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. | "Ab.'?t.'m e

o This thesis is an empirical analysid of Canaditm
.fore aia poliCy dﬁting the' )eriod 1965 to -l9?l+ The '/
- stully looks at ﬂ\e quant;.t_uiyg and qmauuﬁmsﬂm“-f—

af givcn hy Cana&a to. seventy e six roci.plent nations. '
?he'noasureucnt and dctinitioh of fdrclgh ala o

éfécede actusl case 'study in order to give the reado‘r

“sonie conceptual understanding of the subject. ‘The history
_of Canadia'.’n fareign aid is preksented to update other acade-
mid studdes covering the inceptior; of the programme.
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m Ny iy ; i .‘ e
-m and 2 U 'Yy any
present lack of oicnl rclaurcoi. The' problea
today is not one o nbcolut-‘ihxoical shor tage
but of economic and sgcial stribution and
misuse; mankind's odicanont is rooted pri-nrhly
in economic and soc structures and bohavior
within and between na ions. .

\ Barb;ra ward 1
"*The Declargption &f Cocoyoc

A great dzal of atteﬁkion has boon paiad r¢cently
to an 1ntegratcd ‘approach to 1nternationa1 development.

" The call for a “"New Interaatiqnai Economic Order” entaila

v i

a re-evaluation of tho ccononlc relatxonships between

rich and poor countriea.z 'Doveloping nations are now

o

demanding 1nt€rnational mcasures which will stabilize
their comnodity prices, 1ncreaso.proccsé1ng (value added)
for their raw paterials.icreate preferences_ for their

, Quoted in The New Intg;ngéioé;l{gs. No. 35
(October, - 1975), p. _ @

A3

¢ Zun Dec;;;;tion on the Establishment of a New
International Economic Oxder"” was achieved by consensus
.at the Sixth Special Ses?ion of the United Nations
.Genoral Asse-bly in Apri 1974, :

~_ 1 )
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-anufloturlﬁc. roducc noni:arfir\bnrrlorl in dpvolop .
-nrknfn. 1n.uro the trangfer eof appropri;to technol 1.-. d

- and lncludc then fﬁ 1ntornation-1 monetary rqforn.Jiy
| d

In tho 'flftlcsﬁand 'Oixtioo. foreign aid p
‘l‘-.jor 3010 in the chngdic rolationohip- between T
dovclopol and dovolopinl nations. Many ‘early di-clplo-

of :mu-.unu.chg t&pt tmqumm

: L
: orgdicato world rty‘.nd bring apout ¢f%bnl econdmic
development. When this unrﬁilt.tlc cxpoctation was not

"~ realined, rcfbrnluts b.gan to talk of selective development .

L
nnd 'takc-off into’ oclf—austaining ¢rovth.“3 This rcgornlat

viow was equallj -isleadxng and was "merely a rntionaliza- .
_Ation of donors’ hopes to be rid of aid before ¥oo long. ~ o
The presumed failure ofkaia to provide unrealistic rdadlts
"+ 1éd to a general diaillusionment on the part of donors and

recipients alike. ,

Anqng illusjonists, there was a tondoncy to jump
to/the conclusion that aid, or at least the aid
‘their imaginings,- had had its day, and to

ek some alternatjives, such as massive reorgan-
zation of worlg trade, on which a new illusion
, could be bduilt. A : x N

/

i - .o, - .
— ST —_— T T T T T 7 Ay

y

" ' . 3w‘ w. Rostow. ed., The Ec noni of T 4 into
. §ustaineg Growth (Londgn:\xfpmx an- and Co., Ltd.,

e “Paul Streeten. A Poor Nation's Guide to Getting
~ Aid," New Society (1 Febrnary 1968), p. 154, ,

- Sjonn whité, The Politics of Foreign Aid (London:
The Bodley Head, 1974), p. 15, .
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BRI T 5
Porol.n aid is only Ono sspoct. slspit an impor-
tsnt one, in the development process unUfsust be densidered '
‘the contoxt of lisitod obdootivos over the longer ;\?i
Iﬁltod Nations Confersnce on Trsdn and Development

. roeo‘h&sod thg} there w:n no sinclo solution t dovolopnont
N shsn it quppod its call for “tisdo not sid“ and roplscdu |
;., it visi Strade as will a8 sid.f‘ . 2t_p: : .
o Poign 414 can Bos& ve Uhdcrstood by ro;nrdin‘ it

asta contrlbution “at. thp Isrcin in e dOVclopih‘ economy?¥
’\ is not the purposo of sid ge develop an economy but
N 4 . rlthor to hasten the dsy whon development will be schlovod.
' Aid. like development itsclt. is necessarily a long-torm
endeavour, If sid is to tontribute at the -argin of a

.dévblopiﬁg sconouy. then it must be targeted at the needs -

-

of that econoay.

. . .
In order to study the role of aid in the develop-

ment process, it muat bsgdistinguishs e fron Qtﬂ’}

components. Misplaccd sggregstxon ina number or areas

' has blurrod the role of sld in the developmcnt process and

L4

mad®é analysis unnecossarily di ricult. Governmemts havo‘*a

—

-

replaced the word "ald” with more aggregative phrssos such

as 'developmont aes%stanct” and “orf1cia1 flows of

o

Harold Caustin. “Aid} in Dué;ey Seers and Leonard
Joy, eds.,-Development in‘a Dividgd world (Middlesex:
» Pelican, 1971), p. 317.

-
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resourg¢es,  which. ix nmt-. )oum. mac lncmtun m o
. direct printo !mvnm \mdor tho sand hn.d:n;. *?mq ) -j

'wch as ine "'rhird vorld" an anothor fm of hmdknton * ~

. ey

ra

s..

’ poluy has tended to rognrd all all ncipiom om;-ny and

' volopod (LLDC s) mtion-a 'rhun. 1n oraoz to. undorntnn.d tho

and are dnmthny -n}udh\c. Doulwont rumol and

thus failed to auumhh nia\lﬂemy oeono-;o-. polisishl .
and do-omphlc dutorqncn M tﬂn’ pations. \o.n;y R
recently heve we Uﬁm o 1oaiid nﬁ-m diuﬁﬂ;ﬂnr A
as tho ruoureo poor. tho land-lockod ant ﬂlo least ‘o— )

~role of aid in the devolopnont proco.s/uc -th bogln %o -;LJ e

acknovlodgo the dlt{orcnct beitween vnripun tranllors and .

* also begin to di.tinguluh bctvo'n r’cipiont-..;f ' By

foredgn ald.\ Tho 'lcft' ar¢u¢.~¢hat nid is idboniali.tic f .
or a form of noo-calqnialism vhilc tho .'lght' polnt. a '-f3 ,
lladk of objoctivo rcuulta,? This. .tudy uo. ‘not nttcnpt P

coﬁcopt but acmrosuo itult to thou who bqucv. that -a""', .
torcign aid is a nocc-uiry purt of tho dwolép-ont _process., .-

. The rirlt two chaptor- provide a.conc.ptu

-

.
-
- @ ., ©® °

M 7Por "lest” podition see rcrqju Hxyter, Ajs ~ IR
Imperialism (Middlesex: .Penguirn, 1971); for “ri view. L
sea P, T. Bauer, "Disssnt on Foreign Aid" in- Gorald m. . T
Meier. ed.. ON lo 3 ’ o
Studies- in International .Poverty, Secdnd. ed, Sin orel7.’“

"2 e a . .
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concept of ald and its measurement. The final two

*'Chapters:bresqnt an analysis of the aid policies of the
pilkbl - : .
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CHAPTER 1 . .

) ) Vet Z:,"'"& . ': '
THE DEFINITION‘G??#%REIGN AID.
cos v . ’»" [ ‘. ) B ““‘ .

In tho past three decades the torm'”forelgn id”

T q‘

has become an established partcof the Canadian vernacular.

Indeed. many Canadians hold strong views. either Pro or -
cor, rggarding Canada s forelgn aid programme. _wh;n
millions of eggs SPQJI tperé is public outcry because
fnds food could hava been given to the needy around the
world. Wwhen unemploymen* rises 1n Canada. many decry
foreign aid asserting that "charlty begins at home.”

b For all its usage fhere probably exist few terms

which are more poorly understood in Cagada today than /

"foreign aid."” 1In part, this study will attempt'to /o
/

O

clerify the confusion which has arlseﬁ as to the meanxpg

of "foreign aid."' A great many terms are used as synonyms'

for ald--development asslstance (ofch1a1 and prlvate).

resources flows (gross and net). expﬁrt credits, soft

loans,.grantolika flows and even trade preferences. In

_fact. Canadians are aubjecféd to a flood of infogpation-

regarding Canadian gid. CIDA sends wheat to Banmgladesh,
é »

3



* - . -

bﬁiids'i'dam in Bfasil. or makes a loan to Nigeria ;d e
.increaae chicken production in thqj ESﬁthy““—Wha%w—out_“w,“A
-ot all these types of activities. ean be seen.as foreign
aid? Ar¢ loans foreign aid An the same manner aa gltta°

- The United Statcs is by tar the largout aid donor in the ’
inte:natxonal scene. If one looks at U.S. aid. much of ‘
what passes ‘for aid is militaqy assistance. export crbdlts
..vauablc 20 amr conhtry uuxmg tq }ug Aux:.m pm
and U,.S. governnant guarantees to private Amerlcan :irns o
undertak1ng comnercial cnterpri;e in the Third Wbrld.
Clearly, this type of aid differs- from what the non-

expert_considers to bcmtorgign aid. What 1s requiredﬁ '

-

then is a working definition upon which there can be sone »

Q

-'agreement as to what is,, and is noi, aid.

It is absolutely necessary’ theref&gé.lﬁo have .
some notion of what is and. is gotvgidlbefore one looks at
the' total floﬁ-of resources to examine Canada's perforuance
v1s a vis other donors. Delxmxting the investxgation to

' off1c1a1 flow,’ however, is not enough.

Different organizations and dlffqrent countries
include or exclude a variety of items._ Thus, ° :

_ the Develop t Assistance Conmi ttee /DAC/ of .

the OEDC r "the flow of long-term finan- )
1 resou to less developed countribse anad .
tilate agencies” and this includes both

flcial ows and private investment, private-
lending and export credits. Some bodies do '
. not record private capltal filows, But it is not

merely a question of whether aid should inclugde
3 . . . R ¥

° . . - ,



tlodh of prlvtta rn.ources. for official rlous Iil' 0
are Ve ho D] cacous in characters inéluding -
) \ ' Iblnl on different terms.of . .

yment, funds in convertibls -
ip which sre tied to ppending
;qg% u?ich alio.:zy b: tt:d tg L
mple aggre on.ls ere ro ‘ ﬁ
ttl and certatn;y -1sleadih¢.

Harry.lohnson 1: -onouhqt loas kind whcn he roriri to such

: rcpotttn‘ a8 8 'rug bag of ocononically 1n;ouparahlo tranz- .
'actione. ? R "" ) . . R

" such statistics can be distxlled into moaningfui fb?u, ;T~;«3
Por . the punpoaes=of thisﬁstudy.»aid_is:L;gg_g;xigig;_gn;- .

thié definition delimits that pértion‘of‘tﬁa tqtél flow

which;can be considered aid while.at the samé time

satisfying the criteria of both exper§ and non-exper?t

asage. ) e .
..;—;;”., The use of tho-uord.unidixcciional<is~meantuxo_ I

point out the fact that there is a negative flow from
developing nations to.developed nations. Clearly, this .

is the dlstxnction between a grant and a loan. By '

- - - - o

1J. M. Healey. The Economics i‘Aid (Middlesex: -
Pengu n Books Ltd., 1971), p. 1. o L.

.\

-~

‘ H G. Jobnson. Economic Polig}es *owards Less .
- Developed nat ;!ns (Washlngtons Brookings I nstitute. 967).
. P. 118,




'rhm o-c.um -§ga1n-mhe zn m r :
;'1* donptoo thio rovcrsG rlov., As qucid*Hnlloln,,“ v b
§ 3 ﬁ"lahco nusbers or gducatcd‘p»dblc <. Fw.';voiﬂmd”" i
T thetr .fnt' to join: the developed mu.'t’ Loans, w'

. ‘,dc.fhution. qu.y A rworhq ﬁ.w of rmurcu !'nn tao : |
3 PN sty ond uhould dgﬂ“_,th- ‘W

ﬁm“,ls well.

i L)
<l

transfor mhieh we age’ calling lid-  3ﬁ« fu "

- An inportant a.poct ot tho dcfinition juat p_j

ted is the specification of aid as the’ transt‘t of r“

“resources. All téo often.lthore is a tcndoncy to c-di -

gl* the . accounting procedure of, aid with the actu&l aid trans;  :

fer.é In othqr words. the dollar value of aid is an- <
adbountihg ncchanisu used hy a donor country to accounttton

the amount or resources involved iu the transfer. ”It is

. .aoUBtfhl,”Efiher any ‘government suffers. . . from nonéy
" 11lusion® coucérning its aid éoﬁgﬁtnhﬁts;“' Uhon Allan V
MacEachen. the prescnt Scheta:y of State for Ext.tnal
Affairs. annqunces that Canada°s afd. ,pdget will be

3Gera1d ﬁelleinor. “The DeveIOpu.nt Business: :

Next6Steps.' International Journal, XXV {(winter, 1969~70).
~_P. 160, T ‘

T “Johnson. Econonic Policieg.'p.'izl.‘ . _ &

< 1
b N

. . . i
. e . - . - -
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' sw«w c./. memmmf. uw.* meg.”» »“wn

qu bﬂ‘ M f h 31‘\“ L

lmrp ls!.d -tht c-mg‘ viu Mow u*uw trm f’

"i}",;z.rvclphnt'u loeal cnata (,“.‘“‘ m:m.‘ mutm' mj

o -ma f.l\e donor s curroney? suxply by aumﬁn‘ oo -ucll .

