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INTRODUCT ION

As a resuit of the work of the Intergovernmental conference on political
union, cooperation policy has now taken Its place alongside other Community
policies.

This decision marks both an end and a beginning.

An end because what the Commission has already been doing for almost thirty
years |s now enshrined in the Treaty. Cooperation policy began fairily
modestly with the first EDF in 1958. Annual commitments have gradually
risen from ECU 100 million to more than ECU 3.5 billion. Operational
instruments have become increasingly complex and comprehensive (Lomé,
Mediterranean protocols, cooperation with Asian and Latin American
developing countries, sundry budget headings). Other cooperation
instruments such as trade policy and scientific or technical cooperation
have been used more systematically.

A beginning, above all, because In the prevailing situation there are
var lous reasons for reassessing and rethinking the Community’'s development
policy:

- the distribution of income woridwide has become even more unequal In
relative terms In the last few years. The situation in the developing
countries Is far from rosy and in some of them Is marked by a drop in
growth rates, increasing poverty and a widening gap between those
countries which take off and those which stagnate or even regress;

~ for a large group of developing countries (the less developed countries)
development efforts have ended in complete failure. For these countries
International development aid has on the whole been ineffective and has
produced meagre results In relatlion to the large amount of resources
mobilized;

- the political upheavals in the international arena following the collapse
of the Eastern bloc have called into question the traditional support
enjoyed by the developing countries and are in turn bringing about deep
changes in the political make-up of these countrles;

- the thrust of the developing countries’ domestic policles, which are
directed at pollitical level towards greater democracy and at economic
level towards greater |iberalization, play a vital role In development

since external aid Is effective only when it backs sound development
strategy;



- the emergence of new forms of Interdependence between industrialized and
developing countries - Iin addition to trade, Investment and debt there is
the political dimension (tensions and wars between Third World countries
and thelr internal political Instability affect the industrlalized
countries) and aspects connected with the environment and population

movements (migration, AIDS, drugs). It is widely acknowledged that the
developed world pays a price for the South’'s non-deveiopment and that the
North's i{l1i-conceived development can obstruct the South’s sustainable

deve lopment.

- the headway made In European integration - towards the single market and

economlc, monetary and political union -~ is radically aitering the
commercial, financlal and monetary make-up of the international economic
system and means that the Community already plays, and wiil do so even

more in the future, a ieading role In world affairs.

Cooperation policy not only has Its own particular traits and driving
force, it is also a vital component of foreign policy. Although each
comes under different sections in the new European Unlon Treaties, they
will need to be developed In parallel as progress is made towards political
union.

So far the Member States have done a great deal to assist the deveiloping
countries. But although their approach has generally converged their
efforts have remalned dissipated and therefore less effective.

An alternative approach Is needed to tackle all these aspects and the
dissipation of the Member States’' development aid. One possible way of
doing ‘this Is gradually to allgn and dovetail the Member States’

deve lopment cooperation policles at Community level.

As in other areas of Community action the key lies in the proper
application of the principle of subsidliarity. Article 3B of the Political
Union Treaty states that "... the Community shall take action, In
accordance with the principie of subsidiarity, only If and in so far as the
objectives of the proposed action cannot be sufficientiy achieved by the
Member States and can therefore, by reason of the scale or effects of the
proposed actlon, be better achieved by the Community”.
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It therefore seems that the Member States’ development cooperation policies
should brought together at Community level for two reasons:

) to cope better with the challenges and external factors which have
been generated by the new forms of Interdependence resulting from
the non-development of the South and which could not be tackled by
the Member States acting in the same fragmented way as In the past.
In this field the Community development cooperation policy would
link up with other Community policies (such as environment and
research) which are desligned to deal with these global lIssues;

(i) to contribute better, by means of coordinated, complementary,
synergetic and therefore more effective action, to the developing
countries’ development efforts. With this united approach Community
policy would make a declisive contribution to increasing the
effectiveness of overall development ald.

The Treaty on European Union concliuded in Maastricht has provided a
response and created a framework for such coordinated action.

To make the change from the current gamut of disparate efforts to a united
approach and action means going back to discussing the basics - what
lessons can be learnt from past experience? What are the common
priorities? What objectives could reasonably be attained? What are the
most suitable means of action? This first requires a general exchange of
ideas before moving on, on a flrmer footing, to identifying common action -
such is the aim of this paper.

Its other purpose is to highlight the contribution which the Community
could make to the collective development aid effort by conducting a
Community development cooperation policy with clear-cut strategic targets
capablie of providing an effective response to the developing countries’
current difficulties.

There are, however, several major questions which have been left pending or
unanswered in thils paper. It Is not just because of the scale and
complexity of the issues at stake. |t was done dellberately: Instead of
providing a ready-made list of answers and programmes we hope to spark off
discussions and ideas. Our past experience of development has shown us
that there is no writing on the wall and that the situations and problems
facing us are more unsettlied and difficult than we imagined even a few
years ago.



As a result we need to think long and hard about the future, a task which
will go beyond the conflnes of this document.

To sum up, the aims of the document are as fol lows:

- to take stock of the last thirty years of development and overall
deve lopment ald, in particular that provided by the Community and its
Member States;

- to review the changes that have occurred worldwide such as the new
chalienges resulting from the global management of the international
economic and ecological system and its implications for the develioping
countries;

-~ to justify, in the light of the development track record and the new
demands created by new forms of interdependence and the response provided
by the Treaty on European Union, the need to press ahead wlth aligning
the Member States’ and the Community’'s development cooperation policies;

- to establish the basis for a Community development cooperation policy
which can serve as a rallying point for the Member States’ bilateral
policles;

~ to propose a methodology for defining and gradually implementing a common
approach to development cooperation based on the most advantageous
allocation of the roles to be played by the Community and its Member
States.



-5 -

I. MENT N TH F \"

A. t h i

1. In the last few years the distribution of income worldwide has become
even more unequal. There has been a sharp contrast in trends In the

developing countries - a group of countries Iin Asia has achleved rapid
growth, which even speeded up towards the end of the period, despite a less
favourable international ciimate. By contrast, there has been a
continuous, marked decline In growth in Africa. Because of the slow-down
in growth combined with continuing population pressure, per capita incomes

there have fallen sharply in the last fifteen years. In Latin America,
where the average leve!l Is much higher, deciine has also set in following
the debt crilsis. |In the two latter regions investment has fallen even more

than incomes, unlike in Asia. Africa is, however, the only region where
agricultural production has not kept pace with population increase.

2. The "demographic transition" of the developlng countries to lower
fertility rates Is taking a while to become evident. This Is particularly
true in Sub-Saharan Africa and in the Maghreb countries. The present worid
population (5.5 billion) couid reach 8.5 billlon In 2025, and 10 billion in
2050.

This rapid growth in population is obviousiy exerting considerable pressure
on resources, In particular those avallable for "human development" (baslic
healith care, primary education, etc.).

2a. Over the long term, admittedliy, all the soclial iIndicators have shown a
marked Improvement but the poor countries have not caught up and these
indicators have actually worsened in Africa and Latin America In the last
ten years. The proportion of poor people has fallen, but not their
absolute number, at least in South Asia and Africa. The distribution of
income, which Is more even In Asia, |s extremely uneven in Latin Amerlica.

3. The international climate has had an adverse effect Iin the last few
years: slow-down in growth in the industrialized countries, relative drop
Iin the price of commodities after the end of the Inflation period, debt
crisis and reversal of .net financial flows after ten years of too easy
loans. Very generally in Latin America, but also in Africa, avaiiabiility
of forelgn exchange has become the main brake on growth.
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4. Most of the Asian countries have escaped these difficulties by
successfully redirecting thelir exports towards manufactures (over 70% of
the total at the end of the period). The same shift is being made in Latin
Amer ica whereas it has scarcely begun in Africa. The Mediterranean
countries are experiencing widely differing economic situations; some are
starting to attract investment to a significant degree and others are
having difficulties in applying economic reforms in full.

5. Development policies are also responsible for these differences. At
the outset they were virtually uniformly directed towards Iindustrialization
based on the domestic market and broadly dependent on the state and its
protection policy. They were then gradually diversified with either
agriculture being given increasing priority, or the economy being opened up
to facilitate exports of manufactured goods.

6. Following the 1982 financlal crisis a growing number of countrles, at
the same time as having to cut domestic demand, embarked on a process of
radical reforms to restore macroeconomic order (public finances, monetary
policy, exchange rates), reduce administrative controls and the role of
publlc sector undertakings, llberaiize the price system, particulariy for
agricultural products, improve publiic sector management and open up
economies. The backdrop of depression against which these reforms were
undertaken, political opposition, social costs and the difficulty in
changing attitudes and behaviour quickly mean that these policies have not
yet produced the hoped-for results.

6a. New environmental challenges on a gliobal scale (greenhouse effect and
climate changes, deterloration of the ozone layer, movement and disposal of
toxic waste) have pointed up the need to take greater account of
environmental concerns in development strategies. The developing countries
have to find solutions to the growing phenomena of desertification, soil
erosion, declining water resources and the ecological! consequences of the
exploitation of troplical forests, particularly from the point of view of
the protection of biodiversity.

B. Ihe effectiveness of international aid

7. The overall voiume of Official Development Ald (ODA) has more or less
kept pace with real income trends Iin the donor countries, at ieast with
those In the Development Assistance Committee (DAC) which provide most: it
accounts for the same proportion of GNP in 1988 as In 1970 (0.35%). In
absolute value.and In real terms, overall ODA increased by 2.8% per year
over that perlod. This figure must be set against a population growth of
2.1% per annum in the developing countries. ODA, however, accounts for
only part of the resources made available to the developing countries. In
additlon there are public or private loans and direct investment by the
private sector.
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8. The aid provided by the Community and Its Member States accounts for a
growing share of total! world ODA (some 40%¥ in 1988-89). Community aid
remains firmly focused on the ACP States and in particular sub-Saharan
Africa. With the Member States the Community contributes 56X of total aid
to this region. This shouid be considered in terms of the Importance of
ald for the reglon, which represented more than 10% of its GNP during the
period 1988-89 and financed over half its investment.

9. However, In terms of overall financlal fiows, official contributiions
barely offset the current servicing costs of past private loans. Regional
differences here are very marked - Africa south of the Sahara and South and
East Asia enjoy positive net flows whereas Latin America, quantitatively
the most indebted, has negative flows.

10. An objective evaluation of aid is difficult. On the plius side there
is for example the progress achleved in the eradication of major epidemics,.
the development of infrastructure, "productivity leaps" such as the green
revolution In South Asia or the development of agriculture based on cotton
in the -Sudanese belt of Africa and so on. It is none the less clear that
if overall results are compared with the amount of financing committed the
general impression which emerges is of medlocre results.

11. This can be put down to a number of factors. On the part of the
developing countries’ governments the lack of a clearly defined development
strategy, administrative weakness and the nature of the established régimes
have often been the cause of Ineffectiveness. |In addition, these
governments, rather than coordinating donors’ aid, have exploited
competition between them In order to reap the short-term benefits.

12. On the part of the international community there Is no denying the
failure of development models conceived outside the developing countries,
for which ODA has been an active means of promotion, and aiso the often
diverging interests of donors. The East-West conflict has been
particularly harmful in that international cooperation has been dominated
at least as much by a concern to keep countries In one or other camp as by
a concern to contribute to thelir deveiopment.

13. The same goes for the ald provided by the Community and |ts Member
States. From a Community point of view, collaboration between the
European Institutions and the Member States on the design, monitoring and
thrust of their operations, which is Increasingly seen as a gine gua non of
effectiveness, has not been close enough to give Community ODA the Iimage of
a concerted, consistent and efficient policy. A dissipation of efforts has
been more the rule than the coordination of policies.
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11. THE NEW STAKES IN NORTH-SOUTH RELATIONS

A. The changes in the worid political arena

14. Because of the collapse of the Eastern bloc and the end of the co!ld
war, the developing countries are no longer of geo-strategic interest to
opposing factions. The unconditional support which they could expect from

either camp no longer exists. The contribution of ODA donors wil! now be
Iincreasingly subject to criteria for assessing the efficiency of the aid
granted. This requirement will become even more stringent as avallable

resources become scarcer.

15. The ruling elites of the developing countries have been undermined by
these political upheavals and also by the pressure exerted by the people
following the disappearance of the regimes which had hitherto acted as
guardians and protectors. Here and there, with varying degrees of speed
and ease, democratic systems are emerging which are in a better position tc
accommodate the aspirations of their people and manage the economy for the
common good. The conditions are thus gradually emerging in the deveioping
countries for more effective cooperation in a renewed International
framework.

16. The traditional forms of iInterdependence which have for a long time
prevalled In North-South relations have changed considerably or become
weaker Iin the last few years. Thus apart from losing their roie as "relay
stations” in the cold war context, the countries of the South now no longer
play such a strategic role as in the past in supplying the countries of the
North with commodities.

17. North-South interdependence has therefore taken on other guises in
which It has been particufarly noticeable in the last few years, making its
importance to the international community all the more visible.

Competition In almost all the vital sectors for the economic expansion of
the countries of both the North and the South now has a worlidwide
structural framework. Simliarly, other dimensions of Ncorth-South
interdependence have emerged which will assume Increasing Importance in the
next decades, for exampie, population and environment Issues, drugs and
major endemic diseases such as AIDS. Without proper management, the new
forms of interdependence between North and South could be seen by developed
countries Increasingly in terms of risks, and even be reduced tc matters of
security, Instead of being an opportunity for greater solidarity.

18. It is therefore important that partners in both the North and the
South should become increasingly aware that the North has to pay the cost
of the South’s under-development and that the economic models obtaining in
the North weigh heaviiy on the South and diminish their prospects of
sustainable development.
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C. The arowing integration of the Community

19. By completing the internail market and creating economic and monetary
union, the Community, which Is already the developing countries’ main
trading partner, is significantly changing the structure of internationat
economic relations, forcing its partners Into major adjustments and
enjoying growing influence In the world economlc arena and In particular in
its relations with the developing countries.

