is guaran-
teed to domestic producers. As long as domestic supplies of oilseeds
can be bought for less than the target price, the subsidy ensures that
local produce is cheaper than that from abroad. The high level at
which intervention prices were fixed has considerably encouraged Com-
munity production of oilseeds, which rose by some 55%  hetween
1966/67 and 1969/70, and the proportion of EEC consumption
supplied locally has continued to rise in a rapidly growing market.
But a strong increase in imports from the United States and Eastern
Europe has contributed largely to the exclusion of LDCs from the
market. It is thought that the entry of the UK to the system will
provide a further stimulus to production both in Britain and in the
Community.

Among Commonwealth LDGCs, the main suppliers of oilseeds and
vegetable oils to the British market are among the ‘associable’ group
of countries : Nigeria, the Gambia and Malawi, for example. India
and Malaysia, however, also enjoy strong competitive positions. If
'A. L. Lougheed, ‘The Common Agricultural Policy and International Trade’,
National Westminster Bank Quarterly Review, November 1971,

*FAO estimates that approximately half the agricultural exports of LDCs
compete with protected production in developed countries. (Indicative World
Plan, 1970-1985.)

*The case of rice 1s discussed in Chapter 1.

*‘See, e.g., Southgate, op.cit., pp.17-18; and M. P. Cracknell, Journal of World
Trade Law, Vol. 2, No. 4, 1968.
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the present Commumty policies continue in opemtlon enlargement of
the Community is likely to raise new barriers in the UK market
against exports of vegetable oils from. As1an countries as a result of
the concession of preferentlal duty-free entry. to new African associates’.
But in addition, the provisions of the CAP, outlined above, may raise
even more insuperable obstacles to exports of oilseeds from ‘associables’
and ‘non-associables’ alike. '

The complete lack of attention which the plight of oilseed-producing
LDC:s received in the negotiations for entry provides a marked contrast
to the vocal, and at least. partially successful, campaign on cane sugar.
Access for cane sugar to the UK market is guaranteed by restrictions
on the acreage which can be used for beet farming. The price which
will be paid for Commonwealth imports is also guaranteed under the
Commonwealth Sugar Agreement (CSA). By contrast, EEC agricul-
tural policy provides no such guarantee of market access or of price.
There are, exceptionally, ‘transitional’ national beet sugar production
quotas in the Community, but surpluses amounting to some 11%
of EEG consumption have still arisen?. While the cane producers of
French Overseas Departments (DOM) — principally, in this case, Ré-
union, Guadeloupe and Martinique -- benefit from treatment equivalent
to that given to European beet producers, this is not the case for
other associates, who receive no CAP levy. preferences.

The posmon of Commonwealth sugar is due to be reviewed in 1974,
on the expiry of the present CSA. The Community has undertaken
to ‘take to heart’ the interests of Commonwealth producers when new
arrangements for an enlarged EEC-are worked out after 1974, but
plamly much will depend on the UK Government’s attitude to these
negotiations at the time, Although many conflicting estimates of the
enlarged Community’s surplus or deficit have been made, the outcome
of the extension of the CAP to the Ten, failing the introduction of
effective production quotas, is likely to be a marked increase in Com-
munity output: Southgate® argues that, when the UK market is opened
to EEC exporters, the Community sugar surplus which is now largely
converted into animal feed could easily be sold as refined sugar.

Either of two policies might be followed in order to safeguard the
interests of cane sugar producers : to bring developing Commonwealth
production under the wing of the CAP (like the DOM) or to institute
a really effective production quota on Community beet production.
Of the two, the former would be considerably more expensive for the
EEC budget, since it would involve extending the system of target and

'Although the degree of preference may be limited by tariff quotas (e.g. as
proposed in the abortive Nigerian agreement).

“This is because the Community’s quotas limit the quantity of sugar which will
gain a guaranteed market and price (in contrast to Britain’s absolute limit on
acreage available).

"Southgate, op. cit.
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intervention prices and export subsidies.” Moreover, by widening the
scope of price support without production controls, it could provide an
incentive for even greater excess production, and risk the complete
flooding of the (alréady residual) world market.

The question remains : How can an enlarged Community reconcile
the conflicting interests of its farmers, its consumers, and the rest of the
world? It is fairly clear that the interests of non-farm consumers lie in
a food supply system which provides goods at the lowest cost. In so far
as this can be achieved by policies which respect the principle of
comparative advantage and which can permit the expansion of profit-
able export-oriented agriculture in developing countries, the interests of
EEC consumers and of LDCs coincide, Tax subsidies to domestic far-
mers through deficiency payments or through artifically high domestic
prices with discrimination against imports may be equally effective in
protecting European agriculture from imported competition; but the
former, in conjunction with a progressive income tax, is more equitable
than the latter, which bears hardest on the poor. In either event, the
maintenance of domestic produ’ction quotas will probably be necessary
if market access for LDC produce is to be assured.

Although it is clearly not in the interests of the maJorlty of the
UK population — nor in those of a high proportion of the population
of the EEC - to maintain a high-cost, surplus-creating, import-
excluding farm system, the pressures acting against effective EEC
agricultural reform, the lack of agreement in'the Six over the Mansholt
Plan, and, in particular, the limitations imposed on the Mansholt pro-
posals to reduce the acreage and working population in Community
agriculture, emphasise the difficulties involved. It is unlikely that it will
be easier to achieve reforms of this kind in a ten-member Community;
yet without such reforms the outlook for developing countries will
remain bleak.

General Preferences in an Enlarged Community

The harmonisation of customs tariffs among the proposed ten-member
Community will imply the unification of the members’ offers of
generalised preferences. At present,-the UK, the Community and Nor-
way each operate separate and differing schemes, and it is expected
that the UK system will be altered to that of the Community by 1974.

In principle, Britain has agreed to adopt the structure of the scheme
put into action by the EEC in July 1971. It is fairly clear that, leaving
textile policy aside, the move will be to a system which appears, in
principle, markedly less generous than the present UK offer, which
itself has many notable exclusions®.

*See Appendix B. For a detailed outline of the UK system, see Trade and
Industry, HMSO, 23 September 1971, p.578, and 14 October 1971, p.62. For
the Community system, see UNCTAD document TD/B.373/Add.1.
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Comparison of the Schemes
Under the British scheme the countries and dependencies listed in Ap-

pendix C are regarded as eligible for general preferential (GSP) treat-
ment, provided their goods adhere to statutory conditions on origin
and consignment’. All manufactures and semi-manufactures in
Brussels Tariff Nomenclature Chapters 25-99 are covered, excepting
cotton textiles and goods on which excise duties are levied?. In the
majority of cases, duties are completely eliminated, and no ex ante
quota restrictions or ceilings are built into the system. For agricultural
and processed agricultural goods, the scheme covers a limited range of
items, estimated at approximately 14% of Britain’s imports of these
goods from non-Commonwealth LDCs. Again, for the majority, the
existing import duty is entirely eliminated. Commonwealth preferences
continue as before.

As a safeguard clause, the United Kingdom reserves the right to
withdraw or modify the preferential tariff treatment if a product is
imported ‘in such increased quantities and under such conditions, as a
result of the preference, as to cause or threaten in the opinion of the
United Kingdom Government serious injury to domestic producers
of like or directly competitive products’.

The structure of the Communztys scheme is at once much more
complex and much more precise than that introduced by Britain. It is
divided into five parts:—

List1 BTN 25-99 manufactures and semi-manufactures, except
those separately listed.

List I Items covered by the GATT Long Term Arrangement
on cotton textiles.

List III  Other textiles, plus footwear.

List IV Agricultural goods (BTN 1-24).

List V' Iron and steel products in the European Coal and Steel
Community regime.

The concepts of tariff quotas (plafonds) and country ceilings (butoirs)
are central to the system as it applies to manufactures and semi-
manufactures. In principle, the tariff quotas and ceilings apply to
all manufactures covered by the scheme. In practice, however, a dis-
tinction is made between sensitive, quasi-sensitive and non-sensitive
goods, depending on the degree to which goods are held to be com-
petitive with EEC domestic manufactures, tariff quotas being held in
reserve (quotas fictifs) for non-sensitive and quasi-sensitive items. In

'See Trade and Industry, 14 October 1971, p.62. The rules of origin are de-
signed to coincide very closely with those operating in the EEC.
'Any item containing hydrocarbon oils; perfumed spirits; matches; and portable
cigarette lighters.
‘Trade and Industry, 23 September 1971, p.578.
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these cases, the Community Commission, on its own- judgement of
whether the level of imports is actively harming EEC interests, has
the right to decide whether or not the tariff quotas should be enforced.