. ""mo mey to a mc;inﬁc ﬁrojcct to covor J.oenl &otta witl
! not vark. Vorkcrs in the mtpient nation cnanot Qat tho
&mor *s currency; they e( nnot alnp in it;, it iu in fact

' vorthlnsu %o “then. 'rhc cmcncy only rcpronutciﬂu dom:-

gqoexa a.nd urvicos which. do not ‘exist in the r.ci’iont ‘?‘ Q‘,

nation. .The bnly ve.lue that currcncy hac to tho :;ociphnt

1. i.n thn forn of forcign oxch%. 'rm loznl ocltl &r.
not m.red by thi.s ti‘ansfer am! the rccipient will han

B O
: to devote part of its mresourcoq to cover locxl cuts O
urising out o{ tha; projbct. ‘Fhis can happon in tvo nya. .

. '~'v

R ..-Statencnt by thc Kononrabre Auan Je m&qhtn._

Secrom of ‘State for External Affaire and Kinister

Rupons ble for the Canadian Insernational Development - .

the Standing Committes of the Houss of Commons -

thfaira ang Naﬁonal Defense; Lpril 10. 1975,"
IDA), p. 1. .

IR Co . E



nciphnt. om -oum bo tuu-u p\lt dotend -ntury
| 'nni:tancn ’s a ton or roroim aid. In sffect, tord‘n
aia (a:lm thc mmn Pun) m 4m io mn ecoﬂonic;

Nle

Alssictanco for the ocomi.c’ bmu t of the mip:lmt.

- ismums\ onlim, oie A . S
(Pﬂrim Development acuuc Centre, T390 ".,,-.-p.._ ‘

. "wiZton Priedman,
p and Objectives,” in F rolan Al S '
by Jagdish Bhagwati . zc '.n dd escxc Pcnguin
.M‘ Iltdo. mo)' ”' 63"780 N

©
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out urlicr, hov.wt. not all oeononﬁ.c a::um. 1‘ aid.
_ . The c'nt.ra.l ttf;ll i.t tho wotd,";id' imlt.. BN
: N which by smalo with personal rclatiarwupo. :
degree of sacrifice '

‘benefit to ) ¥
e the donar. In uni%‘r
. ' ‘most .of what pagses for sid under proc t. An
. - national: utinition- bri some return to uonorn. ‘
S . ‘chrifict Lon deundl thcrcforo o

ht tachnical S
tod to. c'onsi.nc gxmto Iy

/wko ‘1oans, ”
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 in‘fact, s type_of m@um nwcu
“ ﬁnnu’m m m. ﬂu @o sho ﬁ'obln in uo ﬂrtt‘

‘ : ‘ n&m nMor ﬁiﬂmm,’
while u may, be debatable whether gl

, equally ;/n‘n be called uid, there i

T "*wdoubt that they would not be availil
recipients in. norsal comsercial charii ‘

termy snd condxt&m and for the sanme purpo:u/.

'rhc crucill problon ‘with thc DAC approach is the phrace

*

“on_ tho _same terms.” » " The dtfforcnce bctnoq, an aid *tra.ns- ' ,v
.‘.action am! a cbmrcial tramutlon 1. not & mtter of
d%‘ (m.. the tms of tN ’irlnsaction) but rather a
mttor of kind. . It. for oxalpio. a bank lends woney at a
6’ fintﬁrest ritq and‘n govcrnﬂgnt lcndc.tho n-cs munt at‘

T -_ v E :ﬁ
9ncvclogqent Assistance: BfL »

(Parisx Development Asdstnnce Conl‘
P. 21 en;masi.s added. .
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> VAR 4 ‘mld rctor”ﬂ\l’ | Mﬂ;‘ol the " u
L to n‘r-w:cu \

hpnci.t

’*u"t

| Iz?imﬁ;utin is tqm:. one can, ru. out ’
-oho ot ﬂu existing définitions of aid. Jagdish N.

an,‘nu uurts that afa comist- of D o "

.. official pmu uﬁ concuoicuu. loans in
B 3 currency or in kind, which are broadly aimed
at transfertring .resources from DC's évvclop
+— - —QGountri <40 LPC*s /lLess Developed: Countri
on dﬂo).osmntal anda/or incono-ilittrimtiom ‘

m‘m.. ' .
. * .
e ‘°s..m. _-.e_&e...__!z.sg_!LAm- p. 14, <
T ;. u. currord and 1. K. D. Littlo. W&x_ .
_ A pcussiol the Flow 02 Pyy ources from. ,

2‘1;341.!: Bhagwati, Amdunt and Sharing of Aid :
(Washington: Ovérseas Devalopment Institute, Monograph -
. No. 2, 1970), p. §. o
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'Lm d‘ﬁz?onon{ &onm %ho tgl; . N-.;

! f - u’l dcﬂnuion. Mut. ala u feon )

w poy m ik a -oomouumx 1om. only. that mt of !
ﬂ Igan \Nu 1s coau-umx, o-ﬂu dnm ¢o. be afd, . -
R umpuu should 31e0 be taken- 1y the sssection .
’ that 4t 1e ntnc;mt pm- [*3 tery o tnnuotlon as

| ud. ir it h “broadly Almed at trmqum rcmncn"

' fro- DC’O to LIC‘s." mupm which Wﬁn a M—,

uny tranawdb sre yurcxy oon-arctnl uhiluxonly

Nlnxmhlra and norrouqc-hnd-r riution-upo m m- :

‘way transaoiIons;: . domr-rocipimt relationship is

,'m f.rw‘, °

. unidiroetiml. o A
e A mrthor diaﬂnctlon needs to be made at thh :
_ point. COmrclal and alad relatlonships are not.
. nocca-uily mmn.y oxclullvc of one anothor. A*tion

of a co.norclul ttansactian can be considorod as ald
deponding on the tcrms of the transaction. If A lond-

. $100.00 and- cxpocts B to repay only $75 Q0 then a part of ’
the transaction is conncrcial 1the $75.00 loan) while a

: portion may dbe considored-as aid (the $25.00 which is not |

'repayablq,).
’ In 1968, Rayuond F. uixesen” looked &t the aid

' 13Raymmd F.- Mikesoll. 'rhe conouics of Forei
(Chicago: Aldine Publishin; Conpany. . 19€87). ‘ T

& ) v . ) o, :‘3-,?-‘.‘ . .
. Ry M
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donor'- -otlvu m glvinc ua. .h!-- trmaf‘nl T

romie’ of the Unites Ttatps gn wms mem

l‘omcu. e

.

likoull's first objcctivc h in it-olt contra-

‘ 'dictoi'y. It ald. io- a trincfor ot ruourco-. -Xhen, by

doﬂnltion. the aid progrmc cannot be entirely domestic. -
The insurance by thc U.S.’ ¢ovornnont of an -investment by

.n private company. in a Third Worla countJ. takes place on

tto lwola-—ﬁ.rct. betwc-n tho yrivatc conpany and

| recipiont oountry.« and secondly bvtwoon the privatc .

coaparw and its ovn govarmunt. There i.s no nocosury trans-

‘-action bctweon thc two govcrnnénts (al:thpugh there may be).

"% The vénturo i.s wholly comrcialx If A intends to buy a

ctr n'om B but firat asks for insurance throu;h C, then

Y

lulbido. P. 19“0 . . : .- .

, . - ) . 1. e :
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, in fact’ ‘ oﬂtnblo-- t imn ’h.
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| thol.s. covifnnnt‘c uct:on.’ privno mv“mt ﬂm
- weuld not occ\ts" ‘l'hh is a douhtml propontton m ‘view .
of the appurcnt roturn on priva‘eo 1nvoltlmt in some devel-
-oping countries. There appears to be no grounds for the
consideration of a g’ové;rnncnt'- subsidization of its
domestic lqm)"ltry'l foriign investments as critical to
1‘ that floi, w is in any event, commercial and not aid.

¥

._§~, _ m ncond cmiaornion in Kikesefll's definition

®is the pragmatic attenpt to avoid any considoration of the
or's motives for giving nd. Whi.),e one night nymp;thi.zo

S

h Mikcsoll‘s attenpt to disrcgard thi: thorny problon.

-definition which excludea this aspect could be con-
- 'sidertd adequate.

- i -
MY .
.

' - ‘5;b1g..'p. 205.
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* A ‘dhnunun Mtﬁ bo h« bo'tma mun \5‘

‘ton to tio mu mn M “vln‘ rmlm afd-éﬁ S
'M the esehenio MMt p,l the’ mtum. '_ -
s«m hotivye ulvo.lu . ptnnm ‘.t iunqr uﬁumu
| --ponﬂ.nl suin, ,umuuon of the m‘ mmw.g; B
- geters, Scconduy -ouutlon sy or-uy mt e dnqom

in ald tm-t-u vhile- the' promotion of ecohomlc dqnh'- ‘
| mt og- the primary -qun nq-e bza:ruon\ @t ﬂn M-for T

is Qo be? du.od qo ..u. “Phe lnut cenmmq ot-ﬂu ‘.' .'

. ' “_
PREREEEL
!

It is my cmtmthn that primary -ottvat!on arln- only»*
from humani tarian conaidorationa and :hat spocif&p motives

are then attached to ate tfansters. v - - e
None df the arfuments from self interest. (polttl- ' g
cal, military and economic) of -advanced countries, . e

that had been used from time to tige 'in -upport of
official aid giving, was at all pSreuasive; . .
prime case for aid /hag/ to be made in t s of
moral obligation of rich to yoor,”. ;;-

. as Qtroﬁ; a8 that sense of moral ligatio

" All déYinvtions of aid have one thing ih connon in
that_ refercnco is made tqQ the oftlcinl transfcr:-of
- resources. The reason for this is to identify the unit

of analysis for alaq. . 'Offieial‘ ro!era to the goveranont!i
e -

po

| 16H. G. Johnaén. ® Crisis in Aid and the Pelr :
: Regort (Edinburghs UniVQrs ty of Edinburgh Press, 1970 ‘
Pe
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either ‘singularly or collectively, .of thé'nationsﬁlnvolved;

Private a\:s .and the actions of non-pro!‘it organizations,
[ "y 4 . , L
Rinly necessary to the overall development

while ce

process, are not factorsin the ccnsideraiion of aid pro-

grammes,

. {Private flows/ are promnXpq-by commercial con-
< siderations, resulting i profit to the investors

involved. The fact that they are generally of
benefit to the recipient (or "host™) LDC's put
then in the same category as intermational trade:
.trade is also beneficial to.all parties to the.
transaction but it ig mot aid. Therefore,  just.

N\ 2s neither exports 67 LDC's td the DC's mre not '
considered to be aid to the LDC's, nor are imports
of LDC's from DC's considgned‘po be d to the
DC's, it makes no more senas to’ consider private

. commercial flows of capital to be part of foreign
e assistance to LDC's. The key question is really

: what official assistance, or what “governments®
add to the total resource -flow as a conscious
supplement to the resources available to the

LDC's.17 . J

17Bhagwati. Amount and Sharing of Aid, pp. 2-3.

A,



' CHAPTER 2

e .
THE. MEASUREMENT OF FOR:ZIGHN AD

| : - . .
As previously mentioned, official programmes. are -

extremely heterogeneous in charactcr.}”Nd;specrfié record

of aid fiow. as defined“in this study, can-'directly”

magﬁl ude of ¢t

Lo

flows.

For a varlety of econ glc reasons the official
measurement of aid trahsfers grossly

the amount of real resources transfe
donors to aid-recipients and receivgd by aid-
recipients from thé aid-donors--the/two magnitudes
/are/ not necessarily even approxXfmately the same .2

Referring to Barbara Ward's asser-
tion that."”aid has lon§ gince ceased"to be a giveaway
ﬁrbgramme;" Gerald'Helleiﬁéi points out that Qwhat is
today statistically récordéd as aid and served up for our
selfcongratulation and the applause of the-recipientﬁ.

however, is something quite different from the concept of

o . . v
Y

¢ ‘b

lgee Chapter 1, p. 8, S

' 2H. G. Johnson,. The Crisis in Aid and the Pearson
Report (Edinburgh: University of Edinburgh—Press, 1970),
p. 6 . - ' :

20



......

‘ 'g,givedway.
. ,previouz derinition. to examire what hulleiner calls "the '

‘al transfor.»v °

« ] . .
- e e ©

“3 It is the purpose of this study by means of

: givaawny Jor what is referred to hcre us the unidirdction-:

)
a

. '

~_When mlylinc of:icxn flows it is Mcm

-

21,

""*construct a contihuuu on which the difreront typos ar flowc B

.

can be placed. L . .-
.+ 7. -7 PIGURE 1’ ‘ '
. R .
. . 'The.Aid Continuum
< ) ’ ' -
Percentage Ald ok L
‘ S I Ny W
- leditim f~' Commercial —~ ~
© Terms . Transactions
Y E
. Loans-—~7—vlz"'> e

° °

' Flgure 1 demonstﬁqxes.that .as ‘the trahsaction moves from

left to right on-this cOntlnuum. -the percentage of “the

-

nomina;‘value of'that trgnsactlon wgich can be_déeﬁid to be

ald correspondihgiy decreases. There is a distinction

made between grants-xn-currency and grants-in-kind. This
separatlon w1llabe explained when the question of aid-tying -
is considered. The>st1pulat10n,of the aid, component of the‘
loans portion df the ocontinuun ﬁresentsvan-immediate prob-

lemfbec;usé the terms under” which loans are made vary.