20. At institutional fevel, Title XVIil of the Maastricht Treaty enshrines
development cooperation as a Community policy which supplements Its Member
States’ develiopment policy. The Treaty defines the objectives

(Article 130u) and the methods (Article 130v and Articlie 130x). The
Community therefore has a framework and guidelines for reviewing and
revamping its present cooperation policy, taking into account the iessons
tearnt from the past, the developing countries’ new international and
domesilc situation and the new forms of interdependence.

Hit. NTEN T P TION POL I
A. T hort n r

21. The main features of the present situation are the disperion of the
Member States’ and the Community’'s efforts and the existence of three major
handicaps affecting the impliementation of a truly coordinated policy: the
"coordination shortfall" between national and Community development
cooperation policlies; the "linkage or cohesion shortfalil" between
cooperation policles and other Community policies or other aspects of the
Community integratlion process; lastly the fact that the Community does not
speak with a singie voice and does not provide the necessary Impetus In
international forums or yls-a-vis other suppliers of funds.

22. This slituation Is prejudicial first of all to the developing countries:
they do not benefit from the considerable impact which a coordinated potlicy
on the part of the Community and its Member States could have and they are
often tempted to play on internal rivairies In order to derive immediate
benefit. In the face of other international partners, the developing
countries cannot always rely on the Community to act firmly and
unanimously.

23. This situation Is also prejudictal to the Member States: the failure
to coordinate, speak with a single voice and take initiatives maintains
rivairies within the Community, in some cases to the detriment of the
Member States’ own interests, and weakens their positions vis-a-vis their
immadiate competitors.

24. The situation Is, iastly, prejudicial to the Community as such: the
failure to achleve linkage and unanimity of expression and to provide an
Iimpetus does not help recognition of its Identity on the world stage.
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B. n n M r t t

25. Over and above the definition of the objectives of Community policy,
the Treaty urges that account be taken of these objectives "Iin the policies
that it [the Community] implements which are litkely to affect developing
countries" (Articie 130v). An expiicit recommendation is therefore made to
the effect that the lack of |inkage should be remedied.

26. It Is stated in Article 130x(1) that "the Community and the Member
States shall coordinate their policles on development cooperation and shali
consult each other on thelr aid programmes, including In international
organizations and during international conferences. They may undertake
joint action. Member States shall contribute if necessary to the
Iimplementation of Community ald programmes."” This provision concerns the
lack of coordination.

27. This same Article 130x (text above) calls on the Community and lits
Member States to step up their coordination within international forums,
and so react to the failure to speak with one volce and provide Impetus.

C. TIhe comparative advantages

28. The powers attributed to the Community and the consequences of economic
and monetary union show that new forms of North-South interdependence
(trade, environment, population, drugs and AIDS) could not be dealt with
effectively by each Member State at bifateral level. Some of these
subjects by thelr very nature go beyond the national context (environment),
In others the powers aiready devolved on the Community mean that they come
within its sphere of competence (trade) and in yet other cases the
consequences of European integration wili of necesslity entali coordination
(e.g. free movement of persons and Immigration policy, to which the
cooperation policy can make a contribution), or more simply the greater
impact and coordination resulting from the dovetalling of the policles and
resources of the Community and Its Member States would make them more
effective. Thought should be given to proper application of the principle
of subsidiarity to each of these subjects.

D. Ibe forthcoming deadlines

29. The first Financial Protocol under the fourth Lomé Convention covers
the period 1990-94. The guldelines lald down by the Council for

Latin America and Asia will expire in 1985. The Medliterranean protocois
explire In 1996. From 1994 to 1996, the Community will therefore have to
review, to an extent It wil! have to define, its reiations with all the

developing countries. Preparatlons should be made for these dead!ines by
defining a coordinated framework for the development coopsration poilicy.



IV. THE BASIS FOR A COMMUNITY DEVELOPMENT POLICY

A. The basic principles
30. Like any other Community policy, the cooperation policy will have to be

based on the fundamental values which underpin the Community’'s very
existence: the promotion of world peace and the settliement of conflict
through dialogue, the development and consolidation of democracy and the
constitutional state, and the observance of human rights and the
fundamental! freedoms. These values are set out in Article 130u of

Title XVIi of the Maastricht Treaty.

31. With regard to development cooperation poiicy, as solidarity is one of
the vaiues forming the cornerstone of the Community, it would be
inconceivable for It not to be exercised as effectively outside as inside

the Community, with only Iip service belng paid to It beyond the
Community’'s frontiers.

32. It should not, however, be forgotten when promoting these humanistic
values that the development cooperation policy forms part of the more
general context of the Community’'s external relations. This policy
contributes to the protection of the Community’s interests by taking into
account the mutual interest of the parties concerned. This consideration

comes into play in the granting of trade facilities and economic
cooperation.

33. Lastly, a Community development cooperation pollicy must help to enhance
the Community ‘s presence on the worlid stage, thereby furthering the
recognition of the Community’s lidentity by other countries and within
international organizations.

B. b tiv

34. Within the Iimits of its resources, the development cooperation policy
will endeavour to encourage the consolidation of democracy in the
developing countries, within the framework of political stability. 1t will
also pursue the objectives indlicated in Article 130u(1) of the

Maastricht Treaty, namely:

- sustainable economic and social development of the developing
countries, and more especially of the least advanced;

- the gradual, smooth integration of the developing countries into the
wor id economy;

— the campaign against poverty in the developing countries.
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The consolidation of democracy in the developing countries: reform of
state and the political system.

While democratization remains the key word, no real! process can be
initiated on a lasting basis without an economic fabric: it is the
creation of this fabric which should be sought through active support
for any operation which places responsibility on the shoulders of the
reciplents by Iinvolving them directly in the management of the aid
(develiopment through participation).

The revision of the political structures must go hand in hand with
far-reaching reform of the state’s administrative structures and
resources, to which many different operations can contribute (review of
the state’'s tasks, so that it concentrates on its essential functions,
decentralization of the decision-making and administrative machinery,
and an ongoing effort to train and motivate civil servants, etc.).

At the same time, support for the private sector and decentralized
cooperation will contribute towards a stronger economic fabric.

Sustainablie economic and soclai development: the prime objective will

to be rebulld the economic foundations for growth, while ensuring that
growth takes a form compatiblie with environmental requirements, by

- restoring the major macroeconomic balances, through a stabillization

phase the length and cost, particularly social cost, of which have
often been underestimated;

then a further-reaching operation to restructure the economic fabric,
the main component of which Is the liberalization of economic
activities, which must be achieved In a coordinated way at domestic
level. Although the state is called upon In this way to drop its role
of dirsect Investor, It must not neglect its role Iin creating the
physlcal and regulatory environment which business needs in order to
invest;

constant attention to the long-term conditions requlred for sustainablie
develiopment: pollcies on famlly planning and education so that
population growth can be restrained, compatibllity of economic
development with the rational use of natural resources in keeping with
the major environmental balances, and the development of human
resources. The role of long-term programming should be strengthened
accordingly.



37.

38.

- 13 -
integration of the devel tri in | m

One of the essentlal objectives of the structural adjustment policies
implemented by the developing countries iIs to make them an integral
part of the world economy, participating in expanding activity and
trade and in the attendant economic and technlcal progress. Foreign
trade, which is the main source of external financling for most
developing countries, is of crucial Iimportance to deveiopment. Access
to the industrialized countries’ markets is consequently an essential
prerequisite for these countries’ development.

In order for the developed countries’ markets to become more open the
following is called for:

- greater competitiveness on the part of the exporting countries,
otherwise the improved market access wil! have no effect: this is
why an appropriate institutional and regulatory framework should be
established, with more transfers of technology and intensified
industrial cooperation;

- the Community should give thought to how it should itself reorganize
in order to open up more to products from the developing countries;

- account should be taken of the fact that the developing countries
wili benefit very unevenly from the opening-up of the markets, owing
to their different degrees of competitiveness; some countrles may
even lose out if they are not helped along. The transition from the
national to the regionai dimension may for many developing countries
be the first stage In the widening of their economic area. The
Community should, on the basis of its own experlience, continue and
step up the Initiatives It has already taken in renewing its
cooperation agreements.

Th m 1

A return to growth, the establishment of viable economic structures and
the ironing-out of Inequalities are the three essential components of
any strategy to reduce poverty, which now affects one-third of
humanity.

The reforms advocated can bear fruit only gradually, in the long term.
Deve lopment cooperation policy must support targeted operations to
relieve certain forms of poverty and to offset the social costs
resulting from reform and economic restructuring policies. Priority
must be given to all the operatlions which contrlbute to human
development, in particuiar basic health care and education schemes.
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V. EOMULATION QOF COMMUNITY DEVELOPMENT POLICY

A. i rincipl

39. Article 130u of the Treaty of Maastricht lays down that Community
policy shall be "complementary to the pollicies pursued by the Member
States". There is therefore no question of simply concentrating at
Community level alil the means currentiy deployed by the Community and its
Member States. On the contrary, the principle of subsidiarity must govern
the analysis undertaken to formutate Community pollicy and the cholice of the
degree to which Member States’ bilateral policies are integrated into the
coordinated policy.

The degree of integration chosen may vary in line with the need to make
good the three shortfalils discussed eartlier (see point 21).

This analysis will be supplemented by a geographical weighting since
differences among developing countries and the diversity of the Community’'s
interests mean that each case will require a response tallored to its
particular requirements.

B. Different levels of policy-making

A common comprehensive approach to development problems transcends the
confines of deveiopment cooperation policy in the strict sense and should
be seen by the Community and its Member States as a way of making good the
three shortfalls mentioned earlier regarding coordination, policy |linkage
and the volcing of policy.

40. In Its own sphere of competence the Community needs to Improve the

| inkage between development policy and the common policies (e.g. the common
agricultural policy, the common fisheries poiicy and the common commercial
policy), taking fuli account of thelir beneficial and/or negative
Implications for the developing countries.

By the same token, development cooperation policy must be formulated and
implemented in such a way as to further the objectives of other Community
policles (environment, security, population movements, etc.) as wel!l as
achieve its own primary goals (of combating poverty, above all).

Such synergy between Community policlies may be generated around a number of
specific themes (environment, population movements, AIDS, debt, the
developling countries’ Integration into world markets, etc.) that involve
issues that transcend or run parallel to the area of application, strictly
defined, of a number of common policies or bilateral policies pursued by
the Member States.
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The Commission wiil carry out a systematic review of such themes to
identify those which best lend themselves to such an approach. The
Commission’s proposals on immigration offer a useful illustration of such

an approach. The Commission’s communication on the matter (SEC(91)1855)
emphasized the need for greater coordination of nationatl and Community
development policy and incorporation of this dimension In future
cooperation agreements wherever necessary. It went on to identlfy certain
types of projects that could be promoted under development cooperation
policy to heilp resolve immigration problems.’ These proposals contributed
to a concerted Community approach to the issue.

41. In the context of its international economic relations the Community
must seek to remedy its weakness when it comes to speaking with a single
voice and taking initiatives through a general approach on three fronts.

- The econcmy and international economic cooperation: the aim here will be
to improve the representation of the developing countries in multilaterai
institutions and to stimulate world growth. The Community can contribute
to the latter through its own efforts (single market, EMU) and by
persuading its two main partners (the United States and Japan) to improve
their budgetary and trade policles.

-~ Trade: the goals here are to bring the developing countries into the GATT
and to proceed with trade liberallzation while taking Into account the
special situation of the least developed countries and the trade
arrangements justified by this sltuation.

—~ Aid and other financial flows: the Community‘s alm here should be to
increase total ODA flows thanks to greater burden-sharing betweesn the

Industriailized countrles and to Iimprove the quality of ald (grant element
and untyling).

42. As regards direct aid and cooperation with the developing countries,
the Community has to make good the coordination shortfall In Its relations

with Individual countries and bllateral relations between Its Member States
and those same countries.

The Community's relations with developing countries will call for the
coordinated implementation of existing or (depending on the case) new
financial instruments, of which there are already a wide range: trade
preferences, various forms of aid (humanitarian, food, technical, aid for
projects, programmes and policies, non-project aid, etc.), systems for
compensating losses of export earnings, mutually beneficial economic

cooperation, aid for combating drug trafficking and environmental!
conservatlon.

i SEC(91) 1855, points 48 and 49,
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In this concerted bilateral action by the Community and the Member States

the pursuit of the indlvidual deveioping country‘s deveiopment goals must

go hand in hand with detailed conslderation of specific themes that may be
retevant (see point 40).

These instruments must be used in the context of a common development
strategy that can be adapted to the conditions, circumstances and needs of
each developing country or group of developing countries.

C. Geographic weighting

43. Developing reglons each have individual characteristics that justify
the Community’s playing an actlive role. In terms of development
cooperation, however, the extent to which Community policy has the
potential to exert real Influence on development varles from region to
region. The degree of influence |Is determined by the "weight” of the
Community and its Member States in the aid total ( the "relative mass" of
Community ald) and the scale of the aid In relation to macroeconomic
aggregates (e.g. GDP, budget). It also depends on the recipient country’s
capacity to use the aid in pursuit of appropriate policles.

For reasons of hlistory, geographical proximity or pollitical priority, the
volume of Communlity ODA is unequally spread amongst the different regions
of the world, and is tikely to remain-so.

44. The developling countries’ needs vary according to thelr degree of

deve lopment. There are a number of internationally recognized
classifications of developmant, based for the most part on economic
criteria (e.g. per capita GNP) and social Indlcators. Such a typoliogy of
the developing countries, taking into account the consliderations discussed
above, can guide us in the formulation of a policy mix suited to each
country and region. The granting of aid shouid be subject to performance
criteria so that the recipient countries are those that will draw the

max imum benefit from it.

45. The priorities for each region of the world can be brlefiy summed up as
follows:

Sub-Saharan Afrlica: economic restructuring, administrative overhaui and
democratic reforms should be a priority for Community aid. Such reforms,
however, which are a long-term process, will cali for a “contract® of trus
partnership between Africa and the Community.