Each of the five hsts carries dxfferent regulatlons regardmg quotas
and cellmgs —

Lists I and V All hsted LDCs! are covered by the scheme Tariff
quotas on sensitive commodities are calculated as equal to 1968
cif imports by value from beneficiaries, excluding -associates,
plus 5% of imports in the most recent year for which figures are
available (in practice 1969 for 1971) from all other extra-
Community sources, including associates. This tariff quota (the
plafond) is the level of imports allowed in duty-free; and subse-
quent imports carry the full duty. The country ceilings which
govern the duty-free allowance for any one exporting country
{(the butoirs) vary?, and in addition, the tariff quotas are allo-
cated proportionately among the importing member states®.
If the allocation for any member state is exceeded, subsequent
imports in the same year carry the full duty. These country
quotas are not transferable,

List II Only the less developed meémbers of the GATT Long
Term Arrangement on Cotton Textiles (Colombia, India,
Jamaica, South Korea, Mexico, Pakistan and Egypt) benefit. The
tariff quotas enforced on sensitive items are limited to the
tonnage of deliveries during 1968 from the beneficiaries alone,
and country ceilings are fixed at 30% of the tariff quota except
in the case of cotton undergarments (50%). Quotas are allocated
amongst the member states in the same proportions as in List I.
List IIT Only independent countries can benefit from GSP
preferences on this list (thus Hong Kong is excluded). Quota
levels on sensitive items are determined as in List I; the country
ceiling is 309 in most cases, except for leather footwear, under-
garments and carpets with under 350 rows of knots per square
metre (209) and carpets with over 500 rows of knots per square
metre (509%). Textile quotas. are calculated by weight and foot-
wear by value,

List IV, concerning agricultural goods in BTN 1-24, is differently
administered : only a selection of goods have been included and
only partial duty reductions given, the unweighted average cut
in tariff being about one-third. CAP levies are unaffected. There

*See Appendix C.
*The butoir for 12 items is 50% of the plafond for 7, 309%:; for 24, 209%; and
for 1 (basketwork, wickerwork etc.) 10

*In the following ratio: Germany 37. 5%, France 27.19%, Italy 20.3%, Benelux
15.1%.
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.are no ‘quotas but ithere is. an.escape_clause. which allows the
reintroduction of the full tariff i in the interests of elther assoc1ate
or domestrc producers : : :

Itis clanned by the EEC Comm1ssmn that the tariff quotas provrded
in 1971, duty-free access for more than twice the value of- the. Com-
munity’s dutiable unports from e11g1ble LDCs in 1968, the base year.
While, statistically, this is so, the situation of ‘sensitive’ and quas1—

. sensitive’ commodities, where plafonds and butoirs really count, is con-
siderably less liberal. Here the duty-free quotas for 1971 amounted to
$345m as against imports of $270m in 1968, an increase of some 28%.

In 1970, the value of total exports from LDCs into the Community
was already 26% higher than in 1968, Richard Cooper® has argued
that, projecting past growth-rates, imports of broad groups of products
~(chemlcals semi-finished manufactures and . ‘miscellaneous’, manufac-
tures) may soon exceed the plafonds, even if they are not modlﬁed by
the butoirs, Thus, he argues, ‘if actual exports exceed the quota ceil-
ing, so that mfn duties must be paid on the excess, then there will Jbe no
new mcentlve where it counts, at the margm’2 to strmulate mvestment
for export rna.nufa.cture in developing countries. .

Nevertheless the creation of .new: tarlﬁ" free quotas where none ex-
isted before can, it is admitted, be.an incentive to .increase exports.

.,‘And the fact that the EEC’s system is the only one to include cotton
textiles, however restr1ct1vely, is.a point in its. favour. But the value
quota system enforced in most cases may well encourage LDCs to cut
prices to the bone in competition for shares of the quota. ‘Producers
in developing-countries may compete with one another sufﬁmently to
bid down the sales price even on duty-free imports to the point pre-
vailing on dutiable products. Under these . ... circumstances, the real
beneficiaries of the . . . scheme will be the European importers lucky
enough to get the duty-free quotas®.” Similar distortions may result, in
the context of global quotas, from the provision that each member
‘shall guarantee for importers of the products concerned established
in its territory free access to the share allotted to it’%. On the one hand,
in conditions of competitive supply (particularly where there are mono-
polistic buyers) such a measure coupled with .a quota system, although
liberal in expression, may again put a premium on price-cutting; on
the other hand, where non-competitive trade -flows exist (e.g. between
an overseas subsidiary and a European parent company) it does nothing
to minimise the importance of such connections.

“R. N. Cooper, The European Communities’ System of Generalised Tariff Pre-
ferences: A Critique, Yale University Economic Growth Centre Discussion
Paper No. 132, November 1971.

*Ibid., p.10.

“Ibid., p.8.

'EEC Council Regulation No. 1308/71, June 1971, Article 3.2.
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. Within a system of global quotas, exporting eountry ceilings (the
butoirs) are necessary in order to protect the interests of less competi-
tive LDGs. It is fairly clear that, without this provision, the principal
beneficiaries of the EEC system in 1971 (Yugoslavia, Iran, India,
Pakistan and Brazil in particular) would have exhausted practically
all the plafonds. Moreover, in establishing the system in this way, the
Community has followed the proposal made originally in UNCTAD
with the aim of giving special preferences to the ‘least developed’
countries. Nevertheless, it is perhaps only because of the existence of
global quotas that the need for exporters’ ceilings assumes such im-
portance; and it is possible that this measure and the allocation of
import quotas among the member states may only create further un-
certainties for LDCs. As far as the latter measure is concerned, if
several LDCs are competing under the scheme in exporting to several
of the EEC countries, none of them is likely to know at what points
the import quotas of any one country are likely to be exhausted. Since
there is no provision for the spreading of quotas over the year, there
will be pressure on the LDCs to crowd their exports as near as possible
to the beginning of the year, in order to get into the market before
the allocations are filled. Although, by virtue of free internal transfer
within the EEC, goods which have reached the import quota in one
country may still enter” duty-free if they can be brought through
another area whose quota has not been filled, such a procedure adds
extra freight, wharfage and time costs to trade.

Apart from these restrictive factors, the scheme seems administra-
tively very complex and expensive. Perhaps the most complicated ele-
ment is the inspection system for ‘quasi-sensitive’ goods for which, when
the plafond is reached, a decision must be made on whether or not to
reimpose the tariff. This involves the rapid transmission of import data
by Telex from ports of entry to a central monitoring bureau, and the
need for equally rapid assessment of the data, before the system can be
fully effective. The establishment of such a system creates another
considerable call on the Community administrative budget.

The entry of Britain and the three other new members to the Com-
munity will alter the basis for the calculation of plafonds and butoirs
by removing imports from the four into the Six (previously part of
the supplementary quota) from the calculation, and counting them as
‘intra-Community’ trade. The exact calculation of ‘basic’ and ‘sunple-
mentary’ tariff quotas will also depend on the number and importance
of new associates. Cooper’ has estimated that an enlarged scheme
might be slightly less restrictive than that of the ‘Six’ alone. Meanwhile,
ODI is carrying out an analysis of the effects of an enlarged EEC
scheme on the six ‘non-associable’ Commonwealth Asian LDGs. As a

'Cooper, op.cit.
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first stage; the values of imports subject to GSP treatment into the EEC
from these countries in 1968 (the base year) have been’ calculated; and
these are summarised in Table 6.6*. The wide variation in the situation
of each individual country should be noted but, averaging out, the
followmg emerges. For agricultural goods (BTN 1- 24) 30% ‘of. imports
were in duty-free classes and, of the rest, 93% were in classes excluded
from GSP treatment. For BTN 25- 99, 63% of imports were in duty-
free classes. Of the rest, '539% were excluded from the offer on’various
disqualifications, and 21% were regarded as sensitive, leavmg only 269
of dutiable EEC imports of manufactures from Comménwealth Asxa
sub]ect to ‘non-sensitive’ treatment under the EEC preference scheme.

It is impossible to predict with any accuracy what;the form of the
eventual joint system will be, or how generous in terms of ‘sensitive’
treatment and of coverage of,. agricultural products it is likely to be-
come. There is no doubt that'the Community system,as it stands, con-
tains restrictions and rigidities which are absent from the- Brltlsh
scheme (as also from the proposals of the Scandinavian countrles) but
the measure of gener051ty in the enlarged ‘1974 model’ systém will
depend entirely on the attitudes of EEC member countries. (mcludmg
Britain) ‘during, the review of the system to be undertaken in 19732
Meanwhile, it will be necessary to watch’ carefully the operations of
the two’ systerns and the reactions of domestic industrial and agrlcul-
tural pressure groups in Britain, as well as in the ‘Six’, to changes in
unport patterns whlch may result in 1972 from the operatlon of thc
GSP on either side. - :

Pdlicies for the Future?

The negotiations which will take place between now and 1974, when
the Yaoundé convention will be renewed, provide an opportunity for
taking stock of the EEC’s relations with the Third World in general.
As is evident from the patchwork of policy proposals currently emerg-
ing from the Commission, there are many conflicting interests involved,
on both sides. The proliferation’ of regional arrangements_in the
Mediterranean area is difficult to reconcile with the claims of German
business interests in Latin America and, in turn, with the maintenance
of special treatment for the Yaoundé group. The addition of the United
Kingdom, with ‘an impressive collection of visiting cards, all engraved

‘Results are provisional.