JGerald Helleiner, "The Development Business: Next

'Steps.“ International Journal, XXV (Winter, 1969-70)} p. 162,

e
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‘o

’dincounted :t proper ra
.ealculataon ot thi‘
_The purpose of

. Aid 1: the real’ eosa: of, rovi.di & 10“0,

_ resl cost of rescurces Tent or'given is. the. bmﬂ.t
i:ro;om R’ mt uoins tha in oir bewntem« e

° ve use, '

. ,-r-o eomid.ratim u:iu cmem&m thc rorcm mﬂt P

1h- mt | :_"ont -ch-hnt or th. lom, ! ’th oppdttu-

‘o 'rhc mt élement- uy be ddﬁmnc n "‘thc di“nm

bctvtcn thc facc valuo.of s }oan and - tho prcscnt valuo of
. the future repayl-nts (anortization and interest pnyncntc)

% 3 interest.'5 The uthouticul B

outlxned 1n Append),x IIof thia cwdy.

a;culgg}on. 8 to reduce all %oans :

to their equival: --aaxs; — .
-° The“discountihg procedute is used to calculate
e present value of all future payments (and
receipts, where the loan may specify that’ part
of the proceeds which will become available to
the donor in $he future) in order to obtain an
- equivalent value for the loan. The object is
" to find that grant, which, if made availabdble in:
\  4the present, would be the exact equivalent of the
loan, after account has been taken of the future
charges which must be met on the latter. These
future charges (net), when discpuited, are com-
pared with the face-value of the loan and the
_difference, when expressed as a percentage, is
known ‘as the “grant element” of the loan.6

In Fxgure 1, the continuum ranges fro‘ippai:granf equivalent

v

“J. M. Healey, The Bconnnics of Aid (Middlesex:
Penguin Books Ltd., A 1971), p. 15, o .

5Gor1n Ohlin, Fore;g¥ Aid\Pollcies Recons;dereg
(Paris: Development Centre ° D, 9 s P 101.

6E. K. Hawkins, The Principles of Develggpent Aid
(dedlesexz Penguin Books® Ltd.. 1970), p. 31. o




ke htnest sate o Feturni

*;‘nnier of‘.l'qutiohlP It n douo.tie ngto it td bo unqg,\
L ‘ﬂ.x»a’.ln“
-hould thc pubne bond rau h& choson ovcr mc rw!o

'discount be standtrdizud tasimat of oho 1nt¢rnational
orgunlzntion or should th- ratc be ndjuttod to tht.highctt
rite on the world -arkot (g‘gL “the U. ,S. or Japnnci' rat.)?

,}; - i

"Exactly what ratc‘shonld be choccn is debatod lVlh among
«econonitts.a. The Annual Report of the DAC ‘employs a - -
di:count rate of 10’.9 This rcfloct. thc‘alsuucd aVango‘
return .in the capital warkets dr thq nonbcr coﬂntri.n. f,
‘-Raymond Mikesell argues that fhe discount tlt’ dhould ",gf
. R :

reflect ‘the relative sqarcity of ctpltal in the [ﬁbnqﬁ?
country. or the mnrginal rate of return -on ianata‘n* gl!g

.
.~

?Ivid., p. 32. S

8Jag¢ish Bhagwati, Amount and Sharing of Aid, (wash-
ington:. Overseas Develdpment Institute. 1970), Monograph
No. 2, p. 14, : .

: . 9Devglo¥nont Ass%stancel 1268 (Parls: Developnent -
Assistance ommittee, OECD, 1969), p. _ | N I
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'ofti-cﬁﬁ, M and tht diocount rnto wct Mrvflcct

'ottici.tl dumﬁvo cuplomnth or capittl. o ~\
J ohn.,_ Pima plmorod tho grant equinloht a.ppronch

‘ina rnport prup-roa for the Second Ynited Natiens COnfer—

e onec on: !‘rm m ntvolomt (umw).‘3 Pj.ncu- c-ployod
e 1°R. F. uikeun."i sonomice of F Alg
_ (Chicago: Aldine Puhlishinc Company, P t empha-
sis ‘added.. ' - S o

" NN ulbid.. P 227. A social ratc ot rmi'g takes
account of all monetary and non-monetiry tffcctt (mlti- S
pliers, etc.) resulting pon imtstuont. R o S

R 12Hawld.na. P. 1. ' o -_~}"“ ' . R
) . 13John Pincus. Econouic Aid and ’ .



/ \lhlca dlt‘urcnt 1nterut ntn cia “M? thd

;

N ec{nlamlmt value of. a l.m h !‘I’l‘tmt." graptiigl
__.. B piw 2“ ‘ e . \v ‘, . . .-.. e LT ,: v.
3 th mloyunt of tho 10 per cent (prinu i.mtct- »

.(:

. ‘Qent) dimnt rato can bo seen: to ba. 1na.ppmrhtt Wn .
ﬂw mu in qmtlon u-o publ.tc. ; rm rouqn that upch

- - -

fu‘n‘oc arb cftcn usod is that ﬂu mloyhont cf a hlghor

0

b

° ‘\ ) . e

g m (Baltl-orn Jom Rbpkins Prua. 1965.) I

A © 1%5.4.p. Little ahd J. K. Cliffords
* Auh A Discuu-l.on of the Flaow of Public. Res

Rich to Poor Countr ' cago:s Aldine Publishing ompany.,
- 1988), p. 73+ L . S
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3 th'#ovcmt of - a wdlopod nmtry cmt borm tron |
thiﬁ Mnt}tuﬂon t@ niu the roquirod mm. m-r. f' -

u-o unukoly to be un«l hpbn by the contrlhntlnc govcm- o

s '-ont. Tho funas provim ‘to the IBRD. from the .por.poctivo
or ﬂu donor. mt 'bo iookca upon as an imeot-cnt or an

~ imrn At oppbrtunity. 'rhic ntc or diacmt—mid bo

Q{plicnblo to an mlysis of the rooipients' bcmﬂts (cuch
o ‘ ts nqtn') but cannot be applied to the domr.

“ " m fiml altcrnative discourhting Tate, the donor's
- :domstic 1m;crcst rate, coles closest to represcntlng
altemtivc omplbyncntt of pubnc capi.tal. A govorruunt .
~ can raisg capital in basically throo mn _ taxation. )
T 1ncteaoihg the money supply and borrowing._ The :funds to

L which this analysis is addx_-q_eei-ng itself cannot be (encrateq

L

15(;urmam“’ Myrdal, ainst the.Stream: Critica ‘
a_qs on Econogi.c (New %ori: VInt&ge Books, 1975), 158

by incr'eééi_ng"thq money suppily since the measure nusf.




u cou).d m. Wt b-ek or ntirod prdvim (on mdnt)

. borid. imu. ’;:. 't Y“"f:, o o ..

The dhtinct.ion must be m. a €0
private invcstxun} " The ‘ovomtné aft.r hlving tuod 'tho .
® private uctor. ‘wholly controlc the capital assets. To )

~ discount at the private rate®{ 1njtcrut ignores the expli- -
cit transfer to the 'pﬁbllc, sdctoi and would amount to doubdble:
counting  the capital stoék..'Th;:o Jfunds coﬁld'be used By " e
the govex:nnent to- retirt‘ or buy back the saﬁo mtstuos, ’
(1_,_;., ::cducc the publie debt) -entionod in’ tho .prplous _
cxmlt. ’l‘ho rate of discount would still be the, long-

© ternm govormnmt bond rate. In. ract. givon tho nnrrov R

altermtives open to a govern-ent. it is the cqntcmuon of

this study that thi.s is the bept alternativq usage of B

1G’Irxt‘lation is controlled for by analynng flows as a
percentage of the gross natxoml product at market prlces..



'. to to u- upxmo tn cz-;mtm the mt

-m tat 35 ver olnt,%l n-o m.zm.
) " mm.m ”murym“m-

m- ﬁ-ﬂu mﬁ.". m- uux-uon 1s’ mxy absurd, .

approach mitu at tn. imuto core or tao issue. by

bocginc the. quootion -h!;11nﬂlt_3ho_1nndl_in—thoyzor-o£4¥~—~*

-.

loan iﬁ tho first plaoo?" The point of tho oxoroloo is

to.ootoblioh onpirioolly what portiono of W loan in fact

lnount t0 a unidiroctional trﬂnsror. The ro-oindor is
oxncf:;{;ho same as o con.orcial loan within the donor

econo R , . A .
'Bnnklng io not co-only rogordod as a charitoblo
activity, no matter how ussful its services.
‘repaid loan on commercial.terms is not considered-
a loss, and such benefits as the borrower dorivoo
from it he also. pays for. Development blnkinf

" 1like all forms of banking, serves to 'reduce sks

vy ‘impooving the orcnni:ation of the capital
mirket and thus - -prg e the torno upon which
.crodit is agailoblo. \

Xt the entire transaction is ta beﬁq;ooouﬁtod in the first-

Place, L.g.;'conporod to other commercial transac%ions. '

§ -

1% iR .
Clifford and LittL& P- 73.
- 1BIbid. T . 190h1m. P. 90- '

llu.volont O tutermationsl development loans. :Cisssord and

-
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then to cl‘m T in the gidst of ml.y.n. %o ]
rediscount, owt quuttombh poucy wlth bac oconoutc
mlyai.p.’ ,1, - . _ , ’

?‘.rhqn the greatest istraction of this method of

.
-

-m&n‘ ala (m grant equivalent appréach) is that the .
. revelsy flow,’ ropwto.of interest md principal, frem.
' ruiphnt to donor, ia accounted for in a single 'cnc‘;huon.

‘T fartide dedbot’ “Xv‘iﬁnﬁv«&“ﬁh“‘ﬁ?m
1havin¢ tlrtady caloulato& tho prouont value equivalent of

all future rcplvioutc of principal nnd 1ntorolt. would be

form of-gouble. countjnc. g ,
A hnn-rical cxnnplo should 111ustrate thn principlos
involved. Assume 31,000 is lent for a pcriod of 20 years
at five per cent interest snd a five year grace period i--
allowed before rqéaynant of principal begins;' The present

value of the future payments of intgfe#t and'principal._f

_employing'an eight pér'ceﬁt discount rate, is aﬁproximately

$760.. The loan then has the equivalent value of a grant of

0

~ $240. (The nominal value of the loan less the present

value of future rcpayments.) A8 a percentage of the face
value of the loan, .the grant equivalent is approxinately '
24%. Now assume that the same loan (si OOQl’ia cutended "
for a period of 50 years, at 3/4% 1nterest. with u grace
period of 10 years. Employing the sanme discount rate of

eight per cent, the present value of future repayments is

approximately $210. ,The grant equivalent of this loan is



L

| "nrﬂm-( 1t snould. be noted that. the mnt quzmcht is.

@

_chung.o in -aturlty. . . . .

*pid pPrograma

$790 er 79% of it- face nx\u. 'rhuu. urytu the terms x
under which: tho loan~is’ ornr« can m-wm.uy oh.nn e
its grans odulvtl.nt valuo vlthout ultorinc Lt. Lace vnluo.':
This ut\utl.on ‘has bm represented graphifally in pwo 3,
All points on the given uomnto rqu-ohnt dirtommn-

btmtw,_ox toth :zoum ﬂu ..o grant qum vu:c.luo..~

“ i; .wﬁ I:n *“i *

{
The ¢nnnt oquivnlcnt .ypg'.ph orforo ‘a method by o

_which sconomic apples and oranges fgrants gna- loans) car be

added together and thereby tnily:cd. ~Unfortdnatclﬁ.otho '

of the developed countries also contain a

wide variof} of
}cﬁgd before

arisea when gr

other fruits which must similarly be
he analysis can proceed. A gurthof problem

ts and/or iéansfin4dnd (development prunes) ,
' : )

are considered. \The' question of aid-in-kind is inextricabdbly

'linked to the quegtion of aid-tying. )
. wOo ways in which aid can be tied: by

D]

There are
prbcurelont and by pr ject. Ppocurement or source-tying

means that aid fupds must be. spent in the donor country.

: Project tying spccitieg:that The funds are to be.ysed on"

only certain items within' the aonor'country.

The proviaion of aid in 1t§ present predominantly‘“\
bilateral and project-tied form involve certain
inefficiencies that reduce its .effectiveness and
usefulness to the’ r901p1$ﬂ‘ reducing the real .
value of the resources i "nsfers and restricting

")

IS 4

1
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SOURCE:s E. K. HawkinF.‘The Frincinles of Develop-

ment Aid, p. 37.



. ghe uées tc whigh it ma'y be put.‘?,o
N Add .kin& creates a proplen because the domastio
% of @:lu wqurrn -y ALTTeT bt

fron the'world market price for that coumodity. The.basic‘

Question becones vhether to vg;no such aid at donestxc or

21 -2

world pricest’ Such discrepancies will arise if the

donor is not th ost efficlent prodneer of the goods

involved in the aid transfer. If, for example, an

Australian aid projgct required machine leth; and West ‘

<

Germany pfoduced theée lathes at the lowe}t c st,, then‘the
differenée between Australian lathes and WQst'Géfnan,latﬁes

must be dccounyed for before the aid transaction can be

meaningfully analyzed.

-It was pointed out earlier that the transfer should

.

‘not be confused with the accounting mechanism. 1In other
‘words, it is the real resources inJZlved and not their
dollar value which must be investigated. As long as the
.donor is transferring real resources the nominal valﬁe’bf
those resources is of little importancé. ;f a giVen‘aid
transactionAinéolves the éransfer of one hundred tractors,
the transfer should not look at the one million or two

rillion dollars at which the transfer is yalued.