Other cooperation activities must go hand in hand with reform measures to
deal with Africa’'s long-term problems ~ food security, environmental
protection, population growth, development of human resources and basic
infrastructure.
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Integration into the international economy is a much longer-term objective
for most African countries. Development priorities for the immediate future
would appear to be the stable working of commodity markets and aid for
bringing about greater regional cooperation.

Mediterranean: here the major probiems are political, environmental and
soclial (emigration). Aid shouid be increased and refocused on family
planning programmes, technical assistance for institutions with the aim of
supporting reform, regional cooperation and economic cooperation.

Latin America: special importance will be accorded to a policy dialogue in
all appropriate forums and to investment promotion and the private sector,
without, however, neglecting the need for increased ODA for the poorest
countries. In the present circumstances, commercial and financial support
for the economic and political reform under way Iin most Latin American
countries is essential! to prevent discouragement and reiapse. The efforts
already made to help these countries to take better account of
environmental concerns in their development strategy (pllot programme for
the Amazonian forest in Brazii, for example) must be continued.

Asla: this continent presents widely contrasting situations. The overali
objectlive should be to boost the Community’'s economic presence (exports and
investment) in the most dynamic region of the world, while ensuring that
the region’s economic dynamism does not result in greater environmentai
damage. The means shouid be adapted to the areas and countries concerned.
The least developed countries will continue to recelve development ald of
the traditional type.



The record of three decades of development and development cooperation
reveals that the role of domestic policles and of trade and the
international economic context (growth, interest rates) is essential to the
(differentiated) performance of the developing countries.

Consequently, the role of aid must be clarifled and measured in relative
terms. Ald is more important for some regions than for others, and it is
much more effective when used in bilateral relations as leverage for the
implementation of good economic and political reforms (restructuring, good
governance, democratization) and slanted towards sustainable development.

Aid cannot make up for a lack of good domestic policies or commercial
outiets.

Politicai dialogus with the developing countries with a view to the
adoption of poiitical and economic reforms is absolutely essential.

This dlalogue wil! be credibie only If backed up by action on the part of
the industriallzed countries, not simply in the form of aid but also as

regards trade and the establiishment of a favourable international economic
context.

(1) in trade, rapid conclusion of the Uruguay Round of negotiations is
the main priority. In any event, the various commercial policy
instruments must be used In a way which ties in with our policy
towards the developing countries.

Y As regards the general eccnomic environment (growth, level of
Iinterest rates), the Community could play all the more effective a
role as It neared fuil economic and monetary union).
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To conclude, the Community’s relations with the developing countries, a key
element of which is development cooperation, need to be reviewed in the
light of the radical changes taking ptace on the international political
scene and considerations such as the developing countries’ role in the

wor ld economy, the need to harness the new forms of interdependence
globaily and effectively, growing European Integration and the deadlines
the Community has set itself In coming years. The objectives of a common
policy on development cooperation and the methods for achieving them are
set out in Title XVIi of the Treaty of Maastricht.

The purpose of this communication is to flesh out these objectives and
methods. On approval of these guidelines by the Council and Parliament,
the Commission will take appropriate steps to impliement them, in accordance
with Article 130x(2) of Title XVI| of the Treaty of Maastricht.

Annex: paper on the Community’s relations with the developing countries In
the tight of political union.



'COMMISSION OF THE EUROPEAN COMMUNITIES

AéEC(QE) 915 final /2 Brussels’, 16 September 1992

RRGEND

 Traduction de |‘annexe jointe
inttialement en francais

" {Concerne toutes les versions linguistiques
sauf francgais)

Communicatlon from the Commission to the Councltt
[ . and qullament L '

DEVELOPMENT COOPERATION POLICY IN THE RUN-UP TO 2000

(The Community's relatlions with the developling
countries viewed In the context of pollitical union)

The consequences of the Maastricht Treaty


Customer
Text Box

Customer
Note
Completed set by Customer


Annex to the Communication from the Commission to the Council and
Parliament on development cooperation policy in the run-up to 2000.

THE COMMUNITY'S RELATIONS WITH:
THE DEVELOPING COUNTRIES
VIEWED IN THE CONTEXT OF POLITICAL UNION

DISCUSSION PAPER



VTII/479/92-EN

l . ASSESSMENT AND LESSONS OFf THREE DECADES OF DEVELOPMENT

1.1. THE MACROECONOMIC BACKGROUNb

1.1.7. OVERALL GROWTH OF THE DEVELOPING COUNTRIES : some individual
e — — — — successes against a
: backdrop of crisis.

Since the start of the sixties, the growth rate of third world economies
would seem at first glance to have outstripped that of the OECD members.
But this observation needs to be shaded, as Table 1's breakdown by region
and by period shous. The breaks between the sub-periods chosen coincide

" *with the two oil crises.

Table 1 Annual average growth rate of GDP, in constant doLlars1
65-73 73-80 80-89
OECD members 4.7 3.0 3.0
Developing countries 6.5 4.7 3.8
of which:
Sub-Saharan Africa 4.8 ‘3.2 2.1
Eastern Asia 8.1 6.6 7.9
Southern Asia 3.6 4.2 5.1
Latin America and the Caribbean 6.5 5.0 1.6

Source: World Bank, World Development Report 1990 and 1991

Growbh iin the developing countries as a whole - as 1ndeed in 1ndustr1aL1zed
countries - slowed down considerably after the first oil crisis, and failed
to pick up afterwards because the reversal of financial flows which occurred
from 1982 onwards forced the Third World into auster1ty programmes which
resattéd: in lower demand.

The situation has not been the same for all regions however. There has

been a continuous, marked decline in the growth rate insub -Saharan Africa
and Latin America; in contrast, the GDP has risen in eastern Asia. While,

in the sixties, southern Asia was the only region where growth was well below
the Level of the industrialized countries, it has climbed steadily in the
three sub-perijods we are looking at.

1The heading "developing countries" used here includes all those countries
classified as low- or medium-income countries by the World Bank, i.e. those
in the four regions mentioned in the table plus the eastern European, Middle .
Eastern, and North African countries.

8
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When population growth is brought into the equation, the contrasts which
emerged in Table 1 are further heightened (Table 2).

Table 2 Per capita GNP (in 1989 dollafs)

Annual average GNPI%nhab.
growth rate

65-73 73-80 80-89 1980 1989

oECO 3.8 2.3 2.4 10 750 19 090

beveloping countries 4.2 2.5 1.5 700 800
of which:

Sub-Sah. Africa 1.7 0.6 - 1.2 380 340

Eastern Asia 5.2 4.7 6.3 310 540

. Southern Asia 1.2 1.9 2.9 260 320

Latin America 4.7 2.3 - 0.5 2 000 1 950

Source: World Bank, World Development Report 1991

Widely differing trends can be noted. In eastern Asia, strong economic growth
coupled with a steady diminution of the population growth rate have resulted '
in a significant rise in per capita income. In southern Asia the trend towards
~higher per capita incomes reflects the success of the green revolution plus
substantial industrial development, which in this part of the world has offset
still-rising population growth. 1In Latin America on the other hand, the
situation has steadily worsened during the period analyzed. This is due

rather to the debt crisis and the failure of adjustment méasures to cope

with external forces than to demograph1c pressures, which have in fact eased.

In sub-Saharan Africa, incrzasing population growth, combined with external
forces and economic policy that has not dealt adequately with the probLem,

have produced a dramatic fall in per capita income.

. The trend of per capita consumption follows the same curve as income and
reveals growing poverty in some parts of: the world lead1ng to increasing -
dependence on international food aid.
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1.1.2. OVERALL SECTORAL TRENDS : weak agricultural recdyery and de-indust~
e - — rialization in the developing countries

.'To form a clearer picture of the situation, even in a fairly brief analysis Like
this, it is important to point out the diverging trends exhibited by the various
economic sectors (Table 3). The growth in industrial output has remained very
high in eastern Asia and has accelerated continually in southern Asia, while
the lack of investment and imported inputs have put a brake on growth in Latin
America and Africa. The slow-down in growth that was a feature of the second

. of the sub-periods we have chosen had a negative effect on agricultural prod-
uction in all the regions save Latin America. This has been followed everywhere
by a period of recovery, particularly noticeable in Africa where structuratl
adjustment has been specifically aimed at boosting this sector. The third
sub-period has seen a significant contraction of the service sector in the regions
that ‘have suffered from the largest drops in per capita income and where the
strictest structural adjustment policy has been adopted.

Table 3 Sectoral growth rates

65-73 73-80 80;89 as 4 (1989
OECD

Agriculture - - 2.5 1.3 3%!

Industry 10.9 1.7 2.2 31%1

Services 12.6 0.6 3.1 66%1

6evetoping countries
Agriculture 3.0 2.5 3.3 19%
. Industry 8.3 4.9 4.5 38%

Services 7.3 6.4 3.5 437
Sub-Saharan Africa

Agriculture 2.4 1.1 2.0 32%

Industry 10.4 4.3 0.7 27%

Services 3.4 4.2 2.3 41%
Eastern Asia .

Agriculture 3.2 2.5 5.2 24%

Industry 12.4 9.4 10.4 447

Services 9.8 7.2 7.7 32%
Southern Asia ..

Agriculture 3.1 2.2 2.9 32%

Industry- 3.9 5.5 6.7 264 ¢

Services 4.0 5.3 6.3 42% )
‘Latin America

Agriculture 2.8 3.3 1.9 10%]

Industry 7.5 5.4 1.6 37%]

Services 7.5 5.8 1.6 53%]

Source : World Bank, World Development Report 1991.

11987.
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1.1.3. TRADE : slump in commodities exports, continued growth for manu-
_ factured goods

For the developing countries as a whole, exports of manufactures have‘grown
noticeably faster than commodity exports. They have not been as vulnerable,
either, to fluctuating conditions (Table &).

In eastern Asia, industrial exports increased by leaps and bounds during the
first two sub-periods and then settled down to a steady rhythm that still '
outpaced that of any other geographical area, During the second sub-period,
manufactures from southern Asia started to carve out a real portion of world
markets, and this they have managed to retain. The pattern.of Asian exports is
coming more and more to resemble that of the OECD members.

Manufactured goods account for a smaller share of Latin American exports, because -

of the predominance of oil and minerals in some countries' exports. During the
.first sub-period, however, they expanded rapidly. This growth later subsided,
"as a reflection of lower industrial output. It is clear that the industrial.
base has been eroded in this part of the world by the drop in investments caused
by hyperinflation and the sub-continent's enormous debt. A comparison with
figures for sectoral production shows that it is jindustry geared to the- CT
domestic market that has been hardest hit; exports of manufactures have grown
four times as fast as industrial output in the third sub-period.

While in the three regions mentioned above, exports of manufactures make
"a large contribution to the favourable growth rate for total exports, in
syb-Saharan Africa, they come nowhere near making up for the decl1ne in
commodity exports. :
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Table 4 Growth in and pattern of export volumes

65-73 73-80 80-89 as %-(1989)
OECD 9.5 5.4 3.8 .
~ Manufactures 10.6 5.2 4.0 81%
Commodities 5.7 6.4 2.6 19%
Developing countries’ 5.1 3.5 5.3 .
Manufactures 10:9 13.0 7.3 53%
Commodities 4.0 1.2 2.9 47%
of which:
Sub-Saharan Africa 14.2 - 0.2 - 1.0
Manufactures 5.8 9.7 1.01 11%
Commodities %7 -08 -1.21 . 89%
. Eastern Asia 10.6 9.4 9.4
Manufactures 28.3° 17.1 12.8 69%
Commodities 8.4 5.0 3.9 1 31%
Southern Asia - 0.2 4.5 6.1
Manufactures 1.1 6.3 6.8 1 70%
Commodities - 1.8 3.1 3.0 1 - 30%.
-Latin America - 0.4 2.2 4.0 ‘
*. Manufactures 16.7 9.5 7.0 36%
Commodities - 1.9 0.2 2.8 447

11980-88

Source : World Bank, World Development Repoff, 1991

On the demand side, it is interesting to note the effects of the policy of
industrialized countries.

. The proportion of manufactures imported has grown more quickly among members

of the OECD than among developing countries. This is a measure of the growing
industrialization of the Latter (as well as the result of the relocation of some
of the OECD's industry outside their own zone).

- Table 5 indicates that, as a purchaser, the US looks set to become a larger and -
larger market for goods from the developing world. Howéver, from Table 5a, it
can be seen that, for the developing countries, especially those of the Medi-
terranean and sub-Saharan Africa, the European Community is still a v1tal outtet
for their goods.
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.+ Table 5 ' Developing country exports
" To: US  Japan EEC |- US  Japan® . EEC
UsD (1989) billion _Annual average growth
' rate 1967-89
Total exports .
Sub-Sah. Africa 9.9 1.3 16.3 3.5 -5.2 - 1.4
Asian NIC2 70.6 31.6 34.3 -12.9 12.2 1.1
- Other Asian 30.2 34.2 24.6 . 8.6 8.1 5.3
Latin American 54.6 7.2 25.2 3.9 2.9 1.0
fnduétrial exporfs
Sub—-Sah. Africa 0.6 0.6 4.b ‘ 3.7 - 3.9 -1.9
Asian NICZ 68.9 23.6 32.9 13.4 16.3 12.7
Other Asian 23.9 1.4 17.4 1.9 10.9 9.7
Latin American 29.9 3.1 8.9 10.9 9.6 4.2
Arab countries 0.5 0.7 5.7 8.2 23.1 8.6
TOTAL 109.4 34.8 61.3 12.5 1.6 7.8
" Industrial products as % of total expéfts, 1989 TOTAL
uUs Japan EEC - 3 markets
Sub-Sah. Affica 6.3 447 20 20.4
Asian NIC 97.6 74.5 5.8 . 91.8
Other Asian . 95 54.8 88 81.4
lLatin American 54 42.7 35.1 48.1
TOTAL 82.6  59.8 . 72.5 74.7
TOTAL (without NIC) T Y

Source ¢ CEPII database
IMF, International Statistics

1The annual average growth rate, at constant 1967- 89 prices, has been ‘calculated
by Least squares regression.