*For example, a Community ofﬁcxal has recently suggested that since the
British scheme’s offer on processed agrlcultural goods 1s ‘distinctly more ad-
vantageous’ than that of the EEC, it is therefore conceivable that it would be
adopted by the Ten. (See Tran Van- thinh, ‘A balance between Various In-
terests’, European Community, January 1972, p.23.)
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with the same family name, “The Commonwealth”?, adds the final
turn in the maze of special claims and special relatlonshlps '

It would be opportune if the accession of the UK, with its Common-
wealth interests, to the Community, with its Yaounde and regional
interests, could provide a point at which such a general review of the
enlarged EEC’s policies towards developing countries could be under-
taken,Broadly, the process embodies the reconciliation of two differing
‘spheres of ‘interest’, ‘based to a large extent on separate colonial
histories. It'is worth conSLdermg whether there is still relevance in ‘the
Community attitude to LDCs; i.e., that there exists a’ particular geo-
graphical and economic ‘region’ with which a European Community of
ten' members 'can identify itself. In particular, it should be asked
whether "the - concept of - association, which appears to be leading to
three or four levels of preferential treatment for differing groups of
countnes, determined by criteria which are hard to Justlfy m global
terms, is one which is worth preservmg

To some extent, confusion in policy formulation towards LDCs
arises from the present division of responsibilities between the Com-
munity authorities and national ‘governments, where aid is largely a
national policy - questlon but trade policy emanates from the joint
authority. Within a review of policies, then, the roles of bilateral, Com-
mun1ty-mult11ateral and fully multilateral aid should be fully reviewed
in’ the contexts of the meaning of association and -of the extension of
general tradé concessions to LDCs by the Community authorities. At
present, the issues and the responmbxlmes solnetimes appear submerged
in a flood of ad hoc measures brought in as a reaction to events, and
the danger exists that global policy will merely be the sum of a large
number of ‘special cases’.

‘l%l_;z;,rles Schiffman, ‘Global Tariff Preferences’, Euroﬁcan Commumty, February
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7 Development - The Search for
a New Strategy

by Guy Hunter

There has been a fall in the barometer of development expectations
over the last two years. It was not so noticeable as it moved  from
‘Fair to ‘Change’, but there are now more anxious glances as it
moves to ‘Rain’, with ‘Stormy’ ‘not so far away. Perhaps. it stood
highest when the Pearson Report was first published in 1969. At that
moment we were, indeed, confronted with sterner demands to increase
the international transfer of resources; but the aggregate GNP growth-
rates had achieved an average of 5% per annum, and the additional
task of raising aid targets to a full 19 of donor GNP, with 0:79% of
GNP for official aid alone, was stiff ‘but clearly not impracticable.
except (in political terms) for the United States, the largest -donor,
and for one or two of the poorer donors.

A wvigorous tap on the glass given by the Columbla University Con—
ference (February 1970), which closely examined Pearson, showed the
first sharp. fall. It showed that the Pearson targets, even if achieved,
would not prevent a faster widening of the gap between incomes in
developed and developing countries; and it cast serious doubt on
the value of GNP. growth-rates as a measure of development. This
attack on the GNP criterion was followed up by the ILO (Seers)
Mission to Colombia, which took employment as a major: index of
desirable achievement, and at-the ODA Conference on employment
at Cambridge (September 1970). The points of chief concern.became,
not so much the rich-poor gap on a world basis, but the continuing
poverty, malnutrition and under-employment of the poor. Studies by
V. M. Dandekar! and B. S. Minhas® in India showed a positively
‘stormy’ prospect that, even on optimistic assumptions of success in
the Indian Plan, over 40% of India’s population — say 220m people —
would be living below the poverty line of about ! Rupee (5 new pence)
per head per day at the end of the Plan period. By the time of the
SID World Conference in Ottawa (May 1971), one of the most dis-
tinguished Pakistani planners, Mahbub ul Haq® was openly saymg
that perhaps the whole approach to planning, aimed at maximising
aggregate GNP, was not in fact benefiting the poor, and that an
entirely new principle of direct attack on poverty, malnutrition and
'V. M. Dandekar, Poverty in India (The Ford Foundation), New Delhi,
December 1970.

*B. S. Minhas, Mass Poverty and Strategy of Rural Development in India, New
Delhi, March 1971.

*Mahbub ul Haq, ‘Employment in the 1970s; A New Perspective’, SID World
Conference, Ottawa, May 1971
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employment must be put in its place. He was not alone in this view.

Let us put together the gloomy factors which of late have been
more brutally exposed. First, there are the population growth rates.
The UN estimates for world population have been rising. The 1969
estimate for the year 2,000 gave :

More Developed Regions ... ... w.  1441m
Less Developed Reglons 4671lm
World ... . e e 6,112m
[Present World e 3,700m]

The ‘recently calculated’ estimate (UN Department of Social and
Economic Affairs ‘medium’ projection 1970), agam for the year 2,000,
gave :

More Developed Regions. ... 1,454m
Less Developed Reglons _ o e 5,040m
World ... .. 6,494m

Whatever may be done about population control in the future, the
18-year-olds of 1990 are born already : it is only in projections beyond
A.D. 2000 that LDCs could hope to alter present prospects substantially
by action now. Mr. McNamara® has pointed out that, if LDCs could
reach a net reproduction rate of one (an average of two childrén per
couple) by a.p. 2040, their total population would still ultimately
reach 13.9 billions; but that, if the net reproduction rate of one could
be reached 20 years earlier, the ultimate LDC population would be
only 9.6 billions — a difference of over 4 billions, i.e. more than the
present population of the world.

Second, there are the employment ﬁgures David Turnhamz has
estimated the growth of the labour force in less developed countries
at 25.2% for the decade 1970-80 (2.3% p. a), which means an absolute
increase of roughly 250m in the decade; it is calculated that in India
alone over 60m will be the net addltlon to the labour force in the
same decade. Most of this labour force is young; and Elliot Berg®
calculates that, excluding Latin America, only about 10% of it is in
full-time wage-paid employment. Further, Turnham calculates that
in 1950.73.3% of LDC population was in the agricultural sector,
falling only to 70.7% in 1960 - i.e. a very slow rate of percentage
structural change, and of course a large increase in absolute numbers

'‘Robert 8. McNamara, Address to the Board of Governors of the World Bank,
September 1971.

David Turnham, The Employment Problem in Less Developed Countries, Paris,
OECD Development Centre, June 1970

‘Elliot J. Berg, ‘Wages and Employment’, The Challenge of Unemployment to
Development, Montebello (Canada) Conference; Paris, OECD Development
Centre, 1971. : .
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in the rural economy. Particularly for Africa and Asia, it is quite
evident-that no realistic estimate of the rate of growth of wage-paid
employment, within the present development strategies, could possibly
absorb even the already certain increases in the labour force, let
alone reduce the present volume of unemployment. There are two
possible implications — a steep rise in open, urban unemployment,
and a steep rise in the number of people whom the rural economy
will have to absorb; in fact, both town and country will suffer in
degrees varying from country to country.

Third, there is the question of poverty and of income. distribution.
As Mahbub ul Haq has said?:

‘We are more aware now that the very pattern and organ-
isation of production itself dictates a pattern of consump-
tion and distribution which is politically very difficult to
change. Once you have increased your GNP by producing
more luxury houses and cars, it is not very easy to convert
them ‘into low cost housing or bus transport.” A certain
pattern of consumption and distribution inevitably follows.
_‘We have a number of case-studies by now which show
- how illusory it was to.-hope that the fruits of growth could
be redistributed without reorganising. the pattern of pro-
duction and investment first. . . . In my own country,
Pakistan, the very institutions we created for promoting
. faster growth and- capital accumulation frustrated, later
- ron, all our attempts for better distribution and greater social
.justice.’ -

In fact, the whole concept that GNP growth, concentrated in a small
modern sector, would be diffused downwards through society fast
enough to substantlally improve living standards among the poor is
now urder grave suspicion, particularly in the countries where popu-
lation growth is highest and where the propornon of rural to urban
(or agricultural to industrial) distribution is highest. .

.The prospect of combined overcrowding, poverty and unemploy—
ment carries possibilities of violence and of disasters which cannot be
wished away. In Pakistan itself, the revolt of the poorer East against
the richer West resulted in civil war, and the poorer elements of the
West are also in political revolt against the richer section.