To argue, as some developing nations have, that

-

20 ’L. G. Johnson:hEconomlc Policies Toward Les’
Developed Nations (Washington: Brookings Instltute. 1967),

To.

21Pincus. p. 131,



R naa gne and a half lilkion nullata (danestic pr&ce) bddn
’ tnnstorred dnstead ot om u:.ntm dounrs (world prj.on).

g vith thc transtdr cr"nu rc.ogreoa (tractor:).. ) Tho donbi _
"has transforred one hundrod tractors and thiu-at the ananﬂt P
of ald involvod. The other ity ‘tractors (hhé’diff&ronce
_ betwun donor prieo angd world pricc) c'.oes not altor tho
.aid tranéfcr.‘
The situation just stated relates to grants-in-kind._
'1Grants by de!inition are wholly equal to: the aid transforc
No adjustnent is necessary . because when thia transfcr is ..
‘ compared to the donor s gross nattonal produat (GNP) the A
amount of sacrifice (percentage of GNP) accounted for by
,xns;pid programme will be the same as ‘the same transfer
‘made by the most effidignt producer. Not all commodity
‘transfers are srants. v'-" % ' _‘ . ' '
5 when,eoanQity transfers take the,fd‘#7dﬁAloané;»
the anély&ia.canvﬁo‘lqhger_ﬂe confinediio fhcﬁaiﬁbr
eq@nomy because the recipien£ must répay the donor fhr‘the
commoditylih;olved; Ih this case,  the reczpient may'very " -
well be penalized by the donor = ineffxcient-production.'
v In the example used above. the dor’ would be asking the
reclplent to pay for fifty tractors wh;ch it did not
receive. Because there fs a reverse flow fronm re01pient tq

danor, the overail relatlonshlp nust be evaluated. Having

' taken out the grant gquivalent of the loan, the residual



o

dltrcronoo botvo.q tho do-octio prico pnd iho uo@ld prioo
A in ottoet. ‘pot ald, but uﬂm- a ngm-m nbudy w

inerfioiqnt donootic production. o o <

A -oro officiont solution wou bo tho-olh-ont of

: excess cCast iupoood,by tying n.the case of [ 9

1o to.be given in the form of a grant and = ;°
charged to oo-o‘du-oofic enditure account (as
export- zronotion. aénosti ansfer, - or'ééuootic
‘production sudbsidy) s:th-r taan acainot tho

' toreign aild program; ;ow

This npproaoh vould redroas the inbalanco caused by tho —

? revhrso flow. Tho grant Cquiv!lont of, “the loan uould

°

therefore return to its original volne. The additional

grant could not be countod as aid becnusé it on placos

the subsidy originally provided by the rocipion ",l

o~

° Another set qg consideratioa} ise out of tho.;
nothod of tondoring aid projects. It 10 vory pouliblo that
producers in the don&% country, roalizing tho ﬂroodom of
action of the recipient country in employing tied funds,
will uso their monopolistic.advantage (either singularly'
or collectively) to raiso tpeir prices much highor than ‘
would be possible in a competitive market.

The worldwide tendering on projecta. which are

then ostensibly assigned to different tied sources
according to the successful tenders, will not

zzlohnsig. Economic Policies, p. 12s.

¢
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' Unt ' lnd unlou ai.d mnd: m \muod by —domr govm‘u.
. eary '_'jzs scrutiny of btddm mcncm chould b,. uxnuinog L
’50 avoimy&h domr upd rociphnt govcrnmnts ' aninx .

-
S L%
) >

vietin w—dueh 'pructlcu. R B B

@

Aid: Selected Readings, ed. by J. Bhagwati and R. S.
Eckaus (Middlesex: %engtn.n Books. 19? Ys P. 256,

L.

‘ !ln nbavc &i-cmion cm couodity aid and tied aid :
has um.d that the tactur. of proqhotion in the domor |
oconow aro m’ny p.ploycd. If the factorc of produetion |
in the dbnor eoum ‘ars not mny onplnyod or m imbuc. .

thcn the opportuni‘m'

mt o: roaoumc trmtora 1- 1¢\vhr. Sl
'%"cn tactora have. no gltpmtlvo R kS
cnplomnt. . thu,'jw:ttmny cost_is zcro. It ic 1mrtane.

LS ‘i A :

however. not to “confuse opportunity cost ‘for t}\c donor with

In the extreme

the. value of the resource mnsfar. If a certain couodity
- is trnly a surplua in thc donor econow (wheat. fox- .;nnplo).
this is- hot to say that it has no value as aid. Thu

23Jagdish Bhag\uti.. "‘I‘he Tying of Aid4,” in Foreig_g

A



S _thcgo 1tlta‘bhc

;"-_.. it cmd um Mﬁ t woa:ld uz-kot ;u'ieo,z? xr otm

unom are -uung u m Mr,.-ma- 3 mm thc

e mt eouodity !hl u urht vuno. m.. ﬂu wor:l.d n.rk.t

wicc‘ 'hon thc eouod).ty 1is uud a- uld. m miéa‘l-
tions ariue u it hts a worlc urkot vuuc. Hrst. u

»

e nhamti. g_-ount agd ggg ne gg Aid, BP. 8-9, S

. o story few commodities are truly lurplus and the
diseusainn Fefers to a "declared surplus” which is ronovod
rm tho confincs of the douestic market. . N

. - - o
.

ft, . -

g, :l‘or the co-odity inmthmlly- e




Leors, it -,' bq ngm mz mz po’.ucx 1. :m m m
bility Ccomniosuv in(tfid&nt. RS

ALd in the form of ﬂrn tgic\nmnl cta =

i

reduces the incentives racipientg/ to , ~i . C
increase productivity ‘ln michltnr& (whioh - tondu s

- anyway to_be starved of investment-resources by

planners interested in indu:pialmt,ion) even - L "?"
t)lough it :l.c the larnst. ~obviously. bac - - o



e divided Lite m ‘gecti
1 peoviden sox : :ﬂ'ﬁ» r«-

téh in no -
s 184-93;

5 cons Sn lm J.h
r% | that the.Ret ::n fﬁﬁm of
¢ 33 nov d’, romccn to the LDC'sm) amounted :
of uo»umt of the programms in ttn years ..
. 1962- {p. 'bm‘cchlz.on:h ygienl trcatlont ‘of
hgo m ¢ found §n . Laphman, m ﬁ%
yey ‘ Paris: DéVelopmen

¢ Cooporation and Dmralop-

. ©
° -
B

¢



: Ve ’-mt of th- mxpuntc. m
53 rctcra o cmtcrpar% funds in the United Stites which
m iu \Il.d to moonm. cconolio dmlop-cnt. ‘l‘lu nu o!
thosc counurpart funds to’ prd-oto ocom-ie dwnoplunt is
- ccrtnnly ud but tho mt!ro P.L. 580 P!‘O‘!‘Aﬂ‘ d«- not ‘
. ‘, ueet the critcrta ‘0 ‘the doﬁ.nittpn. The. lamitmdo or thl. ’
problon éan be s.on i.n tho tmt th:‘t Pol. 3 |
3% (or 33 5 billien) of m- 1967 U.S, aid; cm-’. ~ o
7~ 18% of the tohl flow of otticitl bilator-l asais‘uneo .-
Co rcportod by DAC. 29 . . : |

- . S . i’ ‘ ,. . - . -~ .
28

. 28u0ted in {. R. Hensman, Rich Aggj,;tst Poors The
Reality of Algd (uu-ondmrtha Penguin Boo a. » Pe 254k, -
i De

N
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. ccneonliml ocm-Ie trmnfou by- Cmda u'o unlqui
ta 857 post. 19'05 #Orhd. -A% the ‘end of the s.«m \vorl.d
m. mtl: Attrj.cms bcm to be conc_orned with the d.ngc
’mmmd by Britain apd our mropnn allies, Bocaun
inr.lt:i.n 89 accountcd for =« cmtdcx:.ble portion of Cmdlan
_ ‘trudo prion to the outbreak of war, thc c:ﬁadjan govcrmnt
) m lnx;ous to re»cst&blilh these markets. Durlng thc _
I e pcri.dé- rron ‘19&5 to 1950 Canul:‘s contr!butibns to pro- B
" gramuss, lmch as tW¥arshall. Flan and the Unitcd’ Nations
. Vo Relicf lnd Rolub‘ilitati&n Agcmcy (UNRRA) amoﬁntcd to over.

- - -
S RIS -t T
. . ‘,~_~‘ ..

t m billion donara. S PR
TM d.flnltton of aid uaud by t‘hh 'stuny wquld not
e »classify .thb abova contributions aa rorelgn aid. ‘!‘heso - -

v progrmos -uero iniended te reb\xild rather than develop the
__ . ?_h_ - R P S,

Kelm Spicur. A Sai
For! poli .Torm;tés '
f

‘Un vars:.ty of " ‘!‘or
:mclu.des $271 mid

- Press,
amount o3, f8_5 mll,ion was loq~ to the Unitéd Kingdnn,

A-Q/‘

ggn 1n l

- --: ‘grant, -and $1, 762 milifon in loans; - Over half of the otal - .
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Moﬂﬂ m one mt vmm m 'ontu-o -mmn. rgg o
Mlbo W ”Il“l IM M tngn.' 1 “;gf.‘_. ih‘l&h m‘_ wc .

. mm or huan cth prior u tho iuithtion of taq
;-xl' dq’!&.’.ﬂnt process. Alﬁhuuqh iuor' hnvo bonn‘atto-ptn
‘ u‘&o to trace the mxnninc of fox-oun .m to 19&5. for the
. purpqoo.-ot thic .tndy tbrcign aid did not’ co-nonco untiL - .
L ags0. - . oL .
_ Cmdian alid, as .l'wi- doﬂ.Md in this ttudy. btgins
i1n 1950 with ‘the Colombo Plan. Canada's ogiginal contribu-
= tion was $25% -J.llioh.3 The Colombo Plan was initially a

' ccnnonwcalth cponsorca Log L foculed primart~fbon.South-

o v,'Eaat Asia. The ternm plln' iv aonowhat misle “as no
-pccific plan was rormulatod nor was therd :nything estab- ~
'lishod by the ngrao-ont -hich could function 48 a pltanin;

- -nqhunzan."mhe Colonbo Plan. es vlth nost COunonvoalth

L 280.‘00:5.:1 ohlin, Ferei ‘
s (Pari.s. Development -Rgsearch Cm’rtet.
see John White, The .P of. Fore ;
Bpaloyumx.td.. « PP. 198-203.. = -

- 3"Canada and the Colombe Plan. A, Statemant by the
.. ... Secretary of State for External Affairs, L.” Bs Pearson
.- .. (Canads, .douse of Commans Debates, -21 Pedbruafy 1951,
PP, 537=8)3 excerpt reprinted in R. A, MacKay, ed., ' -
' Canadian Porei olic 1945-196%;: -Selectetl S eoches 3nd’

Documents Torontos . ' } » T ¢
P LT L SRR

-2



' 'mo. can \uot be. Cotcrnmx as a forl"'qr consultative-
| W_hi\htor;liﬂ.~ The. Pl’n‘.wn oricimny sesn as & -ix year - '
~ commitment by th-\ mtulmum ﬁvommtu ot g grown R
’ \l:l‘ um-d h 2] M ﬁo ,ronnt cmsm Qld prm-t
' L At thc ti-: tho Oololbo Pl;n was. bolng tor-ulnt.d.
mrcgy .nd the. d-elmonm prohlcln of SOuﬁ-Baut Aua. ‘ ;
The m-hnx Plan was,” by ¢onortl consensus," cxtrc-oly

-

_successful. In rc.tro.lpoct. one can dee Mow this inabiliw
to diotimioh between: roeonstruction and. dmlop-cnt gave
rise to niuplacod cxpoctations and ‘later to unwarranted

A criticism of the suppoood failure of. progru-o‘i such u tho
"'Colonbo le. 'rho basic premise of tho unrshall Plan was

e infusion into an econow of vast anounts \apitpl

over a short length of time. The Marshall Plan followoa " -~
‘this épproach while the Colombo Plan did }not. John White - ’;
poi'nts ‘out that. the average annual per cp}ta receipts um::r‘if‘f:‘
the Marshall Plan nnounted to about 312, ﬂtly in grants F
._(or about $20 at 1970 prices), while the average annual ber .
caplta recoipts for the developlng couvtriea in the period oo~

1968 70 amounted to only 3$4. 38, of which the bulk was . in

the .form of 1oans.5., i

N \ .-
The Colombo Plan derived much'of its original

' iq_npietus from the Cold War. The primary motive of the ‘schene

- . ‘ . - .
¢ o . o i
“Spicer; p. 71. o ,5wri\_te._&90.

-, .
S

s

»
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vas developuent while “the undeilying or ‘secondary metive

was co.batlﬁ.j the: spread of cbmr;uu. Lutoor B, Pearsdbn __

in an n“ron toathQ c.mchn c«mtqronco on Aid to Undor- .

‘d(cl:opod 7quatﬂn '$n 1955 -uq a -pnu- diogincuon
. rmm the dual motiv lon ot he’ COmbo Rlan.

: It sometimes
seems %0 at we . he West come near to
owlng qabt one debt of gratitude to .
ational comsminlate--and ‘we have precious .
“1ittle to‘thank them for over the past few
ears--7or helping us to keep up to the mark
n these matters. It is & 80 commentary on
the post-war period  that without them and the
threat which they rqpsbstnt wé¢ might not so
_readily have gono whp we should have been
- doing anyway. '

14

The history of Cnnad

been well treated £lsowherv

_ cuss1on borrows hcqvily fro tudy.?