2 . . : . . . .
Korea, Hong Kong, Taiwan, Singapore. 3Includes North African and Middle East countries

Table 5a Community share of exports of goods from these countries in 1989 (as %)
Sub-Sah.  Mediterranean Southern Asia Eastern Asia Latin America
Africa and Middle East K "

51.9 35.3 28.7 15.6 24.1

The increase in the share of manufactured goods from Asian and Latin American
“countries is mirrored by a change in the pattern of trade, mainly benefiting the
mechanical and electrical sectors. Trade amongst countries of the South, however,
. is still modest, only accounting for 14% of the total for Asia, 11% for Latin
Ameérica, and a mere 6% for sub--Saharan Africa.
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We can get an idea of the terms of trade by comparing the value of the developing
countries' exports with the value of QECD exports of manufactures, the latter .
providing an indication of how the value of the deveLop1ng countries® non-energy -
imports has varied. )

We are thus able to conclude that the developing countries' terms of trade, after
improving in the first sub-period, have declined since 1973 (excluding oil).

The same is true for manufactured goods, either because more rapid market pene-
tration has been achieved through lower price increases, or because a different
pattern has emerged inside the heading, to the detrimént of the Labour-intensive
products in which the developing countries specialize.

Table 6 Value of exports and terms of trade
Average annual growth rates

1965-73 1973-80 1980-88
Value of developing
‘countries' exports
Manufactures 5.8 6.8 0
(10.9) (13.0) (8.0
Food products 5.9 8.3 =0.5
S 2.5 4.9 (2.3)
Metats and m1neraLs 2.7 4.0 1.1
(6.6) (5.6) (- 2.1
Other raw materials 3.1 9.8 - 0.9
: o (2.4) G (1.3
Energy products . 9.0 29.5 - 10.3
5.3 (- 0.8) (2.5}
Value of QECD exports ‘ -
of manufactures 4.6 10.7 2.4

1. . .
figures in brackets refer to growth rate of. éxport volumes.

Source : World Bank, World Development Report 1991
Note however that IMF price indexes would give slightly
different results.
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1.1.4. FINANCIAL FLOWS : after a ten-year decline, a few signs
' of recovery

Until the start of the eighties, net financial flows (direct investment,
commercial borrowing, official aid and concessionary loans, minus amort-
ization and repayments) enabled domestic spending to outstrwp

natwonal domestic product1on. o

During the first period ( 1965-73), we see official aid playing a leading
role, even though it gradually dropped from 1.7% to 1.2% of Third World
~ GDP, with direct investment playing a subsidiary role (0.5% of the GDP).

The second sub-period (1973-80), during which petrodollars were recycled,

saw a substantial volume of private borrowing and hence an accumulation of

debts to banks. In 1982, this borrowing stilt represented 2.8% of these’

. countries' GDP, but from 1984 flows of th1s type were, on average, in the
'outward direction.

The strong growth seen up until 1973 was helped by. growth in earnings, then
by increasing recourse to loans in a context of abundant petrodollars and
very Llow real interest rates. Latin American and sub-Saharan African
countries entered the eighties in unstable conditions (inflation, problems
. of public finances, exchange rates and the current account) which made it

“  particularly difficult to adapt to the rise in real interest rates;

the result was a slump in investments and a return to rates, as a percentage
of GOP, Lower than those of the sixties. The countries of Asia, especially
. of eastern Asia,, on the other hand, were able to pursue a moreé ambitious
investment policy allowing production and exports.to be ma1nta1ned at the
same level, or even increased.

Fol lowipgithke 1982 crisis, triggered by the recession in the industrialized
countries, the value of the developing countries' exports, which had shot

up in the seventies, dropped off, causing 2 shortage of foreign exchange.
Explained another way, real interest rates (riominal rates deflated by

prices paid for their exports), which had been negative for nine out of the
ten previous years, suddenly became positive. Debt repayment became increas-
ingly difficult and banks no longer w1shed to Lend money.
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Table 7 Gross investment

A. Average annual growth rate as % . .
| 65-80 8089

. OECD members 3.5 N 4.3
Developing countries 8.2 - 2.0
"~ of uwhichs
Sub-Sah. Africa 8.6 -'3.9
Eastern Asia 11.4 9.9
Southern Asia 4.3 . 4.1
Latin America 8.1 - 2.3

B. Gross investment as % of GDP (averages.for the period)
65-73 73-80 80-89

Sub-Sah. Africa 16.2 . 20.8 15.9
Eastern Asia 242 . 9.7 30.4
. Southern Asia 17.1 19.9 22.2
Latin America 20.7 - 23.9 20.0

Source : World Bank, World Development Report, 1991.

The developing countries (apart from the Middle East lending ones), which till
then had been able to pay for import surpluses (still, in 1982, standing at

USD 49 billion) . were obligedto cut down on their purchases, with the resultt

that capital expenditure was cut. In recent years, the developing countries have,
as a whole, been able to get rid of their balance-of-payments deficits, thanks -
to "voluntary" loans (as opposed to money that has been lent "involuntarily", when
debtors default) and to transfers,which only cover two thirds of the interest-
due, the balance being made up from a surplus of goods and services, and

by letting arrears accumulate.

"The result of this reversal of financial flows has been. to make the countries
concerned spend less than they earn. This means that austerity has been
forced on them, at least as far as their relations with the outside world

are concerned (on the domestic level, countries can always take refuge in
inflation, the creation of surplus demand and the transfer of the burden of

a reduction in real resources to other social groups)."

The IMF's stabilization programmes should therefore be viewed primarily as

.a -means of managing an inevitable austerity situation (and of alleviating its"

‘éffects somewhat by foreign loans) instead of as the actual cause of the auster—
ity. The objective is to bring about a reduction in spending, while tryirg

to minimize some of the effects, e.g. fall-off in production, increased poverty,
and having to go without much-needed capital purchases.
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“ The objective has not always been attained, however. It shoutd be noted that,
* from 1990, according to World Bank projections, net flows of resources to the
" developing countries would seem to be improving both quantitatively {(net .

. flows were USD 116 billion in 1982, USD 82 billion in 1986 and USD 144 billion
" in 1990) and qualitatively, in that their composition is now closer to what

it was in the sixties and the start of the seventies, as opposed to the sit-~
uation at the end of that decade, when bank Loans were excesswve.

This improvement is the result of an increase in ODA,1 official loans (espec-
jally from multilateral lenders) and a recovery in direct investment from abroad.
This has steadily expanded since 1986, but is still principally concentrated

on the newly-industriatized countries of Asia and, more recently, on a few

Latin American countries.,

‘Inward financial flows nevertheless remain far below the requirements of a
Llarge number of countries.

‘jofficial Development Assistance
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1.1.5. THE DEBT : a crisis with as yet no satisfactory end in sight

Third World indebtedness has continued to rise in recent years. Although some
of the largest debtors (Mexico, Korea, Chile and Venezuela) have succeeded

in reducing theirs, the total stillt rose by more than USD 200 billion

between 1986 and 1990, by which time it stood at USD 1 300 billion, according
to the IMF (the World Bank puts the figure at USD 1 400 billion). Part of

the increase is the result of the falling value of the dollar vis-a-vis the
ecu and the yen. The IMF estimates that the cost of servicing this debt in
1990 was USD 170 billion (compared, for example, with Official Development
Assistance which was probably below USD 50 billion). Debt-servicing costs
“more and more each year, and the measures to Limit this bill have Little
practical effect. It is true that worldwide, increases in exports have done
something to reduce this cost (causing it, as a percentage of foreign

exchange earnings,to drop from 22% to 16X between 1986 and 1990). These overall
figures, however, mask the deterioration 1n many 1nd1v1dual, or ‘even reg1onal
situations. :

Thus, white the worst year of the debt crisis in Latin America was 1982, when
no more "voluntary" loans were granted, sub=Saharan Africa's debt doubled
between 1982 and 1990 (when it was estimated at USD 160 billion, almost
- USD 55 billion of it in private debt). In 1982, this part of the world was
able to pay BO%Z of the debt-servicing it had contracted for, but the proportion .
has fallen to less than 40% in the Last three years (which covered almost all
- .of the multilateral debt-servicing, less than 20% of the bilateral government
,;‘debt, and more than one third of the private debt, charges). Rescheduling is
ima1nty aimed at capitalizing arrears of interest payments and reimbursements;
1nev1tabLy, “this results in lower short-term charges, but higher long-term
-L_comm1tments. At present, five African countries all have debts that are twelve- '
. -fold greater than the vatue of their exports (the average for all countr1es in the
region is 3.5 times their export earnings). In other words, if they were to
repay their debts, almost their entire earnings from trade would be absorbed.
- An extreme case is Sudan: donors are spending USD 800-900 million a year mainly -~
_ .to prevent a part of ‘its population from dying of hunger; its export earnings,
,Aof around USD 500 million are partly spent on arms purchases to continue
the civil war, and the debt, which has stood at more than USD 13 billion
since 1989, is increasing by over USD 1 billion a year, through capitalization
- of the unpaid interest. Other cases, though less dramatic, are equally
"disturbing. ‘ :

In 1989, the countries of sub.~Saharan Africa actually paid more .than
USD 7-billion in interest. The concessionary part of the b1laterally-contracted
official debt (unlike the multilateral debt) has dropped from 50% in 1986
to 41% in 1990, under the effect of rescheduling, which has converted
previously subs1d1zed interest into unsubsidized capital, i.e. debt cancellat1on
has only been carried out in respect of Loans on special terms. Although
‘creditors are beginning to tackle this problem with rather more common sense, there
is still Little change. The World Bank has calculated, for
“example, that the average terms of the Toronto Agreement will reduce sub-
-Saharan Africa's annual charges by a mere USD 300 million and its total debt
'by USD 2 billion (and then only by the year 2000). Such figures pale into
insignificance by the side of those mentioned above.
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In North Africa, the most serious case was Egypt, where the repatriated. earnings
of migrant workers (many of them in the Gulf) represented almost twice as much
as earnings from the export of goods, while the USD 49 billion debt was more
than seven times these earnings. This case has now largely been settled, but
for sub-Saharan Africa, effective measures still have to be taken. The UK's
“proposals (Trinidad conditions. September.1990) have not yet been.adopted.
- Since 1988, the World Bank has-been applying interest-rate subsidies én
money owed to it by certain borrowers, but similar measures have not been
. brought into play by the African Development Bank or for Arab Funds. The World
Bank also set up a special fund for buying up commercial debts in 1989, but
up until July 1991, the only time the fund has been used has been in the case
of Niger, where a debt of a Little over USD 100 million was repurchased at
18% of its nominal value. This type of debt (considered as the most onerous)
is thought to amount to USD 55 billion for sub-Saharan Africa. The examples given
suggest that forms of effective action do exist, but that the problem is first
and foremost one of political will on the part of creditor -countries.

1.2. SOCIAL TRENDS : overall progress, bﬁt»with many situations
e where extreme poverty still persists

The effects of development cooperation policies on pédple's well-being cannot
be assessed solely by means of economic indicators. Since such well-being

is the ultimate goal of development, it would seem vital, in order to measure

the effects of cooperation policy in this period, to take account of trends
in social indicators.

The social parameters set out in Table 8 show general progress for all the
‘developing countries and all the indicators.” Life-expectancy, for example,
has risen from 46 years in 1960 to 63 years today, while infant mortality has
fallen from 233 to 116 for 1 000 Live births; the titeracy rate of the adult
jpopulat1on has increased from 46% to 60% and schooling for young people from
55% in 1970 to 0% in 1987. '
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- Despite these indications of progress, the table shows some very sharp

contrasts. Substantial gaps remain between developing and industrialized

countries. Poverty rates have worsened during the past decade and there
is a tendency for situations of inequality to become entrenched.

Table 8 Indicators of human development

Industr. .D.cs. S-S A. Eastern Southern Laiin

countries Asia® . Asia America
Life expectancy
at birth* :
1960 69 46 40 47 44 56
1990 74 63 52 68 58 67
: Daily calorie
. intakel * :
1965 114 90 92 86 88 100
1985 132 107 91 112 100 118
Infant mortality :
per thousand* ' E
: 1960 45 233 284 198 279 157
: 1989 18 116 179 57 151 72
% of popln. with :
access to health care ‘
aee 61 45 75 56 61
%Z of popln. with
drinking water access )
1975 een © 358 24 . 32 58
, 85-87 o 55 37 48 54 73
% of popln.with :
access to sanitation
e 32 . S1 11 60
Enrolment in ‘
primary/secondary
schools (%)*
1970 - 55 26 65 45 = 68
1987 voa 70 45 81 60 84
Adult literacy
(%X of over-15s)
1970 43 - 26 67 31 72
1985 60 48 71 41 " 83
Z of popln. below ' N
the poverty lined **
1985 .. 33 47 20 51 19

1as % of normal intake.

2t'he'poverty line is fixed at USD 370 per cagita{

Sources @ Without asterisk, UNDP Human Development Report 1990
* — UNDP Human Development Report 1991° .
** = World Bank, world development Report 1990



-4~ - VIII/479/92-EN

1.2.1. POVERTY AND UNEQUAL DISTRIBUTION: OF INCOME

o w—  —— — e — — — — —— v — —— — —— —u —— o -

According to the World Bank report on the subject, there were more than

1.1 billion people in the world Living below the poverty line in 1985.

By tar the greatest proportion of them tive in southern and eastern Asia

(800 million altogether, of which 420 million were in India, 210 miltion

were in China and &0 million in Bangltadesh). The number of poor in sub-Saha-

_ ran Africa was 180 million, representing 47% of the population - a percentage
almost as high as the 55% in India and Bangladesh, but against a background

of even less favourable social indicators. In Latin America (including

the Caribbean), numbers and proportions are much lower (70 million below

the poverty line, i.e. 194 of the population) and other indicators are also

better.