At least, if storm signals are flying, there may be some encouragement
in a growing reappraisal in development thinking which may face
'Address to the SID World Conference, Ottawa, May 1971.
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the storm more effectively, First, at the .intellectual level, a sub-
stantial proportion of influential economlsts have swung round to a
priority emphas1s on sustained agricultural devélopment, dn'ectly
affecting incomes and, less’ dlrectly, ‘employment of the rnassive
numbers of the rural poor. It is interesting that economists 'have been
influeniced to this change of heart mainly by the employment ptoblem
not by the macro-analysis of growth based on Western experience,
which dominated ‘thinking for too long. But can it be done? At least
much more. money for technical research has been poured in by the
Foundations and now by other donors, to evolve a new agrxcultural
technology, exemplrﬁed in the Green Revolution, .But’ technology is
not a sufficient .answer : to raise the whole level of small- scale farming,
with increasing pressure of population on land, requires an invest-
ment, an administrative effort, and a skill in fosterlng suxtable insti-
tutions, the nature and scale of which has still not.been ﬁrmly faced.

The prospects for an attack on unemployment and on poverty can
only be regarded with even the smallest gleam of hope if the detailed
approach fo developmg societies s radlcally changed. Partxcularly in
countries, with a 70%/30% rural/urban distribution_of populatxon
self—employment (in farming, in small services, in tradmg, in'leading
small units of craft productron), seasonal and casual employment
and more regular wage-employment, partly on farms ‘but mamly in
small constructional, dlstrlbunve, transport, service, processing, and
even small’ manufacturmg unifs in the rural areas, will have to provide
a livelihood for the increasing numbers. This wide-spread addition to
livelihoods in the only ‘sector of the economy which is large enough
to absorb the population growth must largely depend upon the local
multiplier effect of sharply incréased farm incomes from intensive
and more specialised production. Specialisation is needed _to ensure
an increased domestic market for increased agricultural output. There
is much evidence of under-used factory capacity which could meet
increased demand from the rural population and help to absorb
unemployed labour.

This approach is radically new, because many of the types of liveli-
hood have been precisely those which have largely escaped the stat-
istics and therefore been partially neglected by most macro-economists.
Alongmde a new attention to this untidy, ill-recorded, un-projectised,
but organically vital sector there would have to be changes in central
policy (as to urban wage-rates, and exchange and fiscal policies
favouring capital-intensive technology and imported consumption
goods) which would give a fair wind to endogenous and more labour-
intensive act1v1ty

At present the situation and attitudes of donor countries are not by
any means entirely favourable to such a programme. One major
strand of self-interested thinking, sharpened by balance of payments
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problems in the USA and by acute competition to export developed-
country manufactures (Japan, West Germany), is the suggestion that
private investment in LDCs, by giving them ‘management skills’ and
higher productivity in the modem sector, can be substituted for at
least part of an aid programme suited to their needs. Unfortunately,
developed countries do not easily offer (they have long forgotten)
the kind of management skill and technology appropriate for a
10-acre farming economy, craft production, petty trading, and con-
struction with local materials in a tropical climate. Higher. produc-
tivity in the capital-intensive sector, while it may increase monetary
GNP, will assuredly do little to cure unemployment, as indeed we
have discovered, from time to time, in the high-wage economies of
the West.

We do live, willy nilly, in one economic world, naturally dominated
by the concepts, interests and economic pattern of the richest and
most powerful countries. Wage-inflation, high prices, an export drive
for Western capital and consumption goods, and a present danger
of relapse into protectionist blocs, provides about the worst possible
‘fit" with the needs of developing countries, pressing upon them just
those policies and temptations which have in part led to their present
employment predicament. This is not, of course, a sinister conspiracy
forced upon unwilling victims. The 1eaders of many LDCs have them-
selves set the pace for Westernisation, sometimes even against Western
advice. .

Nor will a concentration on the least developed twenty-five coun-
tries, now envisaged by the UN, go far to avert the stonn. It leaves
out by far the biggest mass of the poor — for example, in the Indian
subcontinent and Indonesia. If there are to be criteria for the ap-
plication of special effort, they must guide it to the central objective,
not to the more easily handled periphery.

As the LDGC populations grow towards 5 billions out of a world total
of 64 billions, we have to reassess far more carefully the exact nature
of the contribution to their real needs which the small rich world
can make. Some parts of our knowledge can be of immense service,
including those parts of our technology which are adaptable to their
own situation. But it is useless to continue exporting other parts
which grew from and depend upon resource endowments and factor
prices which are grossly unsuited to that situation. This does not apply
only to wages and capital intensity. Highly complex planning and
administrative systems, educational volume and structure; labour
legislation or social security systemns also reflect a wholly different
social economy.
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Indeed, if one may anticipate and greatly sharpen the choices
which lie ahead, there seem to be two main, and contrasting, strategies
for development which the future holds. The first is a continuation
of the process of attempted ‘gleichseschaltung’ of LDC economies to
the pattern of our own. Through the process of private capital invest-
ment, through multinational companies, through the patterning of
institutions — Trade Unions, Local Government, Co-operatives, Uni-
versities, bureaucracy - on modern Western lines, there might be a
more marked absorption, a re-colonisation, of LDC economies as out-
lying components of the dominant industrial powers. There is at
present the proposal to ‘associate’ many more countries, in Africa, the
Caribbean and the Near East, to the European Economic Community.
Perhaps when the Treaty of Rome was signed, when France’s African
possessions were described as ‘France Outremer’, there was some logic
in this. Now, when the LDCs concerned are independent nations,
what is the logic, unless it be the logic of economic re-colonisation, in
this association of a quite arbitrary selection of nations - arbitrary,
that is, unless their cammon colonial past is still a valid principle of
selection? Even this doubtful eriterion is not fully applied, since Asia
is excluded. Is this because Africa and small economies and islands
are felt to have less chance of independent survival than the Asian
group? Obviously, there are ties and obligations between European
metropolitan countries and their erstwhile dependencies. But these
would seem more naturally expressed in bilateral relations than through
a trading community formed for quite other basic reasons. There
are global systems — UNCTAD, GATT - for regulating trade prefer-
ences and tariffs. Let it not be implied that ‘re-colonisation’ implies a
deliberate or sinister motive in Europe. Many developing countries
see short-term advantage in association with the EEC, or indeed a
necessity to join if their competitors do. It is simply that, on both
sides, the gradual inclusion of LDC economies within a Western system
represents, perhaps half-consciously, a belief that this is the only way
forward. Would it repeat, as well as the benefits, the bitterly criticised
distortions of the old colonial system?

The second strategy is as yet only struggling to be born. It consists
essentially in a far clearer and more reasoned recognition that de-
veloping countries must find and pursue a course of development
which reflects their own capacities and style: imust harness a far
greater proportion of their own potential energies through springs
and tributaries and streams of action far more widely spread across
the whole landscape of their people. Professor Pajestka, in a thoughtful
paper from the UN Centre for Economic and Social Information?,
has emphasised that ‘development’ is social and economic change,

‘Joseph Pajestka, ‘The Social Dimensions of Development’, Executive Briefing
Paper No. 3, UN, New York, 1970.
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"and therefore’ essentially internal. LDCs riust ‘fully assume responsi-
bility for' their own modernisation, felying on their own strength and
concentrating on increasing their own efficiency . .". . The scopé of

’ undertakings resulting from a development policy, which also means
‘the range of ‘active ‘socio-economic -changes, must cover the ‘entire
: economy and the entire somety He contrasts this developmént strategy
‘with- ohe of the macro-economic models which have been so much
used in the past, which lead to ‘the conclusion that the major part
of ‘ the population of developing countries cannot even’ dream of
‘reaching — by the end of ‘the century or even later — levels comparable
in any degree to the "present levels of developed countries’. Such
pro_]ectlons are in any case making wrong assumptlons about what

*is desirable : ‘It is in no way justified to insist on an increase of .
material goods and services on a’ 30-fold or even 10-fold scale, in order
“to - create -conditions’ conducive to a physmally "wholesome and
spiritually- creative development for ‘man on 4 mass scale and to
produce an environment likely to prevent him feeling like a pariah
in" our ‘contemporary world. . . . This sort of dév'elopnient' is within
‘the ‘grasp ‘of .the majority of developlng countrles and could be
g achleved within a generatlon ‘

~There Have been other voices saylng such things — Professor Frankel1
"wntlng twenty years ago:

“. .. different countries have a d1ﬂerent language of. socm.l :

ctxon, and possess, and.indeed have long exercised, pe-
culiar aptitudes. for- solvmg the problems of their own time .
and place.’

Professor Harry Johnson?, in 1970

“The essence of the development process . . , is a process
of social transformation which can only be effected by a
myriad of micro-economic changes, not simply by macro-
economic additions of domestic and foreign resources.
These changes have to be effected largely, if not exclusively,
by the govemment and c1tlzens of developlng countries
themselves.’ ~

“H.E. Soedjatmoko® 2

‘Economic development . . . is part of a more general
process of transformation . . . . Each nation will have to

'H. S. Frankel, The Economic Impact on Underdeveloped Countries, Black-
well, Oxford, 1952.

“*Statement to a sub-Committee of the Joint Economic Committee of the
Congress, May 1970.