Following the Colombo Conference in January, 1350;‘\f
‘the Canadian'governmcnt :et up an interdepartncntal group

chaired by External Affairs. and tepresentdu by cqaiorngd
La

departnents such as Financey*frado and Commerce,

- Agriculture. Mines and Tﬁchnical Surveys. hationaL Health

N

gnd-Welfare a®’ well as the Bank‘of Canada. ' The - group called e
itsttt‘the—interdepar%aenxal_crnnp on Techgigg}*éssictanCe |

(IGTA), The main iéiuts to- this committee came from
i w : s ’ : ’

?Quqtqd in Spicer, p. 22. €%

7Sp;per; PP. 93-119. - -

L]

aid from 1950 to 19€5 Das
following brief ais-

\ll‘.

A

o

A

g
_

Q «.
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Lo
60

3.
\bé

-

4.

vy d a N . . . - -
. External Affairs, whose primary con“err‘was with the broad .

. cnntrol of ald. policy as it related to the. overall cirection
of Canada’ s foreign bolicy. mrade and ommerce took general
admxnxstratiVe control of the fledgling grogrannc.»'

Y spccial ag;nky wvas established by IGTA to admin—

v,°

SRR ister what was at the time considered to be a teqporary _:;
n progranue. ‘The new agency was called the International

Ecdhonic and Technical Co-operatlon vaision (IETCD) and

‘'was hdusel in the Depariment of Trade %nd Coqmerpe. Ntk
'Ca;eil é p}ivaté industry executive with experience in ‘
Asia, was appq;nted as admxnxstrator of ‘the new agency.
The aéeﬂcy inltlally consisted :0f Mr..Czavell and- three or
féouy off;cots from Prade and Com:nerce.8 The IETCD began
functi 1ng in' 1951‘hnd contlnued until the app01ntment of
’ﬁr. Cavell a8 ngh Comm1551oner to Ceylon in 1958. xhg

’°égency was given general resporsxbilxtv for techqlcai aﬁd
capxtal aasistance programmes under the Colombo Plan, '
although actual polxc; decisions remalred the responsib111ty
of IGTA. i S . ’;' ot e

.f ) ) In 1958 IETCD wis rebaptized the Economic and
Technlcal_A931stance Branch (dmAB) and Dr. 0. b.\knljp a
- former senior offloer in” the ClVll Sorvxce LomMISSLOn was

hamed as its dxrbctor. .The Consorvatlve government of John,

Dlegenbaker sought to expand the Canadlan aid programne,

G ; ‘ f L B
L 8James fayrs, The Art of the Possible: Gov Pent
and_Foreign Policy in uanada (Toronto: University ol Toronto

Press.‘1961). p.-59.-

*'

-
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48
ﬁd% conxinued the'Commanuealth bias 1nitigfed by tho‘colénbd ’
Qj?lan. The Canada-West Indies Aid Programme (which later N
-became the Connopwealth Caribbean PrOgramnw). Tho COmnon-‘

- sn’ wealth. chhnieal Assistance rlan and tho‘EnﬂuﬁﬂVCllﬁh ’
i Schqlarship and Fellowship Plan, wero all 1nitlatod by Et&l

in 19ss.q“f.'- - ST , -

o " 1980, the Canmdian ma-mm Fealised MMt ald,
could nd 1on¢er be considered a short-tern prosraﬂﬁQQ ?his, .

»

" change was in no small ‘way- due to the creation in’ that year
of the Organxzation for Economlc Co-operation and Develop-
ment (OECD) The OECD grew out of the former Organization
for European EconomxcaCanperqthn which had been the co-,
ordinating body in EurngAfor the Xarshall ?1§n;' The |

. Development Assistahce Committeé (DAC) wés éstablished by

' the OECD in 1961. The function of DAC is to prov1de a’

ﬂdfﬁm in quph donors could “gonsult on methods ;g- + for

l"’

»ueﬁgandiqg'agd improving the flow of" long-term funds and
ather develéptdnt a8313tance."? ' T
' fﬁe United S‘jtes begaﬁ in 1960 £ormtlly to press
Canada and other. bAC members to increase the volume of o
thelr agd to develophﬁg countrles. At voth the London and

71' K€
ﬁhﬁ?q meetxngs of DAV in 1961, the United btates appl1ed

-7 .
»
St

.

pressure on other member governments (Canada, France,

.

9hevelopment Assistance - (Paris: CECD, 196#); p. 4, .

I3




. -,unbors nicht Ravé rhjcctod ﬂu l},s proponl vat the .
mupu.a lou of -ovmmq. | cmtrxu u.n not u en.

4o : . T . .
. . . - PN
B . - LYY Sy -,
. . . 3 + .

nauonal mducta.’? an et t)m rusons why thc ogtm:

s a_‘.v-.;-

-wWhat the u,s. na in fact propoaiu uq an intomatioml
| | | Although tho vnitéq States proposa.l \us rejectcd by

» other membgrs. it aid im fact remlt in the only existing '

4mechamsm by which foreign ai:d policies can be conpmd and,

*.to some extent. critic*zed. AS valuable as a scrntinizing

r‘égulate the policies of its meubers. Tne fomation of DAC
wevér. )ud a profounm effect oh Canadian f&eign aid "

has, ]

ic.y' . ‘ - .~ "- T . 0;: .. : . "’: -

unined agency to deil wj,tg torcign aid poliey.' 'rhe
xtez:nal Aid Offlce (}'.AO) was eatabli;hed to bring order to a
tuaﬁon. ‘M. ! {Qgrm. a careor R

previously. chgo.t

3 a At -~
3 1oJohn P. ncus. Ec ; nd :
_S_}_na__rg '(Bagtimoret The Johns Hopkins Press, 1965), p. 110,
o ' ‘ N
: . S X

o constraincé 1n the. formlation of thclr natiml md‘bt-. SRS

”.-devi¢e may be . .’mcsuch vital uet@\mlopﬂen‘t assis’tance. '
*
nez.ther DAC nor the Ol-.CD itself has the politieak power to

;Gornany Ital.y. Jqpm. the N&tlur‘l.mda. 'Bv)giul., llort\\gt):
and_the United xingdoxn) to bring thcir ‘ald cdntrnmtions
to tho developing natiom up- to. ‘one: per. ecnt of th.j.r m“

- - In 1960 the Canadldn gov'r&ment established a - .
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e cr tm mw mncy. | TM zm ud mt uc

.. diraqt},&mu o a osum: -uu.utm :

: Canada 's tnsit.tmci W. Mp 381'.9‘M11£¢m 1n 1961 tO' ,
32'&7,9 llllio:n in 1967, “,_ rnis poriod vitmu.d the birth

. ‘of" ‘\:he Mwhonc aid p'f_f,,'" . Av md o mltuaunl ”' ‘
'conm.tnent in Latin America 3-1-.! tho Inter\-,&nerican Dnvelop- A
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- Aid to rrancopbone countries tracea tlts origins to R
aigrxiricant QVents 1n the early sin’ts. The fi.rlt bf

A provim:e bagan tq pu:h far a. greatex‘ voﬁfe in m renlu ot*
e forum peucy. mum poinud out quite rightlx hc L o AR
- .:“ueWc cww hm of Canada '8 aid prom. o ’;‘,

oo
L4

I 4 Comomunlth n'est. paa toute 1° hnm;itf. o \. e

"+ - #fvexiste des pays sous-dévelo} p{s oY 1a a.p'guo' i TN
‘d¥ communication e3t le angais B, y .- SEREURCEEE
la .une quution d"nutd‘ et in instieo.

Canada' 8 aid progmpc began with thc, c°lonbo Plh

2“' uCan&da. CIDA' Anrmal Rev gg.'62 (Ottawa. 1970)- o
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- “first tiss coucqunly préssed ﬁoi'r aimq_c mtmt

_the Rich Yagh Club™ (GAYT. BAC, 36.). WOt only were e &

t&wlqpod cmn-toa not ukmg Y nﬂ'te&mt or eomhtu\t
etfot“t *sn"the n-ia of. mamt \.-usum ut in r.et
tho m ot mhini _"the tqn. vf tudo' tc Quo%g
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TPmas i LT

1931\;1 P::cbioch. Tonrds a Nw Trade Policy. .
!:;'ggrt By tho Sdercﬂry Goncral ot UNCTAD, Unlt.d Nations. R

) P -.A . * ) . e " .
IS . °
. . . e 1. . ot ., o® . ) ) ’
. '.u-' . ) '

o



v. N

-

-
-

i ’!‘

m mrnnég of OPEC in tho cn-ly, ’.whtiu.'
mor a major eonrrum:um A m n Mew: nam afa
 force. the western mti’ohl 0 ¥eflest upon their-own
pnue)..- md to. att.-pt -m mh‘ b.fm tlu contcr-.

IR e T _ "
. . U, . ae . . i .
E - . . .

!.nerun Qvon 0De ‘ny’hny. ~ m Muv govmt. unu
tho rratqvorl; ut‘ablishod hy H. 0. Kom. crutod a mu
agency to: administer an aspacta of cmd-'s ln;.mtional

Jnmlomﬂt ma.stanc . mw;_uggg the

camﬂhm Intcrnati.ona Dcvolopneﬂt Agmcy (bIDA) and )

-

.

° . BANE -

. . . . o
RS - . PR ¥

’,m qmiox-

LY



o2 '-‘-'-r Dt At b
LR e W g X
S ‘ ,--‘- o i
] ,':N !‘ l; i - ‘ {
. N " . v

u. mu'- au m« auu ..7
mua.s umm ;n 196016!

o.a: pcr uhz ot m GNP for. am’?--xqu :m fale of the

, tarcct !ituro.. : 3 “-, . .' -
L?,‘ e S\rueinctlly. CIDA diff.rbd only -nrgtnally from:

-

-1to\prodcce’cor; (Suo Charts 1 nnd 2). " the ’1gnitic¢nt '
_"‘difforvnso botvdgn tho two agencies was the role of . the
new canani;n Intornational Development Board. In the
:prcvious uﬂainlstration the Director-concral had boon ..
acconnta&lo to tho External Aid Board vhich acted as a
consultativc uochnniam. Under the .CIDA reorganiz;tion
. the Board's functinn was reduced to that of an advl.or to
'tho Presldont.. The difforonco bct-ton the two 18 that ;ho
" former had a voice in policx docisions while the latter
goes ﬁ§’ iIn afi;ct CIDA has'boco-o a qu;ai-croun corpor-
atibn-agcountablo only to thc Segﬁpta:y_of State for C .

. 2°cxm. mn Rev ;g . 2269, P. . ‘.
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CIDA', Annual Review, 1969, p. 54.
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ﬁxtcr&ffﬁuirm ““ﬁ. ra‘iiu\y ot it: unﬁtw p'oo.'f*t‘io‘u‘ iurk-'":‘,»‘-' L

f‘: : uooc durin‘ ﬂn rocont «hto nbout the ndninhmtion ot -
. CIDA. Tho l!rnidont is mt x-upomiblo <0 pnru’-cnt Or. .. *;'
» loro dpociricnuy. the. Shndinc c*utod ‘on External’ A’thira v’

: nnd Dctonn Jgor GIDA°. mndinc. That Conittu hu been o
“unable %o have. the clm-cohmgomd Pric' Gptox‘hquu Rtmt"

 °‘ . en m. intoml mblm Qf tho uoncy ublu hl!‘orc it., \ B
' ‘!'ho mu«u hai only to nccount in tho most ¢omr¢1 W ' |
__for Cmditn aid ponciu durin. tho prwio)u m,“ Speq &r

k..) l’(: . ""'\“ L

"L’" "ok cm.l‘ no‘adinc are privied. 1"’°mﬁ°"‘“”°t ;uihﬁh \“

.

kS

- - ~ tho pnblic or parliahont vg’fut ‘eonnnt of ‘the Schctu'y
. of Stnto for' External Aﬁ'al}” The ncqcicity to‘ roco;nizo
CIDA': diatinct position tn m govornmont'- foroign’ policy X "

also produced Wany which does not cone \mder
scmt\rxy by either parliauent or public. This I)\p
rogrettabl\s tuation which. the governm,ent. to {:his poxnt
? ha‘ not seen fit t correct.. ' . - . &
r ‘ )
The Trudeau goMent fulfilled 11:3 canpaign
pronises and undertook a comprmerfé’ivg{roview of Canada 8

&; ' foreign policy. _The resulting 1970 Mte Paze;
'\' .

banada’s internatio‘nal developnent assistance policy includ- :

i 5 od the following provxsions: S

' a) the reduction of Canadian procuremcnt regulations ,
T : ) A
- 2 . '?m .