In all the countries for which data exists, poverty is essentially

a rural phenomenon. It is particularly striking in Africa - in Céte d'Ivoire,
for .example, the incidence is 9% in the towns and 44% in rural areas. But

. pockets of urban poverty are becoming more and more common.

It would be a Long and difficult exercise to identify the whole set of
factors responsibte for causing such a Large proportion of humanity to Llive
in a state of poverty and remain there. Chief among ‘them, undoubtedly, is
access to land. We find, in Bangladesh for example, that 93% of the rural
population with tess than 0.2 ha are poor, whereas the proportion drops

to 10% for those Lucky enough to own more than 3 ha.  In India, water and
land are eguatly decisive; the eastern states (Bihar and Orissa) have 50%
more poor people than the average, while in the irrigated Punjab, where

the agreen revolution was focused, the proportion is only 40% of the average.
Other factors also affect the issue: families headed by a woman or by
someone illiterate are also poorer than average.

Up until the eighties, long-term trends, wherever such figures are available,
indicated a significant decrease in the proportwon of poor people, usually
accompanied by a drop in absolute numbers, except for India, where the

total hardly changed until 1983,

- Generally speaking, economic growth has been the main agent in reducing .
poverty. The spectacular progress registered in the Asian countries with
rapid growth, like Indonesia (where the .incidence of poverty fell from 58%
to 17X of the population between 1970 and 1987), Malaysia, Thailand and
Pakistan, provides the proof of its prime importance. In Latin America

as well, the period of rapid growth produced similar results; Brazil for
example saw its poverty rate fall from 504 to 19% between 1960 and 1981,
but under the recession the progortion has now climbed back to 24%. Other
than where income shares have become very unequal (though Table 9 shows
that this is the exception), growth benefits the entire popu\atuon, despite
the continuina existence of pockets of noverty.
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Inversely, the recession which followed in the eighties, in Africa, Latin
America and some of the eastern European countries, had an adverse effect

on the poorest sectors of society. The shrinking job market often resulted -
both in the rural and urban context - in a fall in real wages (particularly
~in the informal sector, where there is little protection against inflationl).

In Africa, the poorest group in subsistence farming was protected, but the
-slump in export prices for produce pushed a number of small-holders below
- the poverty threshold. . In Braz1l, the most serious case of all, the

absotute number of_poor people climbed from 23 to 33 million between 1981

and 1987. Certain elements of structural adjustment programmes like the
-reduction in public spending have had adverse effects on the poorest sections in
some countries; however, here it is mainly the middle classes who have suffered,
most. But other elements of these programmes, Like devaluation and re-balancing
the terms of trade in favour of agriculture, have, on the other hand,

generally had a good effect.

It must be added that international atd overall has not been very effective
in reducing poverty: this is the conclusion of the DAC study on development
eooperation as a whote for the period 1960-85. Firstly, in 1988-89,"

onty 60% of the aid to developing countries went to the 41 countries in

the low-income category. And among these, the aid was hot always put to
good use: in Africa, for example, the largest amounts of aid in the last

10 years have gone to three countries .(Sudan, Tanzania and Zaire),

where no progress has been made, while other couhtries have fallen

‘into a state of dependency on aid which has merely. pushed recovery further
into the future. However, whereas programmes in the seventies concentrated
on poverty, in the e1ght1es, effectiveness has now come. into focus., This

new awareness of what is needed has rnot yet been reflected in the figures
so far available.

The phenomenon of poverty cannot however be grasped of addressed correctly
unless it is viewed in the context of persistent 1nequaL1t1es within
particular countries.

Some of the statistics on well-being are more revelatory of the progress
made in those sectors of society which have been closely studied (e.g. urban
eLites) and may therefore paint an over-optimistic picture of the situation.
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One important gauge of inequality is income distribution. Unfortunately,
information about this is very Limited and often out of date. The following
table gives three indexes, at two different dates, when data has been available

(i) poverty measured by the proportion of nat1onal income going to the
poorest 40% of the population;

(ii) income concentrat1on, measured by the share go1ng to the r1chest 10%;

(1ii) inequality, expressed as the ratio of the shages going to the top and
bottom 20%. : :

These three indicators are obviously closely correlated, but not entirely.
For purposes of comparison, the figures for Japan, the US and Germany have
" been included.

" Table 9 also shows per capita income, calculated in terms of parity of

" purchasing power in dollars in 1989. These figures combined with those of
the first indexc (share of income of the bottom 40%), give a rough measure
of the average income of the poorest classes.

The fairest distribution in general occurs in Asia. This is the only
place -where the poorest 40X receive 20%Z of the income and where the
inequality coefficient (as expressed) is usuatly Lower then 10. Latin
America is the region where the greatest inequality exists. It may also
be noted that, for eight of the 10 countries where surveys conducted in
the seventies and again in the eighties are both available, a slight
improvement in income distribution is observable.
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1.3. THE INDUSTRIALIZED COUNTRILES' SUPPORT FOR COOPERATION POLICY

1.3.1. - AID STATISTICS : increased ODA and unaltered uées

Offical development aid combined with direct investment now accounts for -
80% of all inward flows of money to the developing world, whereas in 1980,
this figures was 45% (see Chart 1). .These forms of finance now pre- .
dominate, owing to the collapse of bank Lend1ng from 1981 on.

Chart 1 Total net f1nanc1aL flows: from all sources,

by type, 1980-89
(at 1988 prices and exchange rates)

usb billion . . .

Total net inward flows

8 8

Other private transfers

.'.3 s 8 8 8 8

g
g
g
;
2
&
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The total volume of Official Development Assistance (ODA) has more or

Less followed the trend of donor countries' real income, at least as far as
members of the Development Assistance Committee (DAC), who provide most of
the aid, are concerned. 1t represented the same proportion of their GNP

in 1988 as in 1970 (0.35%). The GDP of DAC membérs has increased by an
average of 3.1% over the same period. Other suppliers of funds have not
kept in Line, however (in particular, aid from the Arab countries, the

most generous donors while the price of oil was high, has dropped off
drastically since 1986). Total aid, in fact, has only increased by

2.8% a year in real terms. As the population of the developing countries has
been increasing at just over 2.1% a year, the real increase in ODA -

per capita, overall, has actually been considerably less than 1%.

Looking at sub-Saharan Africa in particular, we see that total ODA has

also increased by 3.1% a year in real terms, but this falls slightly

short of population growth. The proportion of grants. from the DAC countries
has risen, but this has been offset by the drop in other contributions.

There have been major changes in the distribution pattern of. DAC members'
contributions; the US is no longer as prominent a funder, while Japan,
the Scandinavian countries and the EEC Member States are alt prov1d1ng
more.

Table 10 Breakdown of ODA by groups of country (as % of totat)

1970-71 1988-89
usa 24.8 15.9
EEC(of 12) N 35.1 - 41.0
Japan 9.1 16.9
Scandinaviar countries 2.0 . 6.0
Others 29.0 20.2
TOTAL 100 100

TOTAL (USD bitlion)2 . 33.3° 55.0

Source : DAC Report, 1990

It may be noted that almost 30% of DAC members' a1d'55 applied via
multilateral organizations, with a Little over 5% channelled through
the EEC. It is clear that ODA is given for a variety of motives - .

commercial, political and cultural -in add1t1on to those that are directly
linked to development.

.1Ithuding the Arab countries, the USSR, etc.

2 : '
At 1988 prices and exchange rates. The country figures include their

contr1but1ons to multilateral bodies.
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Tabte 11 ODA of EEC Member States 1988-89

(net disbursements) 1989 and 1990 .
EEC plus Member States' own contributions
Ust '000 000(a); as % of donors' GNP(b)

B DK DE FR* IRL IT NL UK ESP GR POR LUX Total 6f which

el

(a) 1989 703 937 4949 7450 49 3613 2097 2587 537 38 107 18 23.085 2809
(b)Y - % 0.46 0.94 0.41-0.78 0.42 0.31 0.94 0.14 0.14 0.07 0.24 0.29 - ~
€a) 1990 891 1171 6320 9381 57 3395 2592 2647 959 .. 148 25 .. 3237 .

(b) % 0.45 0.93 0.42 0.79 0.16 0.32 0.94 0.27 0.2 .. 0.25 0.28 S -

- % Includes QCT
©* 7T Unavad LabTe?

Taken altogether, the EEC Member States (and Denmark and the Netherlands

in particular) donate more than the other DAC members. The multilateral
component of their aid volume is higher than the average (especially if
france's aid to its OCT is excluded) and technical cooperation constitutes

a much bigger element (especially in the field of education, where cultural
interests play a particularly large role in French cooperation. Countries -
with previous colonial Llinks direct their aid predominantly in this dir-. ~
ection, but for the past 20 years there has been a fairly general tendency ..
towards enlarging the range of beneficiaries, without necessarily neglecting
the pre-existing special relationship. The result of this is that the
bilateral aid of Belgium, France, Italy and the UK is concentrated heavily
on sub-Saharan Africa. This region also receives the bulk of -aid from
benmark, which pays great attention to the poorest countries.:

The NGOs play an important role in Germany, Ireland and the Netherlands.’
These countries seek to inform the public that aid should be of a dis-
interested nature; they often provide an effective channel for distributing
funds which they collect of with which their governments entrust them.

The use made of aid is fairly unchanging, gerierally speaking. However,
there has been a slight fall-off in the Member States' technical coop-
eration, which used to be heavily funded (especially in the field of
education, where cultural interests play a more than average role). We
see therefore that in 1970 still, France and the United Kingdom between
them sent more than 55 000 aid workers (out of a total of some 100 000) -
into the field in this sector alone. This figure has now dropped to

15 000 (out of 80 000). There has alsoc been diversification in

Third World students' destinations.
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Table 12 Use of ODA by sector 1989
(USb '000 000 and as %)

L R I T, _..-Q.}- ---------------- falall il B el BEL TR TR T T T S
Merber EEC Total EEC}Other ATD UN TOTAL
................ States - ________| ._._._..loac._.._.
USD '000 000 15351 3324 18675 18846 493 281 | ares
Education - 15.3 7.8 13.9 7.0 4.2 2.5 9 f.
Health and popln. |, 6.0 5.3 5.9 7.2 60 2.8 8.2
Other social ' 10.4 2.6 9.0 6.6 8.0 7.1 7.8
Transport 13.8 7.3 14.4 10.0 13.4 4.0 1.6
Energy and other 8.0 7.0 7.9 6.9 18.9 1.9 8.1
Agriculture 1.5 32.7 15.3 1.1 2.0 27.9 15.7
i gl | | H E WY
. Services 42 ) 35 1.3 ) ) e
Multisectoral T
programed aid 8.1 17.8 9.8 15.9 1.5 1.4,
Dggg 1.2 1.0 1.9 1.2
t . 2.9 7.2 3.7 11.2 1.1 "
Emerg. food aid 10.3 ) 8.4 %3 0.9 15.8 07
. Private or non—spec. : :
e 100.0 100.0 100.0 100.0 100.0 100.0 100.0

SSUhce : OECD, DAC's report for 1990, Tables 28, 29 and 52

Notes:

1. Totals cover grants and loans on special terms. For the tatter, figures
* refer to commitments (not disbursements). : :

2.. Greece, Luxembourg, Portugal and Spain have not been included amongfthe
EEC Member States, since breakdowns for them are not avaitable.

3. For EEC Member States and other countries, bilateral aid only is included.

Table 12 also reveals that the ODA of the EEC combined with its Member
States differs Little in jts thrust from that of the DAC members' aid as
a whole. :

The Community's share of total world aid and of its Member States'-aid is
expanding. It remains highly concentrated on the ACP countries, especially
those in sub-Saharan Africa, to which the EEC 1s the second largest donor
(after French bilateral aid).

Official development aid, it must be stressed, represents only part of the

" resources made available to the developing world.
The IBRD and the regional banks Lend money borrowed from the capitat manket.
States (or specialized public bodies) cancel debts, offer official Loans
and guarantee export credits,while the private sector provides bank loans,
direct investment and donations via the NGOs. In addition, many operations
are combinations of the above, involving a mixture of grants, and loans on -
special terms or at market rates {largely used for export promotion).
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Tabie 13 financial flows (in biLLioné of current dollars)

Official aid
Bilateral 30.0 . 40.5
Multilateral 7.8
Other official inflows

Bilateral 3.0 9.0
Multilateral 4.8 6.9
Export credits 16.5 1.2
Direct investment 1.2 22.0
Private loans (banks and other) °52.6 14.0
NGO donations 2.4 4.2
Total 128.3 110.4
(in biltions of 1987 dollars) (169.4) (103.0
Interest and dividends - 63.6 - 107.7
paid by the d.cs.
IMF loans : 2.6 - 3.2
Net financial transfers 67.3 o= 0.5

Source : OECD, DAC's report, 1990

Table 13 shows the trend of net totals after deduction of amortization and
repayments. . i - .
The collapse of private Lending may be noted. On the other hand, direct invest-
ments, which plunged similarly up until 1985, have since recovered strongly,
mainly because of Japanese operations in eastern Asia. The result of these’
trends is that ODA now represents a lLarger share of net inflows, rising from.
29.5% in 1980 to 48.1% in 1989. The other category which has expanded rapidly
is multilateral lending; here, the main agent is the World Bank, through the
co-financing it has arranged (totalling USD 13 billion in 1989/90) for
operations that it steers and manages.

It remains true, however, that in terms of overall financial flows, official
contributions scarcely cover the current costs of past private borrowing.
Regional differences in this connection are striking: sub-Saharan Africa and
southern Asia enjoy net inward flows, while Latin America, the region with
the highest volume of debt, and eastern Asia, are experiencing outward flows.

TOTAL ODA RECEIVED
(net disbursements in 1989)

Sub- Saharan Africa
13.148

Maditerranean
4.195

. Latin America
3.094

Southern Asia
5.83 ) Eastern Asia
5.833
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The Development Assistance Committee has also done a breakdown of ODA by
region and by donor, for 1987-88.