*Asian FEcumenical Conference for Development, Tokyo, July 1970 (Develop-
ment Digest, Vol. IX No. I, Jan. 1971).
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develop its own vision of the future, out of the materials
of its own history, its own problems, its own natural
make-up.’ . -

This second strategy, then, looks to agricultural and rural de-
velopment, thus hitting at the centre of under-employment, mal-
distribution of income, and real need. It looks to a greater effort
in basic education for the mass of people, very much including adult
education. It looks also to industry, and especially to dispersed manu-
facturing services and trade. It looks (in ‘Professor Pajestka’s words)
to ‘economic efficiency’ achieved by internal socio-economic change.

By no means does such a strategy exclude aid from the developed
world. Although I have deliberately sharpened the contrast between
a Westernising re-colonisation and a development of indigenous
potential in an endogenous socio-economic style, it would be wrong
to imply that aid has always been misguided, that tested methods of
economic appraisal are inapplicable, that the less dramatic but constant
flow of technical assistance and aid to infrastructure has not been of
great value, It does imply a more sensitive recognition of different
styles of growth; aid to infrastructure which does not prescribe too
closely the activities and institutions which are thus supported; aid
which enables rather than aid which seeks to shape. It should mean
aid which covers local costs and programmes more generously, which
is untied, not only to physical purchases from the donor but (even
more important) to his institutional, economic and administrative
shibboleths. It should mean a sharper distinction between aid which
is designed 1009 for the recipient’s needs and purposes and aid
which is mainly commercial export business for the donor.

Finally, it would be absurd to assume, or tacitly imply, that the
developed world itself is set on a steady course of ever greater
affluence in physical consumption. There are mounting signs of
scientific, psychological and moral concern and rejection among the
rich nations. The exponential c¢urves of rising resource use and of
rising pollution, on a planet with finite limits both of resources and,
especially, of ecological viability, are one cause of scientific disquiet.
The falling quality of life in some respects (pollution, noise, over-
crowding, the spreading concrete jungle, lack of dignity, participation
or satisfaction in many forms of work) exerts increasing psychological
stress, Only in the last year or two could letters to The Times have
referred to ‘the Frankenstein of growth’!, or leading articles appeared
under the title ‘Can we afford to be Rich?’., There is a rising moral

'But we should remember that J. K. Galbraith published The Affluent Society
as long ago as 1958.
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rejection, especially among young people, of the purposes, values,
and bureaucratic ruthlessness of the acquisitive and affluent society.

Among some of those concerned with overseas development this
attack on ‘growth’ spells danger. If the developed countries should
cease to ‘grow’, sensu economico, would this not result in an even
greater deceleration in developing countries, as the volume of world
trade declined? So recent history seems to show. Thus Mr. Philippe
de Seynes, Under-Secretary General for Economic and Social Affairs,
in a Statement to the Second Committee of the General Assembly
of the United Nations (29 September 1971), makes a surprisingly
impassioned defence of ‘growth’:

‘It is necessary to reaffirm that growth continues to be the
mainspring of social progress and, in a sense, its guardian
angel. ‘ o

¢ .. . The future of developing countries is inextricably
linked with the growth of industrial countries. ... No doubt
new approaches may be developed that will somewhat
reduce dependence on industrial markets, encourage trade
between countries of the Third World and regional inte-
gration and stimulate new schemes for development based
more directly on national effort. Nevertheless, the funda-
mental interaction, the secular correlation, of which there
is ample evidence, between the progress of the Third World
and the growth of industrial countries is still an essential
factor. Nothing in the present or foreseeable organisation
of relations on this planet justifies the belief that some new
dynamic can take the place of this beneficent correlation
... There is no scientifically valid judgment on the capacity
of the biosphere or the exhaustion of natural resources
that would at this point justify us in saying that growth
must be halted or slowed down . ...’

These are strong words, and brave words, issued from a country
accounting for 40% of the world’s natural resource use, in which Lake
Erie is already ‘dead’ from pollution, and in which a Court can
order the closing down of a number of factories owing to imminent
risk of dangerous accumulation of atmospheric pollution in the air
above New York (November 1971). No doubt the scientific evidence
will be further examined in the Stockholm Conference on the
Environment this summer. Nevertheless, in view of existing statements
by responsible scientists, it might be wise to accelerate the ‘new

Tt is, in my view, unfortunate that ‘growth’, in economic literature, is used in
the narrow meaning of ‘growth of GNP, and ‘development’ for wider social
growth. I would prefer ‘growth’ in a wide, organic sense, and ‘development’ for
the efforts of economic planners.
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approaches’ which I have italicised in Mr. de Seynes’s statement,
and which accord closely with the argument of this chapter.

" Bt might be wise, also, to define more closely what ‘growth’ is to
mean. If, in both developed and developing countries, it is an ever-
increasing output of physical objects, power, etc., that i1s one thing.
But if it might mean in developed countries a change of emphasis
from quantity to quality of life, a decreasing concentration on objects
of consumption, an increasing emphasis on less material, though
costly, values — quiet, clean air and water, privacy, rewarding work;
then the effects of ‘slowing down’ material growth might not be so
destructive to the future of developing countries, particularly if they
in turn were concerned to build upon their own resources the type
of development which Professor Pajestka has sketched. The exporters
of minerals (both metal and oil) in LDCs might indeed feel the pinch
if physical growth slowed down. But there is no reason why a
slightly less compulsive consumption of physical products in the in-
dustrial world should reduce some of the vital exports of tropical
countries — tea, coffee, sugar, vegetable oils, bananas and other
fruits, or even Indian textiles. Much of the debris and pollution in
industrial countries — metal, chemical and plastic wastes, automobile
fumes — comes from their own internal production.

A vyear of the Second Development Decade has already passed — a
year in which 13m people will have been added to India’s population,
We have, even in terms of food production, a very short breathing
space (perhaps 20 years if tremendous efforts are made) before
population growth inexorably gains on food production. We have
probably even less time before poverty, maldistribution of income,
unemployment and overcrowding result in even worse outbreaks of
violence. It may seem inappropriate to be speculating on longer and
more complex issues when the hard, practical tasks, and the need for
renewed effort, are so vivid and urgent. But surely the experience of
the last 20 years shows that we need, not only to try harder, but to think
harder and to think freshly. We need a new formulation of the nature
of development, and especially of ways to use the wasted human
potential in developing countries. We need a greater historical sense
of the ways in which human communities have built for themselves a
modest prosperity in earlier periods, long before the present and per-
haps temporary pattern of industrial affluence came to dominate men’s
minds and to divide the world in such unequal groups. There are signs
of fresh thinking, still tentative, but gaining strength. If, by reformula-
tion, we can find a way forward in which our efforts are less wastefully,
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more aptly applied, the gain is great. Subject to one great threat,
human knowledge and good purpose are well able to meet the future,
however stormy it may seem. The threat lies in the growth of human
numbers, which could yet defeat all that the best of knowledge and
purpose can devise.
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Table A.4 British Multitateral Aid, 1966-1969 and 1970
. . LA -"£m;~': .

PR VR

Annual Average

S 1966-69 1970
Contributions towards financiai aid S
. International Bank for Reconstruction and- Development (l&RD) A ey ©1-4
‘International Development Association' {IDA) T 142 ‘64
. Asian Development Bank (ADB) 08 . 0-6
Caribbean Development Bank (CDB) —_ 0-4
World Food Programme (WFP) 141 2:2
UN Refugee Programmeés’ . 18 20 |
Other.” T 2
; Totai 17-9 130
Contributions towards technical assistance . . " :
- United Nations Development Programme (UNDP) 48 - 88
United Nations International Children’s Emergency Fund (UNICEF) 05 - 06. °
Other UN Agencies 01 Q2 . .
Other t 02 -
Total o ) : 54 68 -
Total UK Multilateral A|d ’ 233 . 198 %
as a percentage of gross aid 11-3% 9-2%.
Nota: T Less than £50,000.

Source: British Aid Statistics 1966—1970 HMSO 1971, Tables 4 and 9.

Table A. 5 World Exports by Area of Origin, 1970!

Notes:

Source:

130

Value % of

$m ~ ' . World Total
Deveioped Countries - o o
- North America : 60,088 19-4
EEC . 88,686 286
© Britain  *" ..t 19,351 .62
EFTA(other than Bntam) - 23,816 =77
. Other Industrial W. Europe 4,200 1:4
USSR and E. Europe 30,909 100
S. Africa, New Zealand, Australia . 8,470 .27
Japan 19,333 6-2
Total 254,853 82-1
Developing Countries - . R
Brazil, Argentina, Mexico ’ 5,912 .18
Other Latin America & Caribbean . --9,638 341
" European LDCs 3,253 11
Israel . 781 0-3
Arab Middle East & N. Afnca v 14,289 .46
Other Africa : . 7,742 2:5
Hong Kong, Taiwan, Singapore, S. Korea ~ 6,331 2:0
India, Pakistan, indonesia . 3.491 11 -
Other S. & E. Asia2 . 4,178 14
Total 55,615 17-9
World Total 310,468 100-0

1. Geographical areas are defined.as follows:

North America: Canada, United States.