[ 9

) 2 :
-7 ZCanada. Depar. t of.External’ -u‘-ﬁd'r& Forei n
. Policy for Canadians: ernational “evelopment ("Ottawas
- Informatlon Canada, 1970). '
. » , e




. -
Y
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ufé\ L .\.li . !ti-ﬂ o ' o Sl 61.
L :' SR (aid tying) ‘rom the prewious 66 perlﬁinz\level by ‘
a~"ﬂ’.fj ‘b . a&lowing 20 pet cent to be completely untied, S o ;
4317;: ST b) shippxng costs. uere no, lon;er to_hg eonsxﬁosnd Q;*

local costs and could therefore be covered by CIDA:

4c) multxlatoral a1d was to be increﬂsed to 25 per cent
®
of otficial Canadlah aidx :

d) bilateral asslst;nce would increase for francophnne

programmes:‘ : - ©

f!*,é)“cOuntries of concengration",iould aocount~fo}‘ in’:.
the order of 80°pep cent of Canada's. aid allocations;

f) the creation of an lnternational'DeVelopment Research

. T
Centre in Canada to provide necessary research for
3 ) developing countr1es.,
. ‘ CIDA enjoys the status of hdvxng a non-lapsing

”budget; Thls concept was. introduced by the LAO in recog-
S5 4

nitxon of the fact- that' development proye-ts cannot be con-
stnained bv Canada s, f}soal budgeting. Projects ofbe4

requxre considerable time before plans can become oporatlve.
Tt Whereas other government departments have their unSpon&
S -
! “'approprlatzons transferred to the consolidated revenue fund

. —,.;.flat the ‘end of the fiscal Vear, ulDA is allowed to accumulate
_ : c :
Yo o its unexoended funds. Althou*h thxs is a wartawhile measure,

¢
= P .

it has also been ‘a cause of embarras,ment for CIDA. The

~

° dgency ‘has consisuen»ly been unable to expend,lts appsropria-

tions Qith‘mhe result that the non-lapsing fund has grown
- . ‘conmstantly. In 1973/74, CIDA was abIe to reduce the size

B
® : i
-~ « 8 - - .



.® gencv rbliof during the energy crisia..
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< e . Lot et e * -
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of the fund by donatlng &100 m11110523 tq nultilatemal ener-"_f

of the funa provokcd a q.atcd-_¢, oy
cire%ated 1n Ottawa that cmp'm looki A
1lion dollars from the fund befé&c tts new oatiuﬂtos .

$200
came before the Standing ‘Commijttee on External Affairs and: e
: Defence.zu- The problem vas resolved quito s;ﬂply when 5 -

| Allan HacEacheﬁ the Secretary of State for External Arfairs.
addeg 3200 mlllion from the fund to. the 1975/76 appropriatlon.
rhéqpublishod figure for Caradian aid in the current fiscal
year (197«/75) is ¢933 mlhon. The amount. submitted to the

e 4

Standing Commlttee was @712 mxlllon to whxch 3221 mlllion

K4
T s

was added from the fund.25
Wlth ‘the publxcat1on of the ‘White Paper. Primo

, .
- j
¢
]

"Plnister~Trudeau announced the appo1ntment of a new Presl-_

dent for 015}. Paul Ggrin-Lajoxe. a former Quebec pélitical ,;
~figure; assumed the leadershlp of the agenoin. The-basic N B
‘sﬁkuctunq of CIDA remained unchanged (see Charts 1 and 2).‘
Maurice Strong moved on to the Canadlan embassy-mn Japan

-

and;-later- took over the United Aatlons Environment Agencx.'"

23Canhd1an Institute of Internatlonal Affalrs.
Internat jonal ‘Canada, V (April, 19?74), p. 70. .

’ zuCanada. House of Commons Debtates, Vol, 119,
No. 80 (Ottawa: Queen 8 Printer), pp. 3397- -3427. .

‘ 25“8tatemoﬁt bv the Honourable Allan J. MacEachen, .
Secretary of State for External Affairs atid Minister
responsible for theq Canadian lfhternat onal Deyelopment
Agency, to thé Standing Committee of the House.of Commons
on External Affairs and National Defenci.'ﬂpril 10, 1975’-'

(Ottawal CIDA). P 3. ) . ‘X .
‘ ) “_‘.‘ ’
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Y .z7m\mu to a ne\i "vnutn Papor

A _reviov. -8 thd papar beng; by autlining tha nov poaitlon of
) 611 in the internatibnafxecononyqand thc-ttfect on Third

wOrlﬁ develo;ment of the ‘new 611 pricoa. The. Inttoduetion
points out quite rightly that it is the non-oil ﬂroducing :

LDC s which suffer the nost fron the 1n05ased t':ost.29 The

"Report goes on to podnt out the disastrous conaequence- for

. such least dflr‘roped co\mtricc (LL‘DC s) as Bangladesh. of

3

not addressed_ in the document.

both natura and “*t‘he r_gcem: nan—nade upheavals. ( What is

. not mergtio.d is ﬂm support for OPEC' 8. pol;cies in the ;
p'i‘hird Vor.ldl”* ihy .l\puld countr;c‘which face econoni.c L
| ruin at the hmds of t greedy cartel whelly support ‘_such -

‘ment ,gtpr the Cmadlan ‘aid brogranne" These qﬁc:f.xons vere

<

@
' N oo . - i - R »
-~ 6Itn.d.. P. °, i R .
_ 27Canada. Strategy for inte ‘I&evslopmpj.
Cooperation, 19 0 (Ottawas Informatmn .anada. .
Septenber. 197 °Hereafter called Sjg;ategx :
' (Parlsl OECD; 19?5)f ‘_ . Strategy, 1.

"30 See "In OPEC We Trust,” l\eve Internatzonalxst.
No. 35 (0c+otser. 1975) p. 18. . _ . ,
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4ty. *Cartels of primery oconno_d_iv producers - - .

or tnch verse resouross as bEUXiTE, ¢Of .x%‘iron;', . .

* 7. aqra and coffée are already being created. . It may . PR
il not be unrealistic to.imsgine unilateral dedt o o
+V. - repudiation, natiénalization:of ¥ureign i‘l\vntn-nts.

. ~ and. blocking of intcrnat,ioml mm XM ‘

. further steps davelopipg countries’ mjght.
- Should fru-tratigg turn ta onplete despa

| ugaauges.a e B T
Fortuna’cely or unfortumtely. from an eccnonie pcrapectivg.-l b

'-  © . more"OPEC typq cartels in other comdities arc not S
| prc»bable.?3 Onu-teral deh; repu&iation m be rmed -nm B " 3
nany I..DC': as ‘the "r.ero 'hour" approqches and “the d.bt lold e e
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. ﬁc uh ai -M.h lam are ummeu ﬁq -mh uut
il | Wrupt tnm in. aqmum thn mu- mms o¥ onr .

um by thh .tudy. th’o lm‘-tm momnt bln‘ ntu.
 is thought %0 reflect the omrtnn!’ty.cogt pf pudlic -
{'u capitnl. Rtub.r s atndyo oﬁploycd rour pepc‘q:: dlacount
| _;:;Qmu 5;. '10%, 15% and 20%. table 3 shows the- brc(hdovm :
of th- Canadian progrtnne on a ¢rant-oqu1vaiont basis withv
v_the noninal amount- of the lo.n bu\ only two discount rat.sv
. ~-ve§c_u-od% The 10% diacount ratc it that onployod by DAC
' in ;saoasing the tora- of n.siatance whilc thc 1on¢-tcru7
. govognmcnt bond rite rofloctc ‘the asiumption of the itudy.
-_Tho ﬁ@?iod ouv.rcd by -the Tablo ls {ron the 1967/68 ftscul
' year - to 1923/7“._ The Reuber study covered the per16¢ from
- 1950/51 t0z1966/67 (shoun in Table h)o ‘“d it includcd
:'Export Dov&lop-cnt Crodits uhilc }po flguros for this study
" do -ﬂk. The exact terms 6f the 103ns covered were unavail-
able from CIDA but an average of the torms was avaxlablo ,
from CAC's Annual Review. _ All publications of the . ' -
Canadian government Anploy the 1nrser DAC rate in the h

~ calculation ot_the,grant eloppnts. ' . ' R
- ' :Bbrant Reuber, YCanada's Econonic Policies To- A
*  ° mards Less Developed Nytions," Canadi rnal of
Economics (Noveamber, - 68)..pp. 339-35& .
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X : The extremely queatlonnble ﬁkrt of the eanadlan?

| progrqnne is the use o:\devolopment loaps. Aocording to :.Lﬁ
3ﬂi‘f_ the’rghhnt ”dhit.HP&por," the, total- grant\element of ',.J
Canadldh~assistanCe wili rsmaln not, less’ tnan 90 per )
L cent.“9 The ' devclupnnnt loap policy 13 economically  “' f('

f“'* T &F”lti°nal-“1f dﬁnada is g}vln; auny ovqr 90. pex c.ag of
tho loan. why is it lqanlng ;hq.tunds 1n thg first pl:ce”

2 -

/
Surely administrative resoarces rreed by changing from -

y [ . e o

e 1eans to grants woulq almos; o’fset the additaonal sub-

° as;dy» The initiat;oh of, the Can&dian Loanaprogramme is Y
:‘an examgle oY Canada cont1nuin¢~to accept cther donors
policles when tnere is no reason for doing §0. We have ':
'known fur some tame that the- poxnt at‘/plch total develop- ‘
4 .5iment 1nflows w;ll be overtaken by LBC outflows af. amortiza-
) ‘; “tion is rapidly approachxng. UNCTAD has forecast. 1975 as'
the year in thch‘tpis “;éré hour” will occpr':a: many
LDC? s.1°~-When«$his point is"teadhed the deveﬁopnent
?rocesé ‘will become a dra1n oh the eeonou1es of the poorer
" nations Yor;ing many to default on paymeht. Surely par-
f,ﬁtaking in such a .proce#s is contrary to the s%ated commit-
ment of'tho banadxln goVernmentr Yet having acseptad this
’-approach the ”New Strategy seeks to cprrect a serious

| ;malady~by~applyih§ only first-add.

H 5

- - — . N

5 Ostrategy.’ p. 30. - . o
. n , v . A ‘ .
e" v \‘IQReuber. pp. 677‘?8 . . T v - ' ’ .
3 , o ‘ .
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'Poj.nt 15. Relief of 'X‘hgrd \ﬁorld cht e @
. The Govcrmunt recognizes the serious problon of - oo

. indebtedneds, for developing countrij ,' d wil - -

. continue to take &.forahcoming /ai: ade . .

- towards "the provision of debt rcutt .on A-caser R
'by-caso ban}i and when exccpti.énal clgcmmcot S

‘ 'The real roncdy lios i.n éh;ngi,ng tho caun of th; indubtod- ‘

‘ :'Q 1nund to. encaurage’ other domrs" .whose tam are. often .

AN

'-mhm 'GM;mmmutt&tMm

-per cent _of the value thon there is little 05, notm
: support the 1nofriciency of. akking LDC's to repay V

a gesture’on th?part of¥c da" would in o

loms nonothohss.- If we are alrMy gsvm ;m ovqr 90

mucﬁ harsher, to give serious cansidcraticna o the 1mpl:l-
catio-us of’ 1ndebtedhess. then we should begi!%by abandanins

. “our own loan programme as Austraha has done.- Furthor. s

because ifa have already foregone the resources transrorred
¢

by lmms_. we lose vxrtually nothing by forgivxhg all

previous h&debigd%ss J,n'cuaﬁmder the p ﬂ{ramc. ﬁch'

single effort
increase the amount of resoques qvailable to Eocipien&s
of Canadxan ald by the tottl anaunt ‘of current ‘ out-.

standlng Canadl.an loans. Canada 8 voice at international

forunmg would also be subatantially ‘incraased by uuch .
concrete commitients. - . . .

I shall retut-n later o the probabvle cauaes of

cornt:inuing tfle development loan progralpc. An exanination

\
.
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ving. xr thc uo;-nutaon p‘riod h holq qm‘hnt n x |
ye"" (50 y’rs for - mt c:xdian luna) uml tho thv\mt of
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1n cmdlm policf'

the loan in yur on is Y ‘0¥ $100, - dl:;oga tho ebn-«

Pli“‘““ °f s Krlce period and ascuuing & fmt‘mst ;t . ;_‘. T

ST

?&1.1. then in year. ‘two A -ould owe Canada . Y/x (100/50) or
$2. I.f (‘amada wishes to kc.p the net transfer comum’!h

at *  $100 in year two. the new lending would havo to- bO,..-.‘_

"3 YQ /*) or $102. " In .the. nth yeu‘ new lcnding would havc e
" "to ¥(1+1/x)“‘ “so that at the end of 50yeaxs its &

v s e

inming -ould have to be increased bty 169 per cent jutt :to
naintain a net transrer of $100 (-cc l‘-’igure 6) The

: results-of the &bove in. tetns ot policy should be f

obv-iouq.‘ It nw hnding nila to 1ncreaao at tho abovo
rate ﬂun thc nét transrer wi.ll fall to zero. . It we wish
& uaintai.n 2 flow of $100, ai-ply unmg a grant of $100
plr ycar \!g%d in the long run. be 1oas costly to Canada
e w , . ; _ . ' » -
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'1‘!0 ﬁrct aMOn tum by the mnnt .m@y
aid m vas a rocponqc. to

. ‘. . ed; and. I can
M ee thaS $he new

| ;:3‘”:5:::“ R 3 o.t::;’\s;::t:lﬂ m" ?
‘Ganadlans have been led -io \.tm mt 1t te tnira World

_ «Mitiem which detexming cw": nid procra-c T.A e o
. tu-lm or.ecio-ocenonlc varhblun were colpllod for '

Etf B ’,. : “?1m when uling 10 donors and 70 when Qll ('S
. ~ are uud. -
R "s,tut.Ta the lhnombh Allan J. eEich.n.

; ,m:-qu sf Staté for mtoml Affairs and Minister Rex, -

.. 6pbneible for the C Interaational Development

. ho¥, t0_the Stantih Commiibee 6f--the' Hquse or ‘Comsions,  °
T e, Ml Affalre sh p.tionu ‘Datcncb. Apru 10. 39?5'» .
© (Ghtamy cm). ‘B S - - S

-

lw."