Table 15 Regional breakdown of ODA 1988-89 '
(in % for each donor, by destination).

Su-Saharan N.Africe . Southern Other - Latin America
Africa  and Middle = Asia Asian and Caribbean

) East

Bilateral:

DAC, total 33.1 16.4 14.3 22.2 14.0
EEC Member States 44.8

. Multilateral:

EEC 63.2 8.2 10.4 6.7 11.6
UNDP etc. 42.6 10.3 19.3 15.8 12.1
I.F1V 37.0 1.7 38.1  14.0 9.2
Other 13.6 22.0 10.0 41.9 12.6
Total 2 34.2 14.3 16.8 2.6 13.1

Source : OECD, DAC's report 1990

Compared with other donors, the EEC obviously concentrates more of its aid

on Africa, but a fairly large proport1on goes to other reg1ons, especially
in the Mediterranean area (Egypt).

TOTAL ODA RECEIVED )
(Net payments, USD/inhabitant)

.................... SRR SR PR

S~S- A Med1t S.Asia E.ASTE L.A.

- (8-5 A = Sub-~Saharan Africa; Med1t " Mediterranean; S.Asia = Southern Asia;
"E.Asia = Eastern Asia:; L A. = Latin America.)

Winternational Financing Institutions - AID and special loan windows
of regional banks.

2The socialist countries included in the total bring down Africa's proport-
jon but boost the eastern Asia total (Vietnam, N.Korea, Mongolia).
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Table 16 Breakdown of aid, as % of recipients' GNP

1980-81 © 1988-89

ALl developing countries 1.2 1.3
of which: .- : :
Sub-Saharan Africa 4.2 1.2
North Africa plus 1.5 1.7

Middle East A
Asia 1.2 1.0
Latin America plus 0.5 0.4

Caribbean

Source : OECD, DAC's report, 1990

In 1988-89, the majority of countries in sub-Saharan Africa received devel=-
opment aid amounting to more than 10% of their GNPs (20% in the case

of the Sahélian countries). This aid met more than half of their .capital
expenditure.

It is hard to evaluate aid objectively. On the credit side, the progress
made in controlling major endemic diseases may be cited,as may infrastructure
development, "productivity Leaps" (such as the green revclution in southern
Asia or development generated by cotton-growing in the Siidanese belt and:-so
on}. It is none the less clear that if overall results are compared with

the amount of financing committed, the general impression emerging is one

of wasted resources.

This can be put down to a number of factors. Where.governments are concerned
one may note the absence of a clearly-defined development strategy, admin-
istrative weaknesses in programming, implementation and monitoring, as well
as the fact that regimes, in order to retain control, are obliged to cater
to their ever-expanding power bases, by creating jobs and making various
hand-outs - a recipe for inefficiency. These governménts, moreover, have
‘not succeeded in coordinating the activities of the different funders round
a consistent policy. Instead, they have tended to foster competition
between them in order to take maximum short—term advantage of the situation.
" Insufficient consideration has been given to budgetafy‘implications (the
cost of counterpart funds, recurrent costs), to the point where there are

‘now many “projects blocked . because the counterpart funds have not ‘been
forthcoming. ' :
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The development strategies chesen, often, we admit, on the advice of the -
Leading doners, have not always been pursued successfully. "In the fifties
and sixties, the thinking at the time placed emphasis on the central role
of the state and on import substitution industries; the strategy still held
. sway at the beginning of the eighties, but it then started to produce
diminishing returns.

While some countries did manage to complete the whole process and thereby.
turn their industries, which had initially been geared to the domestic market,
towards a key sector in export production, the major part of the developing
world ended up with whole sections of their industrial machinery not only

* non-competitive but also placing an intolerable burden on their entire
economy .

The fact is that these over—ambitious enterprises, with their low profit-

ability, forced countries to follow a policy of transfers, via subsidies

or tax exemption, to an industrial sector that was moving further into the

red and leading to permanent distortions in the allocation of domestic
resources. The closing-up of the economy and protection of.thefhome market -

" two inevitable corollaries of such policy - resulted in goods becoming less

-competitive. o

A further conseguence was the marginalization of the agricultural sector,
 despite the fact that for most of the developing world's population, it

. constitutes the main source of revenue. It had been assumed that agricult-
"ure was incapable of leading the modernization process or of (generating’-
surpluses) sustaining a process of industrialization. Even the success
stories - the green revolution in India for example - were affected by
this ideological view, according to which agriculture was pushed into a
marginal role in overall development policy.

Cooperation policies were, in reality, directly influenced by external
factors such as the international crisis, or internal factors such as the
self-interest of the donor countries. The Cold War, too, was particularly
damaging, in that international cooperation came to be dominated at Least
as much by the wish to keep .countries in one or other of the camps as by
the desire to promote development. :

This situation explains at least partially the political nature of some
of the regimes and the lateness with which democratization is being embark-
ed on in many developing countries today.
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The practice of tying aid, commonly adopted by bilateral cooperation
agencies, led to large cost over-runs and sometimes compromised their
efforts; the goal of cooperation often became mixed with a desire to
promote national interests.

As for the international agencies, they were more concerned with

. promoting their image than with bringing critical support to bear

on weak or muddled government policy. ALL this, on the global Llevel,

has resulted in an aid situation that is contradictory and rarely.
coordinated or consistent. The recipient countries tolerate it, or even
provoke it in many cases, in order to win support for their latest interest.

Things are changing rapidly, however, because of the changes in the pol-
itical context (coltapse of the Eastern bloc) and the economic one (debt
crisis, return to financial orthodoxy) as well as through the experience

that has been gained. Commitments made to untie aid, to ensure that donors
collaborate, to adopt consistent policy in the conception, follow-up

‘and evaluation of programmes, are seen more and more clearly as pre-requisites
. for effective aid.
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b, PROSPECTS AND MAIN EMERGING TRENDS

1.4.1. THE INTERNATIONAL CONTEXT

1.4.1.17. STRUCTURAL CHANGES IN THE WORLD ECONOMY

According to a well-known correlation, the foremost effect of growth in
the industrialized countries is an increase in the demand for Third
World products. A second, though tess striking,effect is that better
prices are paid for them.

This way of transmitting the effects of growth implies that openness to
trade is a more important factor than actual growth. According to
World Bank estimates, for exampLe,1 a 1% rise in the industrialized
countries’ economic growth-rate leads to a rise of 0.7%4 in the growth
"of the developing countries as a whole, while a 1% rise in world trade
_has a 1.3% effect on their growth-rate.

As this rule does not apply equally to all the developing countries, because
of their differing structural situations, it is only valid in global
~terms. However, these parameters are beginning to change, under the effect
of structural changes in the world economic system.

(a) Production is steadily becoming more "intellectual', i.e., an
increasing part of its total value is composed of inputs requiring highly-
skilled tabour. Another way of putting this is to say that goods
i now contain larger amounts of services. As a résult, the demand
x for raw materials will slow down. The same tendency is in evidence
' for energy and food products, where the income elasticity of demand
is less than one.

. The effect of these changes on the value of goods is strengthened
. by long~term changes 1in relative prices; because of interruptions.
: and temporary setbacks, prices of raw:materials.are declining in
comparison with those of manufactures (at least as measured). The
implication of this for the developing countries is that the ones’
best placed to benefit from an improvement in the internationatl
climate are those which have succeeded in switching their exports
to industrial products. According to World Bank calculations,
sub-Saharan Africa is the only region where the effect of trade
growth on production is less than one.

e }
Ly

1 . : ;
Global Economic Prospects and the DeveLop1ng_Countr1es.
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(b) A second factor is connected with the increasing 1nternat1onal1zat1on
of economies, not only on the financial level but also as far as
productive systems are.concerned. The big multinational enterprises are
now theatres for action on a world-wide scale. A UN analysis, for
example, shows that already, more than 304 of the exports of the
major industrial countries are involved in intra-firm trade.
Technical progress in communications and information handling, by
reducing the costs associated with large organizations, will accent-
uate not only their tendency to strategic globalization but also
the decentralization of their activities, depending on the specific
conditions in particular Llocalities.

In an open world, where free trade is guaranteed, production tends

to settle where total costs are lowest. This is either where the cost
of the labour element (based on both wages and productivity) is

lowest or where the market is near at hand (not only to reduce
transport costs but also to have direct contact with that market,

if this is necessary).

For the multinationals, in fact, capital costs are the same every-
where, once the technical infrastructure and services are adequate.
Very advanced production can be set up in countries which are not
advanced (for example, the manufacture of the. most up-to-date micro-
chips in Thailand). Such a system cannot be said to represent a
true transfer of technology, of course, since the host ‘country is
certainly not capable of designing and perfecting what .

is being produced. Nevertheless, it does bring benefits, because
of the training opportunities afforded to local staff - even more
significant when the time comes for the best—qualified to take over
from expatriate staff.

More specialization is also occurring, and this provides development
opportunities for small businesses; the proof of this is seen in

the growth of intra-branch trade and in subcontract1ng in inter-
national trade.

(¢) A thirdtendency concerns the job market. For the reasons just men-
tioned, there is a rapidly increasing demand for managers and qual-
ified staff. This has -to a large extent been met through improving
educational standards in the industrialized countries. Given that
business is becoming internationalized, in order to fill posts, statf

are transferred not only between industrialized countries, but
between them and the developing countries. However, future labour
- shortages are still likely. In general, in the developing

countries, these may result from the supply of ‘people with certain
qualifications still not meeting the demand, or from the local
workforce becoming too expensive. But this is‘unlikely to produce
many changes in present migratory flows. The decentralization of
industry itself will not be enough to solve employment problems in
countries from which workers are emigrating. '
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(d) Rises in interest rates currently seem to be another structural trend.
Since 1982, these have been 4% higher than inflation rates in the
leading industrialized countries (the average over the previous 20
years was only 2% above). This rise has had.a serious effect on
the developing countries, either directly (for loans with floating
interest rates) or in the longer term, because of a bigger debt-
-servicing bill, to be paid in foreign currency hence damaging to
growth. Some studies indicate that a rise of 1% in real interest
rates reduces the growth rate of a developing country by 0.2 percentage
points.

Financial flows are also affected; one of the main explanations of
the high tevel of real interest rates in the eighties is that savings
world-wide are insufficient to meet the demand for capital. This

may well hinder money from flowing into the developing countries.

1.4.1.2. POSSIBLE TRENDS OF OFFICIAL DEVELOPMENT ASSISTANCE AND
DIRECT INVESTMENTS

The shortage of savings can be seen particularty clearly if we look at
public finances. The current deficit of the Group of Seven countries (who °
_together account for more than 60% of the.world GDP), amounted to 3.2%

of GNP in 1980-89, against 1.7% in 1970-79 (or a rise of USD 180 billion

in quantitative terms). Official development assistance has naturally been
affected by efforts to reduce this deficit which explains why the US contri-
. bution has dropped.

Support for the Eastern bloc countries will have aless-marked effect that
‘is not yet quantifiable. It will be hard to increase real official aid for
countries -in the South, however, even if it does not have to be decreased.

Direct investment is in a different category and is chiefly influenced

by conditions at the receiving end, though what is happening in the industrialized .
countries providing it will also have some effect. Financial flows to eastern
Europe would increase exports and hence growth, while high interest rates

would not have a compensatory effect on investment. But in this case, the

effect of competition would be very small. ‘

For the third form of financing, loans at market rates would become more

expensive. It has been observed however that since 1982, the private sector

plays virtually no part. The main cause of this is risk assessment rather:

than lack of resources. Again, the rise in interest rates has had only an

indirect impact, in that risk has become greater because of the higher debt-service.
‘for public institutions, however, which obtain their money at market rates

-(e.g. the World Bank), borrowing has become more expensive and so, therefore,

. have its lending rates. .

1IBRD + ref.
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Another factor world-wide is the predictable worsening of the US budget ‘
deficit. At current prices, its GNP represents more than 25% of the gross’
‘world product, and were its budget needs to rise from 3% to 4% of its GNP,
.the new money required would alone be USD 50-billion - more than total ODA.
This set of forecasts, in a context of restrictive monetary policy and
taking into account the situation of many private financial institutions
raising their own capital, which have been seriously hit by bad debts, suggest -
that today, real interest rates should be maintained at higher Levels than in
the past. ' )
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.42, THE PRINCIPAL DﬂﬁESTIC CONSTRAINTS IN THE DEVELOPING, COUNTRIES

1.4.2.1. DEMOGRAPHIC TRENDS

© The disparities to which attention has been drawn in the previous sections
need to be borne in mind. Starting points — and hence problems - are not

the same from one group of countries to another. There is not just one Third
World, there are several. Any general discussion must at the very least

make broad distinctions between the major regions.

Demograph1c growth heads the List of problem areas. There are two distinct
aspects to it: the medium-term outlook, which is retevant to education and
employment, and the prospects for the longer term, .which reLate to demographic
policy 1tseLf

Let us cons1der the most worrying case: sub-Saharan Africa. According to

a recent ILO report, 75% of the working population were still in agricut-
ture in 1980, providing 31% of the GDP. Because of the foreign capital in
other branches, people engaged in agriculture received an average income

that was less than half of the total population's or less than 20% of the
non-agricul tural population's. As the number employed in agriculture has
fallen since 1980 and the share of agriculture in the GDP has been ma1nta1ned
this last figure has risen to around 25%Z.