EFTA (other than UK): Austria, Denmark, Finland, Norway, Portugal, Sweden, Swnzerland
Other Industrial West Europe: Greece, Iceland, lreland, Spain.

USSR and E. Europe: Albania, Bulgana, Czechoslovakla, E. Germany, Hungary, Poland
Romania, USSR,

Other Latin America and Caribbean: Bolivia, Chile, Colombia, Costa Rica, Cuba, Dom_lmcan
Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Nicaragua, Panama, Paraguay, -
Peru, Venezuela, Uruguay, West Indies.

European LDCs: Cyprus, Gibraltar, Malta, Turkey, Yugoslavia.

Arab Middle East and North Africa: Gulf States, lran, fraq, Jordan, Lebanon, Saudi Arabia,
Syria, UAR, Yemen, Algeria, Libya, Morocco, Tunisia. .
Other Africa: All Africa, including Malagasy Republic, except South Africa, Algena,
Libya, Morocco, Tunisia, UAR.

Other S. & E. Asia: Afghanistan, Brunei, Burma, Cambodia, Ceylon, Chma N. Korea, Laos,
Macao, Malaysia, Nepal, Philippines, Ryukyu Is., Thailand, N. Vietnam, S. Vietnam.

2. Trade among Asian Communist countries is excludedA .

International Financial Statistics, \MF, June 1971.

Ingernational Trade, GATT, 1970. :



Table A.6 Network of International Trade: Exports, 1960 and 1968

Destination

Origin
North America

EEC
Britain (UK)
EFTA (other than Britain)
Other Industrial West Europe
USSR and East Europe
South Africa, New Zealand, Australia
Japan
Total Developed Countries
Brazil, Argentina, Mexico
Other Latin America and Caribbean
European LDCs
Israel
Arab Middle East and N. Africa
Other Africa
Hong Kong, Taiwan, Singapore, S. Korea
India, Pakistan, Indonesia
Other South and East Asia
Total Developing Countries
TOTAL (a) $ million

(b) % of World Total

Notes:

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

1960
1968

N. America

6,823
16,602

2,632
6,382

1,674
2,818

763
1,655

151
461

94
269

383
891

1,227
4,479

13,547
33,557

1,137
1,637

3,140
3,726

100
171

32
132

400
346

476
648

268
1,267

480
602

6525
817

6,558
9,246

20,105
42,803
15-6
18-2

EEC

3,924
6,847

10,250
28,830

1,673
3,099

3,134
5,195

384
760

1173
1,910

688
889

175
687

21,301
48,317

726
1,046

941
1,392

276
554

62
169

2,146
4,877

1,617
2,287

150
243

259
414

612
603
6,689
11,585

27,990
59,902

21-7
25-5

1. For definition of geographical areas, see Table A.5, note 1.

2. Trade among Asian communist countries is excluded.

Sources: Direction of Trade, 1960-64 and 196468, International Monetary Fund.
International Trade, 1968, GATT.

UK

2,369
3,424

1,760
3,130

1,424
2,564

471
746

388
654

1,382
1,624

121
365

7.905
12,497

298
192

711
753

98
141

36
71

805
1,479

896
911

205
303

527
383

375
278

3,951
4,511

11,856
17,008

9.2
7-2

EFTA
(other than
Britain)

1,076
1,774

5,111
8515

1,244
2,121

1,484
3,965

103
228

662
992

59
72

11
417

9,850
18,084

157
214

187
366

75
165

25
59

159
433

183
333

39
73

22
61

83
128

840
1,822

10,790
19,908

8-3
85

131

Other
Industrial

W. Europe

342
839

590
1,962

478
1,045

174
502

7
27

59
200

16
60

59
161

1,725
4,796

37
158

62
208

32
63

4
16

166
502

24
97

14
6

22
27

22
39

383
1,116

2,108
5,912

1-6
2-5

USSR and
E. Europe

227
344

992
2,373

270
548

613
1,110

80
159

8,086
15,200

87
95

64
233

10,419
20,062

132
176

127
345

222
533

4
19

290
485

79
118

51

147
370

1,468
507

2,520
2,523

12,939

22,585

10-0
9:6

SA, NZ,
Australia

925
1,713

608
1,186

1,612
1,647

199
316

8
26

10
31

206
319

225
685

3,693
5,923

16
17

24
22

1
2

3
10

210
312

130
70

110
108

122
132

154
139

770
813

4,463
6,736
35
29

Japan

1,627
3,517

209
637

82
236

54
205

16
27

80
61

381
1,172

2,349
6,310

116
159

101
578

3
19

2
24

384
1,596

61
326

174
379

134
479

494
1,033

1,469
4,593

3,818
10,903

3-0

46

Total
Developed
Countries

17,203
35,060

22,052
53,115

6,733
11,514

7,845
15,502

1,220
2,434

10,5652
19,772

3,202
5,122

1,982
7,027

70,789
149,546

2,619
3,499

5,303
7.390

807
1,638

168
500

4,560
10,000

3,366
4,790

1.011
2,380

1,713
2,468

3,733
3,544

23,280
36,209

94,069
185,755

73-0
790

$ million f.o0.b.

Brazil, Other Latin  European

Argentina  America LDCs
Mexico and
Caribbean
1,680 2,338 235
2,512 3,308 388
770 982 558
1,072 1,535 1,133
229 571 169
266 557 259
270 238 121
372 375 232
32 33 19
83 172 38
122 87 246
102 592 559
24 18 24
23 55 34
92 186 18
251 445 50
3,219 4,453 1,390
4,681 7.039 2,693
142 158 12
293 359 20
293 1,111 16
270 1,343 25
8 3 10
3 16 13
2 2 15
5 4 19
48 16 68
160 56 121
4 7 12
26 20 26
30 30 8
16 40 1
18 31 16
5 15 38
21 31 24
18 17 18
566 1,389 181
796 1,870 281
3,785 5,842 1,571
5,477 8,909 2,974
29 4-5 1-2
2-3 3-8 1-2

Israel

133
288

147
346

486
211

34
87

oy
oo oW

3
14

374
978

3
15

3
7

Arat{
Middle East
and
N. Africa

648
1,142

2,456
2,696

504
720

219
368

27
108

267
574

48
50

164
485

4,333
6,143

16
45

47
31

60
104

0
17

383
437

90
87

49
57

108
208

68
136

821
1,122

5,154
7.265

4.0
31

Other
Africa

218
489

1,151
1.871

812
m

224
438

26
27

31
127

245
378

263
680

2,970
4,781

2
17

63
0

12
6

9
23

124
172

125
286

41
90

75
108

26
86

477
788

3,447
5,569
27
2.4

Hong Kong, India,
Taiwan, Pakistan,
Singapore, Indonesia
S. Korea
459 950
1,350 1,323
202 600
429 643
221 592
308 303
59 118
156 118
1 6
3 4
— 128
7 349
72 65
204 66
445 278
1,751 402
1,459 2,737
4,208 3,208
[] 8
25 4
4 7
37 7
— 21
¢} 57
8 _
31 —_—
57 223
160 272
13 109
33 65
83 95
301 96
245 67
151 10
680 255
603 181
1,096 785
1.341 692
2,555 3,622
5,549 3,900
20 27
2-4 17

Other

S. &E.

Asia
536
1,301

597
939

401
407

115
209

6
9

1.416
999

134
347

593
1,785

3,798
5,996

12
8

54
9

1
12

3
8

90
129

31
52

648
302

271
195

367
225

1.487
940

5,285
6,936

44
3-0

Total
Developing
Countries

7,197
12,101

7,463
10,664

3,645
3,802

1,398
2,355

153
450

2,300
3,327

635
1,165

2,042
5,863

24,733
39,727

359
786

1,598
1,729

137
227

39
107

1,009
1,509

403
616

985
911

831
730

1,474
1,285

6,835
7.900

31,568
47,627
24-5
20-3

Residual

1,681
60

228
474

19
31

16
44

48
52

361
4

296
245

31
76

2,680
986

137
219

103
253

7
12

8
34

94
8

129
112

23
24

20
2

76
52

597
716

3,277
1,702
2.5
0-7

TOTAL

(a)
$m
26,081
47,221

29,743
64,253

10,297
15,347

9,259
17,901

1,421
2,936

13,213
23,103

4,133
6,532

4,055
12,966

98 202
190,259

3,115
4,504

7.004
9,372

951
1,877

215
641

5,663
11,517

3,898
5,518

2,019
3,315

2,564
3,200

5,283
4,881

30,712
44,825

128,914
235,084

100-0
100-0

(b)

% of
World Total
20-2
20-1
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Appendix B General Preference Schemes: Offers made by Developed Countries
Period of Operation Coverage

Country

United Kingdom

European Community

United States

Japan

Nordic Countries
(Sweden, Norway,
Denmark, Finland)

Austria

Switzerland

Ireland

Canada

New Zealand

Australia

Eastern Europe

Date of
Operation
1 2
1.1.72 1.1.72-11.74
(unification with EEC
System by 1974)

1.7.71 1.7.71-1.1.74
Not decided  Not decided
1.8.71

1.10.71 Till 1974 for Norway
(Norway) and Denmark
1.1.72

(Sweden)

(Denmark)

(Finland)

1.1.72

1.1.72

1.1.72 .
1.1.72

1.1.66

1.1.72

3
All BTN2 25-99 except
those in Col. 4
Over 140 PAG items
in BTN 1-24

All BTN 25-99
“without exception’’
{but see Col. 4)
Selected items

in BTN 1-24

(N.B. Common
Agricultural Policy
variable levies still
stand)

All manufactures and
semimanufactures
except (Col. 4)

100 tariff items of
industrial primary
products

180 tariff items of
PAGs

All 25-99 except
(Col. 4).