P umcgrn. varhb;n nrc tho combined te y!&tld
| new variables. g.K. Per Caplta GNP X Population-e GNP,

- e - .. . . * . [
“ ‘ 2 . " ° B . . ‘ . .'\'



. R Y A . ‘ v, : o S, e e
h o it : N ) . . . L . . i .
N o Y R TSR . Y > i
R '-.‘,'.. Bt VEPIEE . , . B ‘ o ‘ .
». S AT , Vo ' - . . K )
et ‘ . S e k S C e LI . .." , 4 ® -
* . T r' e L . .’ ™ ) - ‘ '
. P, - . .
.
b

L% o i M’ﬂt wt%‘» rroa 19“/“ ' m | Ve |
(".\-.‘\""'I, immm m«. aom and tua -u"’ m» Sl :

L2 . v

* Ganadd and Mtl from cm« were m.m‘ gor. ” *
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‘n, 4
;rovth "’9‘ m 76 omtrin w nfno rucn poriod-. .

ooo&u-uw ntux vas: 59 ducnn posn , 2
" sie mj.ublu w 76 mtﬂao. The. dntn was’ aho ooiod
o o3 outlined by (:nm.,h n;@ sares o '

- 1{#"'”“‘" ot

‘2, ‘Prancophone ca -~ 20 cases ‘
2 Mmﬂﬂt Afriga -- 14 cases S -
Commonwealth cul% ean -- 7 -cases - , e
2. Latin Auoriéa ~= 12 cases | . L
Othew: Q’ﬂnt . N

\ n‘ing problau- 1n dn\mlop-mt ml.ycih is ‘.‘
n in siae hetween cases. Indt- s yopnhtioq

|

» ) as conpmd & Bumdl"l can cause nr;ous rouq‘ch .0

+

4 T—-t I TR e : ,
' | 1. quoctpita u‘oﬁ m&on&l prbpuct v L
' : ra » . .
-ﬂi} z Srate " * - . - q
: BALly oiloris tnsab - ertony xports | -
‘ - Percen e O RAX'Y P uction in e 8 -
- .\ 2. PQ::::% of . E:mtactutlng in gross domewtic / ‘
f‘%,.'_ cn . - .
e 7. ,ropuuu, mn rate ——f
T 9 R::%. mwth u:o };n tiigl';!for 1960 to 1970 ’ .
10’.' m m :t’ in ‘972 e b .. > ; K
5 7 - 11, Real rate in 19723 , ”
. . 12.-ODA .receipts (1968-1970) from th- Unltcd Shtcs ,
13. ODA" motptd (1968-&9?0) fron thé Imxtod .
LI, 4 popxuauon m 17 - . r ‘
o T - o VS I ,‘
;;;'; . ‘: |: . ‘; ' - -
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probuu. Bocmn of Indtt‘n olsq. 1t rouiivu IQI‘”

‘"‘bw«l&to amoupts 0% awim umun« wt o u .ﬂh- i

tive or per- oq:.ti basii, \pn-um@u o comnug‘ly very’

‘mn. Two ‘methods were used \ »_study. o u-mmuc "
oases. In the firet uuunc.. on Px@uct nmm T e

e
¢

4

| \,' naoruono ox tho Cmdin gowurnioht that lts aln md* |

o4

' ogrrnl.uon-\hloh u** quecp’tlblo %o "wtuou“ Ln tho '
. quie nn uﬁ#ﬁd - m ) mnnu-. phich are no¥ .’

‘m.uu Ahe Kendall cdl-ulatlm Mq ntm than nuurol
. vee doviations in e dame.. Shehilame
Qypnc.blqto * runlu as thi .d&u' ccntnh\ot tho E

“ .

"N'»

- o o L

unlvoru of Camdhn aid rociplon:n.. _
‘rhcro is no -t.tuucai pvldoncc to mpport ﬂu : .‘

;!'um Ae dctmlnod by thi ‘needs’ o&ﬂu rpclphat do)u.w- '

rno. It t’u unhoard-ot cOrrglaJion accoptanco lcvn of

‘-0"5 (R’ -6 28) is uceoptoa for both the Purlon Product

‘ mmnt. and andall'- Tau.. B 1& applied to the Caﬁadlnn
.p'rogr.-o ﬂ\ure 1- qtin. no rclatlonship to h\dte;tc Py

sputlv. ot» recipiont nood. Canada‘s aid poucy EYT R tl.oit .

detinlti’n )igucy. ‘In the simplest toru. sho rosult- of
tho prcnopt itudy mdicato tha%. bhon takon frou th6 ’por-

‘-.vholly réndos.. Por example,’ the usom

[P

-

poverty of a rociphut dofnrnlnu vhothcr loans orxgnntl

are providodp is un-upportod. Tho corrolaﬁ.on (r) botﬁqn s

v

2 country a por capita groaa natiqnal product and itse

P [
A .
-— .

e
. .
- . * :
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recelpt of Canadlan deVQIOpnent grants range from ‘a low of

\

-0. 15 in 1972 to a high of -0.19 in 1970. The correlatlon

between loans and per capita gross natioral product ranges
,from -0.09 to -0.16. Another example is that Canada is

sending food to the world's hungry. Accepting that Canada';

has responded qulckiy and with generos;ty to world emergenf ¢

~tles such as- Bangladesh and the %ahel d;sasters. the bulk.
of our food a1d has purportedly gOne to feed the under-
nourished. One Jguld expect to fird réiatlonshlpa, but -

‘does not, between food aid and dally oaloric intake. In

thls 1nstance. the correlatlonﬂ raﬂge from a low of -0, 11 .

in 19?0 to a high o% -0, 20 in 1972, N

Canada also has been crltlclzed for following the
policies of Britain gnd/or the Uhited states. ‘Using the
OLCD figures on'both"BriE}sh and Arterican aid, this o

_accusation is also‘not subetantiated b; this study.

® Pnada does not follow Britain and/or the United -States

in elther size or location of its developnent assxsfhnce.‘
'Another accusatlon leveled at the Canadian government is | .
| that it favours some geographic or.polltlca{ area such as

tsia, CommonweaXth or Frencophene countries. Only very

minor deviations were found when thé data was disaggrega-

ted by‘éeorraphlc sector. Thepe.wére no changes-sufficient - ,)

to support such a clalm. ' P .

-

In brief, -there is né statistical eviderice to support
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A-go

the claim that Canadian. development assistance has been
‘dete;;InEH‘by needs within developing countries.
— .

John White suggests two factors whlch g0 a long v
way towards explaining aid expenditure7--v131bility and
inertxa. 2. By visibzlxty. thte means that aid agencies
requige “some sort of general retrospective test of the

. 'S

w2d

success -and failure of their operations.™ In other
woé@sf the aid qghinistrator wantg-to-see results.. It
follows, therefore, %that with a fixed amount of .aid, the
ﬂage"cy w1lkafavour smaller. recypients vis a v1s larger
rétlpzent " In essence, Whlte is restatlng ‘the concentfa-

tion.of aid argument so often voiced by Canadian decision-
o.‘. -‘ . Do ) -

maxers.
L 4 .
- N I

. The tendency in the past has.been to look at aid
receipts on_a.relqtive or per capita basis. As pfeviousiy“
pointed outzu this method.of étandardizing aid receiptS-
does not avoiad €ne vast populatxon dlfferences between '
large and snall reciplents. Statlsthally the absolute
" or )per capita approaohes both x:esult in "outliers” which
render the resuLte meaningless. In order to test this
assertion by Wﬁite. this study employed a Kendall’'s
rather than Q?Pgafson correlation. Since the Tauy 3

approach ranﬁs }agper~than.measufes the deviation, the

gy .
“Zynite, pp. 41-45. - 231bid.

fzuSee above, Chapter 4°, p. 88,

. "r

®
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cases are automatxcally stahdard1zed. ‘The findings Qf

this approach do not support White s assértion. For the
total Canadian Programme the ?au B correlatien between.
aid receipts and populatjon was 0.32 as opposed .to a* -

Pearson correlatlon ‘of 0;90., Both correlations are

‘positive. i.e. do not support tha hypothe51s which etipu- N

-»

lates an 1nverse correlafxonb and the Tau B correlation
is- far too low to be meanlngful o

. (—f§ A somewhat more r asonable explanatlon of the
rclatlvely high aid receipts in. smaller countries would

be the adminlstratlve structure of the donor agency: If

" an a1d aaency is structural according to geographic area

(e.g. CIDA) then smaller areas would recefve aid on the

ba51s of administratlve 1nput. In other words. ir so

7 RS

'many personnel are a551gned to a geographic area then

the size of the area becomes cruc1al to the efflclency of
admlnlsterlng all aspects_ of the programme. A smaller ®
population area means fewer proaects and more man-ﬁours
Per project and therefdre a greater abzllty to- handle
efficiently a relatively larger budget. As the size of
the cllentlpopulatlar 1ncreases the number of progects

, . e~ L
8rows geomeétrically and manshours are less efficiegtly

1

sed. k% the programme grows there is a necessity to

ncrease the number of agency staff ' in hat area pfOpor-
"tionatk® to the number of projects and funds requlred
- 'S

¢

(

5\
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There“io tﬁerefore a dieeconomy of scale in the adninfefra;
tion of Tirger - programmps becausé\ﬁore and more man-hours
are used to coordinate the programme.'

The lecond factor ‘which, according to White 8 |

atudy. aoous to explain aiad- expendi%ures is inertia.‘ By

inertia White mesns that tho aid programme itsélf 1@ the

best 3,torninant of aid expenditur “and distribution.
The current jargon refers to thzs inertia factor as .
“incrementa}ism " 5 The example often cited by incremen-

tal -analysts is that the bést predictgr of today s weatner

is yesterday s weather, . In this eense. White says, present o

aid spending is determlned by. prevxous aid spending,

If one conpares the volumes of aid to different
countries in a given year, and tries to identify
some single factor which explains the differen-

ces-between them, the factor which fits best .
Fthe vg&uno of aid to each country in.the previous
Year.

The xechnical test for Incfemental spendingyﬁolicy is to .
calculate the correlatxon coefficient between ald flows

%o rec1pbents in different yéars., _
The DAC found the- correlation coefficient .for the

o

period of 1964 to 1967 varied between 0.92.and 0.98.2%7

*

. The present study comoared Canadian ald spendlng 1n ?6

%

gavid Braybrooke and- Chalres Eihublom. “T{ﬂéS of
Declslon Making,"” in James N. Roseman, ed., ' International
Politics and Fereign PoMjcy, second edition (New Yark: Free

Press, 1969) .,
. 26White, P. 43; emphasis added.»,'

: '27DKC Annual Review, 1969, p. 178.

a

-
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cour;(triee over 'the ﬁscal peviod ot 1965/66 to 1973/71&

The approqch ueed tested for inorementii”lpesding;\\\
\\L\
total expenditures as well as disa;gregating the data by

.“.grants. loans end food did. The 1ncrenenta1 lp‘nding

"thesis was atrongly eonfirmed by tne results in all cate-
_gories, ‘ Por total ala (grlhte and loaps) eince 1965 the

correlation coefficient of aid spending compared to spend-

ing in the previous year ‘is given in Table 5.
+ . JPABLES

CORRELATION COEFFICIENTS: PRESENT SPENDING WITH
SPENDING IN PREVIUUS FISCAL Yhf’/

e ——r—————

Type 906 1567, 1968 1569 195707 1971 1972 19
cgfnts'. 0.99 0.90 0.89 0.89° 0765 0.91° 0.91 0.97
L8ans 0.97 0.69 0.97 0.98 0.98 0.93 0.9% 0.91
Food 0.97 . 0.99% 0.99 0,99 0.98 0.98 .0.66 0.8

Total®l  0.99° 0.97 0.97 0.97 0.99. 0.93 0.96 0.88

o

'Total-crante + Loane R

14

It is otvioux\rrom Table 5 that Canada s aid
pro}ramme has followed, almost totally. the prev1ous year's
spendlng. The results are taken over 76 recipients and
over nine years. Canada’ s ald progna%pp is therefore
extremely static, ‘It country X received Y dollars last
year, it will receive Yti dollars this yeat (i-an incre-
_mentalwdeviation). To use White's terminology, the CIDA

°

programme.xs a_ captlve of 1ts own 1nert1a.

.

e
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) . Tho most etrrking point in the. ‘Tabdble is the fect
_%hat food aid-hea followed the pattern ‘found tor grents
and loane. The°eharp declihe in the correletionscoerfi-

'cientqh;n 1942 reflects tho 8ituation which arosge 1n

Bangladesh. The coottigrent ehows some signe gf returnins

0" the yrevists imoremental trend in°1973. Moequmg___. -
his‘return to.the increpentall

observations shoul

¢

What dabe &iauean to say CIDA s spending policy is

incremental” Basicelly. incrementalism ‘means that the.

' agency has become g!s own focal point. Incrementalism

. ~ fo B
. o . . ) .
® - '
: ‘e - ‘ : .
N . -~ . ) .

ariees when amr agency ' does ndt formulate specific objectives

or when it does not attempt to bring its policies to - bear

on specified objectivee. She undezlylrg yremise in’ incre-

mental fheory is that fyndamental policy hanges cannot -

. originate within the ag cy but are Only possible frOm '

w1thout. as. 1n the cas of natural disasters (Bangladesh)

~’As time passes. an incremental policy gathers more and more

momentum and any fundamentel _change required alao grows

ircrementally. It s therefore necessary to base an incfe-

mental pollcy on a eound prograMme because all’ reults in .