It is estimated that today 15% - 20% of the working population receives a
salary, at least half of them from employment in the public services. The
modern sector, in other words, provides less than 20% of employnent, in
general. This starting position must be linked with demography; if the
"working population is increasing by 3% a year (total population increase
-amounting to 3.2%), the modern sector needs to expand by more than 15% a year
to absorb the increase. If, on the other hand, we assume that jobs in the '
public service sector remain roughly at the 'same level through structuralt”
adjustment reforms, the remaining part of the modern sector must increase

the number of jobs it can offer by at least 30% a year. The impossibility

of reaching such targets suggests that in the future, most young peopte will
_have to look to agriculture or the informal sector for their work and Llive-
" Lihood. The phenomenon of urban migration in Africa is also very marked;
‘the population of the towns is growing more -rapidly than the job market

there (over 80% of private employment in the towns is in the service sector,

the added value of which is only growing at the same pace as incomes in
general)

© A similar connection exists in the large Asian countries, where the agri-
‘culturat population accounts for half of the working population, producing
25% of the GDP. Demographic and urban growth rates are lower, however, and
-the secondary sector is larger. Nevertheless, the rurit world will also have
to provide millions of new jobs each year. Suitable policy on prices and
agricultural productivity are needed as much there as in Africa.
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"In Latin America, where rates of urbanization are veéry close to those of
the industrialized world, most of the poor Live in shantytowns in the large
cities, which means that priority must be given to managing urban resources.

‘While the problems of .urban management are not on the same scale as in Latin
America, they crop up again in targe Asian cities, and more dramatically,

in those now developing in Africa, where poor public service management
renders them even more acute. : :

- The history of recent decades has clearly shown up the fragility of eco-
logical balances and the risk of certain natural resources being exhausted;
this underscores the interdependencies that exist, both geographically and

in time, in environmental management. Problems Llike deforestation, soil

and water management, and potlution control, must for the most part be
tackled through government spending, with the population directly affected
bearing some of the cost. The former, however, lack the necessary resources,
while the latter, beset by today's poverty, are unlikely to worry about the
distant future. This means that the efforts required will have, primarily,
to be made by the industrialized world, where the means exist, where the
discount rate for the future is lower and where awareness of ecological
interdependence is developing.

The long-term aspect is linked to future demographic trends. It is well-known
that mortality rates fall off first, then with a delay of two or three
generations, depending on income evolution, the urbanization rate and women's
education, falls in the birth rate begin the transition to lower population
growth. The trend may be seen everywhere, though the curves are different
(e.g. in eastern Asia the reproductive rate fetl from 6.2 to 2.7 between
1965 and 1989; in southern Asia, from 6.3 to 4.4; in Latin America from 5.8
to 3.5). It is only in sub-Saharan Africa that the rate has remained at

. the remarkably high level of 6.6. When this is coupled with a drop in .
infant mortality rates, an accelerated populat1on growth is pred1ctabLe.
‘Here effective population poticy may be the only available tool for improving
,standards of living in the long term. Without it, Africa will remain
trapped in a vicious circle where low incomes beget high birth rates and
demographic growth hinders the growth of income. As an illustration, :

_if population policy fails to be effective in Nigeria, the only uncertainty
‘witl be whether its population (currently 115 million) will reach 250 million
or 450 mitlion by the year 2050. It must also be stressed that although

the classicat link between high birth rates and poverty continues to hold
good for the major statistical sets, this does not imply that the situation
is inevitable. Regardless of income levels, attempts to provide schooling
for girls and to change societal attitudes have proved successful in reversing
demographic ‘trends.
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1.4.2.2. SHORTFALL IN FINANCIAL RESOQURCES

In the medium term again, the other problem confronting most of the develop-

ing countries is their external financing and/or import capacity. MWe

emphasized earlier that this was already a crucial factor in the eighties.

Debt charges soak up the trade surplus, which means that a country's capital

- expenditure has to be met out of its savings. After the severe drop in the

level of imports in recent years, many things are in short supply. Capital goods,
in particular, are nearly all imported, and before any recovery in growth

can happen, higher levels of capital expenditure are needed. Production

growth, in other words, is usually conditional on the, ab1L1ty to pay for

imports.

This constraint will be especially hard on most African, and some Latin
American, countries. In the case of Africa, to which flows of private
capital are small, official aid has to provide most of the financing. It witl
. therefore be in short supply, and development opportunities will depend on

its effective use. For the other regions, increases in financial resources, -
. whether resulting from lower debt-servicing, higher direct investment or
a growing demand and improved access for their exports, will produce

two results: countries will be able to import .moré from the 1ndustr1al1zed
countries and their domestic growth will be boosted.

A

The rich countries' commercial and financial policy witl therefore constitute
the key to development support. Such policy should also not ignore the fact
that by opening up to imports, a corresponding expansion in exports will

be achieved. For the developing world, a smaller share of a rapidly-expanding
market is preferable to maintaining the same share of a stagnating one.
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1.5. POLICIES FOR INTERNAL REFORM

If we look at internal policies, we again see that Lthe situation var1es
according to the time-scale we are using. :

1.5.1. SHORT-TERM POLICIES : structural adjustment and
—_——— = political stabitity

Right at the moment, most developing countries are still engaged in the
stabilization and structural adjustment phase. If one fact emerges clearly
fromthe past ten years it is that passage through this phase is unavoidable:
restoring macroeconomic balances is a pre~condition for any recovery

in growth. This process may well have high social .costs, calling for targetted
operations to Limit the damage. It should however be remembered that the

cost of doing nothing is usually even higher and that organized resistance to
change usually springs from the privileged classes.

The political aspects cannot be ignored. In poor countries, governments are
very vulnerable and a coup d'état does not only result from poor handling |
of the economy. Moves towards greater democracy, appearing on atl sides,are
not yet strong enough to prevent small groups surrounding the leadership

from ousting those whose policies clash with their own interests. Donor
support for reform policy should include an element .of persuasion to ensure
continuity in government action and make it more credible. Political stab-
ility and private sector confidence - be it in Llocally-owned or foreign
businesses — are in fact vital, if the desired results are to be obtained.

1f5.2. MEDIUM-TERM POLICIES : education and democfétization

As regards the medium term, priority must be given toyimproving access to

“education. Studies conducted over the past thirty years are unanimous 1in
showing that the key to rapid growth is increased production of those factors
that incorporate technical advances. This applies equally to the developing

' countries, once the necessary riders have been added. It was mentioned earlier

- that direct investments are an important - though not the only - vector for

the learning process in management and techn1cat fields, in the narrow sense
of the word. :

The problem of local businesses is quite different.' Industrial research’
in the advanced countries is generally of little interest to them. Product
research, for example, is addressed to different markets and assumes that
different inputs are available. Research on production processes assumes
that different price relationships between inputs exist. Technologies that
are suited to other local conditions cannot generally be imported as they
are, but need to be adapted. In any case, they are only effective if locat
staff can learn and handle them to meet production and management needs.
FThis obviously depends on the educaticnal tevel of the firm's employees, and
also on the existence of research . roups cotlaoorat1ng with them on the
necessary adaptations. It is aisc important for training to include some
general features: a research worker or a technician will not make much of
an impact if he or she remains isolated. This is the reason why countries
tike India or Brazil have often been able to provide better solutions

for equipment and technical assistance than European.countries.
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Studies covering 60 countries conducted in the period 1965-87 reveal the two
factors most closely correlated to economic growth. They are: educational
‘tevel and degree of distortion in the price system.

According to the same figures, it is post-primary education which plays the
most significant role in boosting the economy. In sub-Saharan Africa, 53% of
the populatian over the age of 15 were still illiterate in 1985, as against.
40% in Asia and 17% in Latin America (Social Indicators of Development 1989).
There can be no doubt that the greatest effort is called for in Africa, and
1t s there too that potential benefits are greatest.

The level of women's education is atso closely correlated with other indicators
of social well-being. It is interesting to note the high statistical
correlation between educational levels and degree of civil Liberties and
political freedom. Again, it is countries with a more democratic power
structure which have been most successful in jnstituting the necessary aus-
terity measures and in persevering with them even when they prove unpopular.

1.5.3. THE DOMAINS OF STATE INTERVENTION

Another.priority relates to the function of the state. Current trends

towards the privatization of certain activities should not hide the fact

that the state alone can act in domains where social advantages are more

evident than private ones and where the market cannot therefore provide the

necessary services. As already mentioned, this is the case for education

and the environment, but it also applies to the jnfrastructure and many
public services - health, energy, transport, communications .or rural

" extension work. In addition, the legal and institutional framework fixed

- by the state affects all private activity.

Even when states pull out of production and the private sector is in theory
capable of nepllaciing them effectively they still have to intervene in a vast
field; their management capability must therefore be regarded as one of the
rarest resources in their economy. It has become apparent that if states
becoms over-ambitious, they run things badly and are unable to direct economic

' development in all its details. In Africa and Latin America, their capacity
to. manage their own domain is ofen inadequate. The success of future strat-
egies Wwill depend on improvements in the operations of government departments,
‘'so that they can handle reform arrangements, provide essent1aL services and
reduce business costs for the private sector.

Recent years have taught us that successful development -strategies have been
based not only on creating opportunities for foreign trade but

also on implementing measures to help production to be )
really competitive. This implies sensible exchange rates, relative costs
fairly close to those of world markets and above all, effective support

policy to build up a competitive and dynamic environment for Llocal bus1nesses,'
rather than a suffocating bureaucracy. The countries which are the most

successful today are those which have followed this type of poL1cy for a
Long t1me.

1The Chaltenge of Development, Table 2.4 (IBRD).
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1.6. POLICIES TO SUPPORT DEVELUPMENT

Development cooperation policies go far beyond the realm of aid. The indust-
rilaized world's most effective activities relate first and foremost:

to the general economic climate it can help to create. A world that is open

rather than split up into protectionist blocs, coupled with lower non-tariff
barriers are the sine qua non for absorbing developing countries into the
machinery of world trade, in the broadest sense. Emphasis has been placed

on the fact that their growth will go on being Llinked to their potential to

import and that the latter will depend on the penetration of their industrial
exports. However they can only achieve this if their internal economic structures
are sufficiently competitive. :

For the whoLe developing world, with the single exception of Africa, the old
‘slogan "Better trade than aid" has againbecome pertinent.

Where Africa is concerned, however, we have seen that not only has it failed:
_to create an export industry, but that its share of the commodities market
has slumped. It is currently the region of the world taking least advantage
of the industrialized world's growing demand and-jimproved access. Primarily,
the future of these countries depends on their domesticpplicies. On. the external
ievel, their foreign exchange requirements cannot be satisfied either by '
~improvements in their exports or by flows of private capital: they must,'fo
"a large extent, continue depending on official aid. This brings us to the
heart of the matter. The <industrialized world will still have to concentrate ‘
its aid on this continent and ensure its allocation, as a priority, to encouraging
better policies - with all that this implies as regards changes in the systems
of political power and social attitudes. This priority, more and more widely -
recognized, finds its practical application in lending support to governments’
in setting up reform programmes aimed, ultimately, at creating viable and comp-
etitive economic structures. This raises the question of conditionality and
of donor coordination. It is ctear, in fact, that any policy to introduce
cond1t1onal1ty will only work if pr1or agreement to ‘improve it is reached
among the various donors.

From this point of view, official aid is a rare factor which comes nowhere
near meeting requirements. These arise in domains where financial rates of
return are zero, and where economic and social returns, even if potentially
high, can only be obtained in the long term. At the present stage, there

is no way in which grants can be avoided and the level of their effectiveness
will be crucial. But grants should be Linked not only to the creation of
.viable economic structures on which genuine development .can be founded, but
also to the installation of truly democratic political systems.

. It is therefore a matter of directing grants of aid towards reforms the imple-
menting of Wtiichwill produce true human development.
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l. AN INTENSIFIED COOPERATION POLICY

2.1. NEW INTERDEPENDENCIES AND SOLIDARITY WITH THE SUUTH

By reason of its history and its share of the world economy, the Community,
since its inception, has played an important gtobal role in management' of

the international ecnnomic system. This role is becoming even more prominent -
in today's context.

Ever since the former colonial countries gained their independence, cooperation
with developing countries has been one of the most important constants in

the Community's and its Member States' foreign policy. But the profound changes
that are shaking the internationalsystem in Europe, and- the world-wide reper-
cussions of these, directly affect the political and structurat framework

. within which the Community's cooperation policy is exercised.

‘The geopoliticat map which is currently being redrawn has so many new features
that the question of interdependence is becoming increasingly complex; uncertainty
about the workings of the international system is growing. '

In recent years, moreover, the general public's interest in development coop-
eration policy has slackened considerably. The spectaclte of fratricidal war
or corruption in some of the countries of the South has probably been just

as responsible for this as the indifferent results aLL too often registered
by cooperat1on policy.

Cooperat1on pol1cy itself and the financial commitments for carrying it out

have not been lacking. But the remarks made by certain industrialized countries
in public have revealed a degree of lassitude which .might eventually cause

aid volumes to stand still if not actually to diminish.

Several of our partners feel that there is a risk of the Community turning
inwards on itself, because of the success of its efforts at integration.
They fear that less attention and aid than hitherto will be made available
by a Community increasingly concerned with its own development and providing
growing volumes of aid for its central and eastern European neighbours.

In the years to come, there will undcubtedly be strong objective pressures

on the Community Member States and on other industrialized countries that
affect their capacity for financing. One of these will be a demand for capital
in connection with the adjustments and reforms necessitated by greater trade
Libera[ization in the industrialized countries themselves. (The problems
encountered in the Uruguay Roand are another sign of .the difficulties that
“‘exist in operating trade concessions in favour of the .developing countries){
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Traditional forms of interdependence, which: have prevaited in North-South
retations for many years and on which the claims of the "New International
Economic Order' were based have been substantially altered or weakened in
the last few years. :

With the end of the Cold War, the countries of the South have lost their role
as "relay stations' in the super powers' confrontationyand with it, thé massive
‘economic and military aid which was poured into them.

In supplying the North with raw materials (leaving aside oil) the South.no
longer plays the same strategic role it did in the past. 'AS trade outlets
for industrial products, too, the developing world's markets, especially in
~Africa, are no longer as important to the North.

Progress in recent years in dealing with the Third World Debt has, to a large
degree, reduced the risk of a collapse (which appeared a possibility in the
beg1nn1ng of the eighties) of the international bank1ng system.

But the interdependence of the industrialized and the developing world has
" revealed itself in new and striking forms in the lLast few years, making clearer
what is at stake for the international community.