“A range’’ of PAGs

All industrial products,
including raw materials
except (Col. 4)

“A range” of PAGs

All manufactures and
semimanufactures in
25-99 except (Col. 4)

All 25-99 except
(Col. 4)

Some PAGs

All manufactures and
semimanufactures in
25-99 except (Col. 4)
All manufactures and
semimanufactures
except (Col. 4)

Some PAGs

“A list’’ of agricultural
and industrial products

Positive lists covering
confectionery only in
1-24 and a selection
of 25-99

Not clear, except that
Czechoslovakia has
cut tariffs on LDC
imports by 50%.
Hungary has also
introduced a scheme

Exceptions
Manufactures
5

4
Cotton and competing Duty free entry or
synthetic textiles Commonwealth
Hydrocarbon oils preference rate
Perfumes
Matches and lighters
Jute and coir
products: special
negotiation with
India, Pakistan
Industrial raw materials
in 26-99, including
metals up to ingot
stage

Duty free entry

Cotton, wool and man Duty free entry
made fibre textiles;

clothing, footwear,

petrochemicals,

petroleum products

All LDCs granting

reverse preferences

50% of duty on

Hydrocarbon oils,
textiles, leather goods,

leather clothing, silk

fabrics, rubber or toys.
plastic footwear Duty free entry for all
others

Textiles, tyres, leather, Duty free entry
leather clothing,
footwear, pottery and
china, glassware, cycles
and motor cycles,
furniture

Cotton textiles, any
product bearing
variable levies or
equalisation charges

30% duty reduction

Goods bearing fiscal  30% duty reduction

duties

Most textiles, tyres, One-third duty
most leather, footwear, reduction
vehicles and parts
(Mainly textiles) One third cut or to
British Preferential rates,
whichever lower

(B P rate is often zero)
To British Preferential
rate—which is usually
zero

Varying: some duty free,
others only partial.
Handcraft products

(inc. handloom

textiles) duty free
Czechoslovakia 50%:
others not yet clear

Products competing
with Australian
industries ?

Some textiles,
footwear, PAGs

Depth of Preference

PAG!

6
Duty free entry or
Commonwealth
preference rate

Partial duty reductions

Duty free entry

50% on most, but
100% on some

Duty free entry

Duty free entry or
reductions

Safeguard Clauses

7
“Right to withdraw’”

“Right to withdraw"’
for PAG: global tariff
quotas and country
ceilings for
manufactures

(See Ch. 7)

Escape clause,
dependent on Tariff
Commission hearings

“Right to withdraw"
for specific PAGs from
specific sources,
Quotas (imports from
LDCs in 1968 and 10%
from all others in most
recent year) and
country ceilings (50%
of quota)

“Right to withdraw’”

Quotas (L.DC imports,
over 25% above
previous year or for
most competitive LDC,
over 10% above)
“Right to withdraw’

.

“Right to withdraw’’

“Right to withdraw"’

“Right to withdraw”

“Right to withdraw'’
and quotas on all
except handcrafts

Notes:

1. PAGs = processed agricultural goods.

2. BTN = Brussels Tariff Nomenclature.
Sources: Trade and Industry, HMSO, 24 March 1971.
UNCTAD Documents TD/B/AC.5/24 and 5/34, Addenda 1-10.

.. Not available.
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Appendix C Developing Countries covered by the British General
Preference Scheme'.

Afghanistan

Algeria

Argentina

Bahrain

Barbados

Bolivia

Botswana

Brazil

Burma

Burundi

Cameroon

Central African Republic

Ceylon

Chad

Chile

Colombia

Congo, Democratic Republic
of the

Congo, People’s Republic of the

Costa Rica

Cyprus

Dahomey

Dominican Republic

Ecuador

Egypt, Arab Republic of

£l Salvador

Equatorial Guinea

Ethiopia

Fiji

Gabon

Gambia, The

Ghana

Guatemala

Guinea

Guyana

Haiti

independent countrias

Honduras
india
Indonesia
lran

Iraq

"tvory Coast

Jamaioa

Jordan

Kenya

Khmer Republic (Cambodia)
Korea, Republic of
Kuwait

Laos

Lebanon

Lesotho

Liberia

Libyan Arab Republic
Madagascar
Malawi

Malaysia
Maldives

Mali

Malta

Mauritania
Mauritius

Mexico

Morocco

Nauru

Nepal

Nicaragua

Niger

Nigeria

Pakistan

Panama

Paraguay

Peru

Philippines
Qatar
Rwanda
Saudi Arabia
Senegal
Sierra Leone
Singapore
Somali Democratic Republic
Sudan
Swaziland
Syria
Tanzania
Thailand
Togo
Tonga
Trinidad and Tobago
Trucial States:
Abu Dhabi
Dubai
Ras-al-Kaimah
Fujairah
Ajman
Sharjah
Umm-al-Qaiwan
Tunisia
Uganda -
Upper Volta
Uruguay -
Venezuela
Vietnam, Republic of
Waestern Samoa
Yemen Arab Republic
Yemean, People’s Democratic
Republic of
Yugoslavia
Zambia

Depondent territories, associated states and states whose external relations are con-

ducted by third countries

Angola
Antigua
Australian Antarctic Territory

Bahamas
Bermuda

British Antarctic Territory



.British Honduras

British Indian Ocean Territory (comprising the
Chagos Archipelago, Aldabra, Farquhar

and Desroches)
British Solomon Islands Protectorate
Brunei
Cape Verde slands
Cayman Islands
Christmas island
Cocos (Keeling) Islands
Corn Islands and Swan islands
Dominica
Falkland Islands and Dependencias
French Antarctic Territories
French Polynesia
Gibraltar
Gilbert and Ellice Islands Colony
Grenada
Heard Island and McDonald islands
Hong Kong
Macao
Montserrat
Mozambique
Netherlands Antilles
New Caledonia and Dependencies
New Hebrides Condominium
Norfolk Island
Overseas Territories of New Zealand:

Niue Island, Tokelau lIslands, Ross De-

pendency and the Cook Islands

Pacific Islands administered by the USA:
Guam, American Samoa (comprising
Swain island), Midway Islands, Johnston
Island, Sand Island, Baker, Howland and
Jarvis Islands, Wake Island and Johnson

Atoll and Kingman Reef.

The following- mandated islands—the
Carolines, the Marinas, and the Marshall

lslands. .

Papua—New Guinea

Pitcairn

Portuguese Guinea

Portuguese Timor

Prince and Sao Tome Islands

St. Christopher-Nevis-Anguilla

St. Helena (with Ascension and Tristan da
- Cunha)

St. Lucia

St. Pierre and Miguelon

St. Vincent

Seychelles

Spanish North Africa

Surinam

Territory of New Guinea

Turks and Caicos Islands

Virgin Islands (British)

Virgin Islands (USA)

Wallis and Futuna lslands

Note: 1. The countries listed are also those covered by the EEC GSP, except that Equatorial
Guinea, Nauru and Tonga appear to be excluded. In‘the'EEC’s 1971 classification, Bahrain,
Qatar and the Trucial States have been counted as dependencies. Fiji has not yet been
included in the EEC system but is being given consideration, as are Bhutan and Cuba.
Malta is excluded but has an Association Agreement with the EEC.