-tﬁ%t programme will grow incrementally as well. .The -

prevxous examplelbf the development loan brogrinne is a.
case in point. What was inltxally envisaged as ‘8 methoe//
of substantially increaslng the total,volume of aid has

L e

v
- . . o

)
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al pelicy emngo.“’ ) m v‘n"ﬂm' Ansvéh
is ar increuontal colution sqqglas reschldultng of loans
Tather than ?unda-ontal change such as discont?nuing the ’

[ 4 —_—

. progranmo or rorgiving the loans. -
‘ CIDA has coupled 1ncremental spending with _astro- E‘
‘. nomical growth The rate of 1ncrementa1 change has been ‘%
exponential rather than linear. In oroqr to derivc the
rate of growth in CIDA 8 sponding it vig assumed thats
LI - Et'E s(Et 1) or . o L

' Ey= (i*g)E'_ o /

annual’ growth rate.‘ The g

L4

above fbs ‘ -

» - ; "'n
E (1+g) n

mber of years being examined,

where n reprasonts the )
l ‘to ordinary least squaressﬁéj> )

This modgl can be fitte
that:

.

! LogE-Loga* Logt

—
where"- the log of thﬁ intercept walue aad/g- e(1*g)

o - . ®.
«® ° (

o - N -. > s . .,.12('
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Rgnco t?o ¢rthh rato ¢ can bq doerwd.by aubtfactint 1
frim tu-muog of‘A 1... (ankilog A- 1. 0).28 When GIDA
. quhdlng (:rlnto and lonno)'wnu cxaninoc rrom 1965/66 to
1971/7&. the Fate oc mm wae found' %o be 19.03% eo--
pc\mdqd mmunﬁz’ !Lﬂro? vimnly dcmnntratu the
M ‘She aspraiagion m-g-o-as cmmm-c )
o varin&;on (R’) wu. 0. 97~;r 97’. The results woro #lgnifi-
‘/’/éa/n;/n-t the 0.00001 or 99.999% lovolt .
' ‘ CIDA, accordlng to the rgccnt “V;itc Papor. will ~

'conthuo to o-phasizc the growth of oxpondituros. How
_’puch Canada gives under its aild 5;;gramme is not as impor-
tant as how we Eiij.it. In the long term, ;ncremenfal
- policy mild lead to a disillusionment on the part of the
'governnént. the reciplient, and fhe'taxéayeé. Canada‘s aid

programno3should grow'but'policy must be based on clearly’

atnted objectives derived from recipient needs rather than

‘previous spénd&ng.

e

e . s

— N 4 - s ’ K ’ L »

T . N ’ .9 e T .
?pSec Boris Pesek, "Economic Growth and Its

Veasurtuent“ in W. L., Johnsoh and D. R. Kdmerschen, eds.,
. Readings in Economic Dgvelopment (Cincinnatis South -
He'tem ub ng Qe ’ Pp. ‘132"1$o

‘ 29Growth not_ adjusted for . donestic inflamton. ’
When converted to a &onstant .figure this growth rate is’
8.7%. The disaggregated growth rates support the previous
argument regarding development loans. The ‘growth rate for
grants was 8.9% in current terms -0.5% in real ,terms

° while the growth rate-for loans was 3? 7% in current terns
and 25.8% in real terms! .

6
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e /Arhip study has considorod some bf the more rolcvnnt

"theorotical cgnli rations of foreign aid and hac applied
\ criteria to Canadian foreign aia policy

ltuay can thordfore be divided betweon

foreign aid advance ‘1s study is aS~{9llows.

Foreign aid is the official unidirectional trans-
fer of real resoyrces from developed nations to
developing nations, for the purpose of promoting
the oconomic developncnt of the recipient,,

,The measuremont of foreign aid x»icontingent upon the oper-

ating aaannpttons posed by this def&nitidn. The definition

explicitly denies that comnercial tranaactions can be )
. classified as foreign aid because the transfers muat be

unidirectiona;,\sThis distinction led to three fiﬁdxngs

‘'which were felt to be significant regarding the. measurement

of aid flgws. . . ) .«
First, by using the noncomimercial approach, foreign

aid can be looked at as forming a continuum, which ranges
- - . \98 .

"

r"
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ffOIL‘tlntI or eonvor;lblo curr cy (100h'lid) ‘20 fnlly

d). _This’ approaeh seens
) \

u-oful in dolllnc with the -ultitudo or tbrll ‘Ertl”arc : ,"\:\_

-orton attaghed to- an aid transfer. T ﬁ' .
' ‘Second, it was found that the diacoﬂnt rate erployed

bo-morcial tranlactionl

n ovaluqtin; the ‘rant-oquivalant“ vnluc of .l‘:‘. )
oinglo most: inportant factor in -na.uring aid.. This study
"eoncluded that the only rdte which should be oaployod h1<:
calculating tho grant oquivalcnt is the longptornngovq;pmcnt
bond.rate, Since the capital involved is public father
than private, it is felx that -rdtes applicablo to t:: private

-

sector are inappropriate and o'ten misleading.
K Finally, the enployment of this scalar technique ‘

gnd the present defip%tion 19 usefuL"in quantifi&ngﬁtransrers-

in-kind. Again, the'hosthimiortant factor in qunq;ifyingb .

commodi ty aid 1s "the- terns of the transfer. Crantsin-kind

are aid to their full value provided the commoditics can’

be assigned a narket value in the domestxc economy and/or.A

in the recip)i:nt country. A loan which applies to (a

¢ommodi ty- should be measured at the world market..price -

because “the doncstic price reflects a domestic subsidy. - VY

1 4

. - Cgaptcr 3 of this mtudy was broadly aimed at

updating the histery.of Canadian forelign aid. Keith

Spicer’s book, A Sanarijeg State’. providés a thorough

examination of the history of Canadian foreign ald before
o

1965. Unfor®unately, there has been no follow-up.to that
. . . . -
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ltudy although it would cortatnly bo unoful. | oo
’ : The case study 1ntroducou by Chupttr 3 and confinucd ;;.'
‘a cn-;mr b'is felt tp te the relevant issue for ‘tho L
-—pvocoa1_ljugzl__Thoro were ba.&c.lxy 1-0°qu¢ntionl n:nq}ncd-
v 1) Jiow much "forcign ald" dge ggca,c "Tv“o'r “";“: A Q““

Sy z)msumm:m dqcahn.? -
' .The anuvdr to tho fitat quo-tion is'. thnt Canadian
‘foreign aid” is -OIQUhlt lcsa than the figurcl publishod
by CIDA. Tho relevant point raistd was the.dirferoncoh
.bctw.on the figure dorivod when tho OECD discount rate is
omploycd ‘and the’ rFesults when the long-ternm governnent bond
rate is useéd. The fact that either dlqcount rate r..ults
in a very high proport&on of concess)onality. i.e. grant \\\
uivaﬂcnt dnﬁl; force lerious r eration’of Canada’'s
- development loan programme. The loan proéranmc should bg )
eliminated as-if ia.quntet-prod ve to the dewelogu‘ﬁé .
process to which the Qanadiaﬁ governmenf’hag.s;afed.its
comni tment. o - o
N " The original p;oblei posed b& this siudy.yas to
evaluate the magnitude of Caqada‘q response tb.the neegs
of'rocipientg. The conelusionwor this study is Hakrihorc
is no statistical relationship b?twoen recipient need- and
Canadian policy. This~random pattery of distribution of
Lanadian funds suggested ?'high dedree of ad hoc decision- -
. Jaking. This subsequent hypothesis was almost pérfectly R

confirmed when prior spending was used as a criterion. "The

-~



l.vola of .mormauua vumq in c.mu*. rmm ae” ",_f
' ﬁglscy unoot :hc prnccupatlon of CIDA wun dflburqo‘ont / .

to the virmx. oxcluﬂon of \11 else. The rqomt,"hltc '.;..'~.

Papor fails to proﬂdo what ‘is ui'u'ntlr Muiﬂd by thé .

s L0

wney-mmw mmmt objoctlv” Indo'bl. the ., LS.

u}ar pmq{ﬁ.m' " “%’ R v;ll,w,»‘ ‘f-*a;;}
_ order to t‘oncﬁ tlh lnt'mtlwlly- uocoptod tlﬂrﬂ of ° 7 "“..:
per con o.f the GNP. At 'Y currhnt gr,owtl’ rato oY wor 39“\ . \

per cért mmully. the diroctlonlocs -masrg vux Mc-o L L

“more serioud. rm Canadian govor‘nlunt huq veen m\ " ;
conmideradble prclsuro .oth doucotienlly arig fnt.fhation.lxy ;?: :

o, he «a

gog figure. m\-t is ioqhirod is m K -

to reach the'U.N,

for “aid.. Th‘ quostion of hu:ntlty .houId »:" . 9

. more.aid but bet
_ .w R ) R

.’

of its ansistnnoc to dcvcloping mﬁqnc shoui L3 couitunt
€0 developncnt but has alao forced C(DA to: c-phasi:o 'cu-- .

' burgement and hxs not allovod tho :goncy to, omino 1l e s
objectjvos in concreto torl;. In point ‘of flct. CQnAda ;.hb_’.

. could. iricrease its 'farcign aid”‘substantig}ry withoq& ';' _{..1.?
) 1ncreasing its exponditures. B R 4" f,w
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- r*P?z.NDIX II . . ' e '

'I'HE ‘GRANT ELEMENT IN DEVELOPMENT LEN‘DING"

When loanas are made on concessiong:y ;erms. theso s
- may be said to. conprise an atd olonent. and it is roaaonablo
'to wish to estimate thie grant element” in cash terna and
_regard it as the sacrifice (Or benefit) asaociated with

such loans. rho natural definition of the grant eleqpnt .

38 the’ differcnceabetwoon the fgce vaiuo of a 1oan nnd the .

~~~~~

'{'.ﬁroaon% valuo of all’ future rdg,yﬂonts (anortisation aﬁd '

intcresd; payments). dioco\mted at a proper rate of ini:eros*l:.1
The Grant Element ' o o »_ .
. " The choice of 'l:he proper discount rate‘cannot. in

the absence of an integrated world oapital harket.ube tm
same if the attention is foe;.\ssed on the sacrifices &f thé
.lenders and 6n the. benefits of the borrowers. In the first
’oase, a rate expressing the prevailing long-term yield on
‘publlc capital is an appropriate measure of the opportunity
A cost of public loanable funds, ‘In the second case, the .

Sh, ot

alternative ratea available to borrowers :I.n underdeveloped*

SOURCEc Gorin Ohlim ? i Aigd P _licie" Re~

go‘nsigeged (Paris:. Development” Ass stanceq.' _
ECD, 1966), pp. 101-105. R (R .

n A. Pincus, "The Cost of Foreign Aid. .

Revxew of Economics and Statistlcs, XLV (1963), pp. 360—
- ' e o
7 -

* ?1
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q;o\mtriu ire more eiuuvu thoir accou to ree. cqplul e

‘ _,no. Ih any cau. the dong t-ru rate that f
thc bomnr-‘ oppomnitx cost is cluriy
@Mﬁ _Or than that which pertains to the londoro.
™ j.;eoontygote In oﬁly concerndd wfth tho fot-al

ltpec$o of - thn problona given the tornn of a devclopnont ‘, f"'

. e, 1oun i@d‘an appgppriate rqte of discount, how can the eou-'- -

- 'cossionnry-elenoﬁi rqlaily bo eotin-tod’z . B

S S o amr i e

>
s
A s
.
>

narko.tc is sp

typically gpofide for a graco period of a qprtein nunbor o
-of yearo during wbieh no repaynent of princlpnl 1: nade.» :
5';Thereaftor. principal is uaually repayahle 1n.equa1 1nntnl-‘“"—~

]

‘ments, although other amortisation prinoiples are occaoion- ’
ally followed. In the case of ccrtain United Kingdom loans
Cwith maturitiqs of 25 years and grace periods of sevon -
years. interest.payments are also. waived during thie gnace
period, which obviously rgduces the effective rate of

L]
T

~'interest. B o o ' : R f L
‘ 3 In;the following. it is for convenience assumed
) that anortisation and intereet payments ;re made continuous- f

1y. rather than at diacreet intervals of six uonths or ihv
year. We use. the no&atiou: S - ,";

._'-.', .
-

o In Wilson E. Schnidt'a papen.
Charitys Loans ver nEe;

: s 1964, which apppared aftor-' e eoupletion
of this note.\the ‘discrete formulas’for present cost are
~derived, tMough vithout considgration of‘grace periods.

s

“Th' Ecogo:&cléil




S T ey o . ' o s o
* ¢ T . “0' " "‘ .". "' R .»"l ' .. ' .'.(.
e o . T, . . . A
LG aes 'I“”'”“"""»“"";f' ca et ..br Y SEN DU ‘_-é’;-5.»,."”,‘.1" ng . -
RS SN 'racG valu ,o,{ xﬁo 1oan T "“,-“
S R w‘nom: vnltu o:r'mmb mmmt- at Co
. N B i
. _ | tm ot 1m1ns ’ '
SRR -ZP/L'l pronlnt valuo ed
B S '-uu%ndgorm ' _
- . - - S/'L ‘grant nlmnt _'-ﬂuro o: raco ulqt ;
S A L rate n!' 1ntcr.¢ g " “" T e
B _ @ < rato\thdt-cOQn o "‘l*y‘
AR by 'Q‘ »"u;.gi"‘%z;y:g
Sl T e ;ﬁ,
D e?' nct 1ndabtodncsc) SR - .
“ Yo g .

In tha tir.;st placo. it nay now bo obsoﬁ“ﬁ

B " hé no graxﬁ: eleunt in the nnse 1 Which the -

——— e ——— - —

herc. ‘The graee period and thc ano

. not alter the fact' that thc discou
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In Tatlds 1-5, this exprositon has besn c.tcum«
for’ J.om of 10, 2, 30 and uo yoarg: umity, -1_§u mco o
pét:iddn ot 0. 3 lnd 10 yo_ [ '
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