Source: Trade and /ndustry, 23 September 1971, p. 578. .
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Glossary

AID
BTN
CAP
CDC
CSA
DAC
DOM

DTI
ECOSOC
EDF
EEC
EFTA
EIB
FAO
FCO
GATT
GNP
GSp
IBRD

IDA
1DB
IMF
LDC
NEP
NNP
ODA

ODM
OECD

SDRs

SID
UNCTAD
UNDP

cif
fob
mfn

Agency for International Development

Brussels Tariff Nomenclature

Common Agricultural Policy

Commonwealth Development Corporation
Commonwealth Sugar Agreement

Development Assistance Committee (of OECD)
Départements d’Outre-Mer (French Overseas Depart-
ments)

Department of Trade and Industry

Economic and Social Council of the United Nations
European Development Fund

Furopean Economic Community

European Free Trade Association

European Investment Bank

Food and Agriculture Organisation

Foreign and Commonwealth Office

General Agreement on Tariffs and Trade

Gross National Product

General Scheme of Preferences

International Bank for Reconstruction and Develop-
ment (‘World Bank’)

International Development Association
Inter-American Development Bank

International Monetary Fund

less developed country

New Economic Policy

Net National Product

Overseas Development Administration

official development assistance

Ministry of Overseas Development

Organisation for European Co-operation and Develop-
ment

Special Drawing Rights

Society for International Development

United Nations Conference on Trade and Development
United Nations Development Programme

cost, insurance, freight
free on board
most favoured nation
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geographical distribution of aid, 41,
44, 46, 127
aid programme management, 45, 46
aid projections, 50
‘associable dependencies’, 96

‘non-associable dependencies’, 96, 101

contribution to EDF, 98, 100
total multilateral contributions, 130
Butterwick, M. and E. Neville Rolfe
(Food, Farming and the Common
Market), 104n

Canada, 25, 31, 32

Castle, Mrs. Barbara, 34

Columbia University Conference 1970,
116

Common Agricultural Policy (CAP),
103-8

Commonwealth Development
Corporation (CDC), 36, 39, 41,
42-3, 55, 57

Commonwealth Sugar Agreement
(CSA), 59, 107

Cooper, R. N. (The European
Communities, System of Generalised
Tariff Preferences), 111n, 112

138

Corps of Specialists, 37, 42
Cracknell, M. P. ( Fournal of World
Trade Law), 105n

Dandekar, V. M. (Poverty in India),
116n
Denmark, 25, 31, 32, 104
Department of Trade and Industry
(DTI), 48
Development Assistance Committee
(DAC)
Review 1971, 8, 22, 28
members’ aid contributions, 13, 21,
22, 23, 25, 92
increases in members® aid, 24, 26-9
private investment, 31-3
Britain’s membership of, 39, 41, 51
US membership of, 64
Development Decades, (see UN
development strategy)
Development Divisions, 46, 47
Donors
direction of aid of, 9
co-ordination of, 15
aid increases from, 24
comparisons of, 26
untying of funds by, 28
future policy, 123

Economic and Social Council of the
United Nations (ECOSOC), 48
European Development Fund (EDF),
78, 92, 93, 98
Britain’s contribution to, 101
European Economic Community (EEC)
Britain’s entry into, 11, 57, 92
preference schemes within, 17, 58,
94, 108
enlargement of, 92, 108
aid policy within, 93, 115
trade associations of, 934, 97
agricultural policy of, (see CAP)
European Investment Bank (EIB), 93
Export Credits Guarantee Department
(ECGD), 52-3, 55

Foreign and Commonwealth Office
(FCO), 35
France, 13, 25, 27, 31, 32, 44, 110n
dependencies, 101, 121



Frankel, Professor H. S. ( The
Economic Impact on Underdeveloped
Couniries), 122n

French Overseas Departments (DOM),
107

Fukuda, Haruko, 98n

Galbraith, J. K. ( The Afffuent Socieiy),
123n
Geet, Dick van, 11, 77
General Agreement on Tariffs and
Trade (GATT), 9, 16, 95
tariff quota systems, 17, 18
the ‘Kennedy Round’, 65
General Preference Schemes (GSPs), 9,
16, 133
Special Committee on, 17
British and EEC, 57-8, 95, 108-14,
135, 136
Germany, 25, 31, 32, 98, 110n, 120

Haq, Mahbub ul, ‘Employment in the
1970¢’, 116n, 118

Howe, James, 10, 61

Hunter, Guy, 8, 11, 56, 116

Hunter, Robert, 10, 61

India, 15, 43, 45, 47, 63, 116
and tariff quotas, 58, 110
US aid to, 63
population, 125
Inter-American Development Bank
(IDB), 16
International Bank for Reconstruction
and Development (IBRD), (see
World Bank)
International Development Association
(IDA), 24, 31, 42, 77
International Monetary Fund (IMF),
13n, 14, 37
Italy, 27, 44, 98, 110n

Jackson Report, The, 14, 15

Japan, 12, 17, 19
private investment, 32
effect of exchange rate changes, 65
trade, 74, 120

Johnson, Professor H., 122

Joint Dependent Territories Division

(DTD), 35-6

King, R. B. M. (The Planning of the
British Aid Programme), 45n

Least developed countries, 120
Lougheed, A. L. ‘The Common
Agricultural Policy and

International Trade’, 105n

McNamara, Robert, 8n, 16, 117

Mansholt Plan, The, 103

Martin, Edwin (Development Assistance),
8

Minhas, B. S. (Mass Poverty and
Strategy of Rural Development in
India), 116n

Ministry of Overseas Development
(ODM), 34, 35, 36

Netherlands
aid programme, 11, 77
aid contribution, 11n, 31, 80-5
terms, 83, 89
target commitment, 25
aid policy, 78-80, 84, 88-91
geographical distribution of aid,
82-3, 98
untying of funds, 834
aid management, 85
private investment, 87-88, 89
Neville Rolfe, E. (Food, Farming and the
Common Market), 104n
Nixon, President, New Economic
Policy (NEP), 10, 12, 61, 65, 68, 75
Norway, 17, 25, 31, 32

Organisation for European Co-operation
and Development (OECD), 8, 37,
54, 77
Overseas Aid, Select Committee on,
34-8, 40, 42, 44-7, 51
Overseas Development Administration
(ODA), 35-6, 37, 38, 41, 42,
45, 46, 48
private investment department of,
48n
Conference 1970, 116
Overseas Development Council (ODC),
10, 61n

Pajestka, Professor Joseph, (“The Social
Dimensions of Development’),
121n, 122, 123, 125

139



Pakistan, 15, 43, 45, 47
US aid to, 63
and tariff quotas, 110
Partners in Development, (see Pearson
Report)
Pearson Report, 21, 22, 25-6, 31, 37,
49n, 116
Pensions, (se¢ Britain)
Population, (see UN)
Prebisch, Dr. Raul, 17
Preference schemes, (see GSPs)
Private investment, 24, 31-33
British, 51-7, 60
US Overseas Private Investment
Corporation, 64, 67

Rauta, I. (Aid and Overseas
Development), Tn
Recipient countries, 9, 20, 22, 24,
43, 110, 112
covered by development divisions,
46, 47
of British aid, 44-5, 93, 94, 127-9
of French aid, 101
of US aid, 63,73
of Netherlands-aid, 77, 82-3,
90, 101
of EEC aid, 99
Regional Development Banks, 14, 16
Rome, Treaty of, 93, 101

Schiffman, Charles (‘Global Tariff
Preferences’) 115n

Seynes, Philippe de, 124, 125

Society for International Development
(SID), 116n, 118n

Soedjatmoko, H. E., 122

Southgate, John (Agricultural Trade
and the EEC), 104n, 105n

Special Drawing Rights (SDRs), 12, 13

distribution of, 13, 14, 37
US policy on, 65, 76
‘Stamp Plan’, 13
Sweden, 25, 31, 32
Switzerland, 25, 27, 31, 32

Taiwan, 58, 68
Trade, 18-21
British, 57-9
USs, 65-7
Netherlands, 86
World exports, 130, 131

140

Tropical Products Institute (TPI), 37,
42

Tulloch, Peter, 11, 92

Turkey, 77

Turnham, David (The Employment
Problem in Less Developed
Countries), 117n

United Nations (UN)
development strategy, 7, 8, 15, 25, 49
0:79%, target, 10, 11, 22-3, 25, 33,

37,49
Development Programme, 14, 15
technical assistance, 15
19, target, 22-3, 25, 33, 38, 49, 116
Taiwan’s expulsion from, 68
population assessment by, 117
Centre for Economic and Social
Information, 121
United Nations Conference on Trade
and Development (UNCTAD)
1, 14,16, 17, 19
11, 17
111, 9-10, 14, 15
influence of, 48
aid classification of, 51
preference proposals, 112,
regulations, 121
United Nations Development
Programme (UNDP), (see UN)

United States of America
aid performance, 11, 24, 26, 614
‘paper gold’ plan, 12
aid policy, 16, 61, 67-76
aid management, 64
untying of funds, 64
trade, 65-7
private investment, 67

Vietnam, 68

World Bank, 14, 15, 16, 24, 75, 77
Britain’s relations with, 34

Yaoundé convention, 93, 94, 93, 97,
114 :
aid to associates, 101, 114

Zartman, I. W. ( The Politics of Trade
Negotiations between Africa and the
European Economic Community}, 95n

Printed by Kent Paper Company Ltd, London and Ashford, Kent



Overseas
Development
Institute

The Overseas Development Institute (ODI) is an independent, non-
government body aiming to promote wise action in the field of over-
seas development. It was set up in 1960 and is financed by donations
from British business and by grants from American foundations and
other sources. Its policies are determined by its Council.

The functions of the Institute are :

1 to provide a centre for research in development issues and problems,
and to conduct studies of its own;

2 to be a forum for the exchange of views and information among
those, in Britain and abroad, who are directly concerned with
overseas development in business, in government, and in other
organisations;

3 to keep the urgency of development issues and problems before the
public and the responsible authorities.
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