To start with, the first factor of interdependence resides in the fact that,

in almost all the sectors crucial to economic development, in the North and

South alike, the structural framework for competition will henceforth be one

and the same for the whole worltd. Global financing has become a fact of Llife

for the authorities and financiers in every country. In all the leading sectors,
- thanks to the use of new technologies - etectronics, telecommunications, biotech~
nology, new materials, etc. - competition operates at the global level.

The rules of competition applicable in all the world's markets make the phenomena
of economic polarization and concentration of power inevitable. If allowed

" to run wild or get out of hand, these can jeopardize the opportunities for

- development from within of the countries with the weakest competitive advantages. -
It is essential that such tendencies towards structural imbalance in economic
power be taken into account, otherwise the switch to free market economies

will simply reinforce the vicious circles and imbalances that characterize

the social and economic systems currently in place.

To be considered also are other aspects of the interdependence of the Community
and the countries of the South which are bound to assume growing importance ,
in the next decade in the management of the system of international relations
and the development of the world economy.
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One such aspect is the problem of population already referred to. Growth

in world population overall, which is set to rise from 5.3 billion in 1989

to about 10 billion as 2050 approaches, coupled with the dramatic demographic .
surge in the developing world (where 94 out of every 100 births occur) const1tute
a challenge for the whole international community, especially because of the
pressure that these trends will exert on natural resources and ecological
balances. :

Large numbers of people from the developing world have migrated to our
territories for economic or political reasons. The threat is that there
.coutd be a spiltover of the violent demands, politically or religiously
inspired, being witnessed in some developing countries. Thus, a feeling
of anxiety prevails in our own society that the instability and unrest
besetting some of the developing countries could have “repercussions in Europe.

The danqers. of ecological balances being upset in the developing countries
through under-development is increasingly being perceived as a threat to
the whole of humanity and this explains why the environment is now firmly
on the agenda, in North-South cooperation.

Generally speaking, whether we are considering damage to ecological balances,
migratory pressures, an epidemic such as AIDS, or drugs, all of which are
phenomena linked in some way with poverty and confusion in developing countr1es,
as well as in our own societies, signs of 1nterdependence are now often

v1eued as a threat to ourselves.

‘The causes of these phenomona are complex, but i1t is clear that .their common
denominator in nearly all cases is that they originate in under-development,
in a ma]or part of the world.

The upsurge in such pressures calls for even greater efforts on the part

- of the Community to prevent the appearance of irreperable breaks or antagon1sms,-
for the construction of Europe can only continue within a stable international
framework. This does not simply mean striving to overcome the effects '

of pressures on and threats to our environment; it also means acting to

enlarge the economic space inside which the Community's own economic develop-
ment can take place. .

However, it would be unwise to give the impression that the thrust of coop-
eration policy is towards safeguarding the economic security and dynamism

of a privileged section of the international community against threats .
connected with instability among other membéps of this same community.

Solidarity is one of the key values on which the European edifice was built
and it is inconceivable for it not to be exercised as effectivley outside
as inside the Community, with only lip service being-paid to it beyond

its own frontiers. -

In the same way, the democratic principles on which our civil society is
based should cause us to reject a world where oppression and loss of freedom -
as often the cause as the effect of under-development - continue to exist.

« This array of vital interests, based on political, economic, and humanitarian
-considerations requires that a Commun1ty Ltevel plan for development cooperat1on
strategy be defined.
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This strategy must reflect the Community's progress towards integration,-
the single market, economic and monetary union and political union - which
give it a leading role on the world stage today. The heavy responsibilities
incumbent on it are going to be still more important in years to come.

The objectives of this strategy are of two kinds:

(a) global objectives, by which it will attemptto meet the chaLlengeé,aLready
mentioned - the environment, security requirements - posed by the various
forms of interdependence; i

(b) objectives connected with geography, which.will call for changes 1in
the instruments and volumes of contributions, gccording to the part of
the world in which cooperation activities are taking place.

Two other features of the .cooperation po(icy-uiLL be:

(i) a global approach covering Community activities in multinational
;organizations;

(i3) a bilateral approach, which by means of a set of instruments such
as financial and technical assistance, trade, economic cooperation,
etc., (polticy mix), will provide support for countries' own devetopment .
strategies. ’ :

- It is naturally difficult in practice to draw these distinctions; certain
‘activities conducted at the world level, Like major trade negotiations,

will have a direct influence on cooperation policy conducted inthis or

that part of the globe, whereas other activities, particularly in connection
with the environment, may, while being carried out in a specifitc country,
bear directly on global objectives.

This having been said, an attempt will be made first of all to ‘frame the .
global aspects of Community cooperation policy, after which the broad themes
of cooperation strategy intended to be applied more spec1f1cally to the
different developing countries will be defined.

2.2. GLOBAL APPROACH : the guidelines .-

The first thing to notice is the gap between the Community's 1mportance

as an export market for the developing countries and as .a donor or official -
development assistance on one hand and its still modest role in the management
of the international economic system on the other.
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The Community, in fact, imports the same volume of developing world products '
as the US and twice as much as Japan. Together with its Member States

it provides much more official development assistance (ODA) than the US and
Japan combined.” In the Bretton Woods institutions, if it totals up the

votes of its Member States, it renre=sants 29% of the IMF (against 19% for

"the 'US and 4.5% for Japan) and the same figure for the World Bank (where

the US has 15% and Japan 9%).

However, by not always acting together in these institutions, the Member
States and the Community frequently pass the initiative to the US. At

- the same time, Japan is intending to play a larger role in them, firstly

in financing and guiding Third World development strategies. and secondly,
in managing the international econgmic system. '

'On .the other hand, the Community is playing an increasingly significant

role in some international forums where discussions take place on the major
themes relating to international economic cooperation (summits of Western
Lleaders), to development (UNCTAD) and to the environment (UNCED).

When in these settings, to meet the expectations of its partners in the
South, the Community should promulgate its own ideas on world development;
these should be compatible with its values and interests and should ensure
that the deveLop1ng countries are given a fair and effect1ve role when

new balances are being struck. '

The first pillar of the new order, which should be the business of the UN,
is respect for international law and abandonment of the use of force for

solV1ng conflicts.

Encouraging democracy and respect for human rights in the developing . countries
paves the way for peaceful behaviour and respect for international law,

both essential to the development process.

 The prevention of conflicts can ~ and indeed must - {ead to arms reduction,

so..that resources can be switched to development targets, both in developing
cduntries and the industrialized world.

A second pillar of the new 1nternat1onat order shouLd, as far as the Commun1ty
is concerned, consist of the South's deveLopment

The third pillar must be management of the world's envirohment. The UNCED
summit (Rio, June 1992) should lay the foundations‘for this.

The first piltar falls within common foréign and security policy and the

third within international cooperation on environmental matters. Development
“in its wider meaning however is most directly influenced by the Community's

external economic policy, especially in'the three aspects of international

_economic cooperation, trade and financial flows (which includes O0DA).
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2.2.1. INTERNATIONAL ECONOMIC COOPERATION *

As mentioned at the beginning of this chapter, on one hand the interdependence .
of various economies is strengthened as trade develops and as international
capital markets become integrated, while on the other hand the relative
weight of the various actors alters as internal transformations occur (e.g.
European integration, Japanese growth, emergence of newly industrialized
countries in Asia, opening up of Latin America, the entry of the former
Communist countries in.the multilateral economic system).

i. Today, there is an increasing tendency for economic. cooperation to dgo beyond

" the frontiers of monetary and budgetary policy. Firstly, within the context
of its surveillance mission, the IMF, with the support of the World Bank, ~
has ‘entarged its field of action to encompass a whole array of structural
elements, which sometimes have a crucial bearing on the conduct and effective-
ness of macroeconomic policies. Secondly, the major .industrialized countries

. have reached agreement on matters such as the action to be taken concerning
Poland's debt and the joint strategy they should use towards Brazil, the

. Wworld's Largest debtor. .

But the cooperation achieved among the Group of Seven members, who are
de facto Leaders of the world economy,as well asthe multilateral surveillance
exercised by the IMF, fail to produce satisfactory resuLts from the point
of view of the developing countries.
1. The developing countries are more prlless excluded from inter-’
national economic cooperation; they feel its effects, both
bad and good, and find that their own policies are dictated
by the IMF and the World Bank. To date, they have only played
a very minor role in drafting the policies which concern
them.

2. The results obtained in terms of world growth and tranfer
~ of resources from the North to the South are insufficient ‘
to sustain the reforms taking place in the developing countries,

especially in the h1ghty indebted ones of Latin America and
Africa.

The expression "international economic cooperation' in use in the G7

and the IMF refers to cooperation on macroeconom1c and structuraL pot1c1es.

It must therefore be distinguished from "economic cooperation”, one of
"the aspects of Community development policy.
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Where financial flows from the North to the South are
concerned, although there have been recent improvements,
they are still inadeguate because of thé savings deficit
in the industrialized worltd, in particular in the US
where the budget deficit this year is equ1v=ant to the
GDP of all of southern Asia.

* The European Community, for its part, has been making a solid contribution
“to world growth since 1985.

Internal growth factors within the European Community have a tendency,
in fact, to reinforce each other; the creation of the .internal market
(through its effects on efficiency and resource allocation), economic
and monetary union (which will emphasize price stability and ensure

the coordination of budgetary policies) and the strengthening of the
economic and social fabric (which increases the potential for growth)

" have all resulted in structural improvements in the Community's economy.

Can the Community do more?

-First of all, the Community is well-placed to play an expanding role
_in international economic cooperation and can contribute two major
trump cards: firstly, its economic and political weight, and secondly,
its special experience in relation to integration and coordination,
especially their monetary aspects. '

But in order to play this role, it has to go further along the road

of economic and monetary union and its activities within the Group of
Seven and the IMF/World Bank must be coordinated so as to reflect this
progress.

Despite its present 1nst1tut1onal hand1cao, the Commun1ty must attempt
to attain three objectives.

(i) It mustconvince its partners, the US and Japan, that the structural
imbalances in their respective economies have to be corrected,
which implies the reabsorption of the budget deficit, clearing -
the way for an increase in domestic savings, in the US, and the
open1ng up of its economy to inputs of manufactures and services,
in the case of Japan.

(i1} It must see to it that the developing countries,play a part in
the management of the world economy, as they progress towards
fuller integration in the international economic system (GATT,
the IMF/World Bank).

(iii) It must promote regional integration among the ‘déveloping countries
with more vigour, so that their economies become more competitive ~
-and so that they are better prepared to enter futly into the wortd
economy .
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2.2.2. THE MULTILATERAL FRAMEWORK OF DEVELOPING COUNTRIES' FOREIGN TRADE

. For most of the developing countries, foreign trade constitutes the
largest source of their external financing. It is vastly more important
than official development aid in helping the development process. As

a result, access to the markets’ of the industrial world is a pre- cond1t1on
for their future deveLopment. ’ :

Trade with the developing countries must move on from a mere inter-ihdustrial
exchange (their raw materials for our manufactures) which was the feature
of trade in the colonial epoch, and which now seems to have a Limited
role. . This inter-industrial type of trade gives some scope, it is true,
for the comparative advantages of the developing countries (tropical,
energy and mineral products; extensive agricultural and livestock farming);
but intra-industrial trade (a straight exchange of manufactured goods)

based on on-the-spot processing of commodities or an abundant labour
supply, must expand along with devetopment. It is in the jnterest of

the industrialized countries to accept and encourage this evolution,

which represents a better allocation - from both the economic and the
environmental standpoints - of resources on the world Llevel, even though
this change may not be brought about without some costs.

The ‘Community gives thedEV°Lop1ng countries access to the biggest market
in the world. 1Its Third World imports are similar in volume to those

of the US. Although they are growing rapidly, manufactures account

for a smaller share of the total in Europe than in the US, however.

The present trade policy of the industrialized countries generally,

which includes the Community, as regards imports from the developing
countries, poses two problems for North-South trade: protectionism levetled
against the developing countries, on one hand, and the formation of
regional blocs on the other.

(i} While proclaiming their readiness to open their respective
markets via unilateral preferences :(either generalized or
regional), the industrialized world has, in practice, maintained
substantial barriers to developing countries' exports (quant-
itative restrictions on agricultural products, textiles,
shoes, etc.; or tariff peaks and escalation).

For their part the developing countries have gone along with
this policy and have tried to take advantage of unilateral
preferential systems operated by industrialized countries,
without liberalizing their own trade practices. The result

has been that they have often not been sufficiently competitive
to make the most of the preferences granted them and they

have deprived themselves of a negotiating tool in multilateral
discussion, the only sure route towards real and permanent
access to the markets of the industrialized world.



- 45 - VII1/479/92-EN

(i1) The regional preferences granted by the Community (to Mediterra-
nean, eastern European and ACP countries) and the US (the
CBI, NAFTA and Enterprise for the Americas) tend to strengthen
the integration of the developing countries round the dominant
poles. Japan, without resorting to regional trade preference -
measures, uses its efforts to strengthen integration round
the south-eastern rim of Asia, via investments and the technotogy
used in its enterpr1ses.

-Consequently, the risk that regionalization will drift towards
the formation of trading blocs can no longer be ignored.

In order to correct these two tendencies, the Community must see to

~it that the multilateral trade system is strengthened; this could be
achieved by fully involving the developing countries in GATT (imposing
rights as well as duties on them). Parallel with current attempts at
regional tiberalization, the Community should altso strive for progress
with multilateral liberalization moves.

Trade preferences, which will gradually Llose their importance and their
justification for the major part of the developing world, once it benefits
from and takes part in the progress towards multilateral liberalization,
should therefore be reserved solely for the ass1stance of the lLess developed
countries.

The Uruguay Round today offers an exceptional opportunity for improving
North-South trade and consolidating the move towards trade Lliberalization
embarked on by a growing number of developing countries in their own
interest. It is far and away more important for the countries of South-
East Asia and Latin America than the opportun1t1es provided under bilateral
. instruments (aid and generalized preferences).
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2.2.3. FINANCIAL FLOWS TO THE DEVELOPING COUNTRIES

It is certainly vital for the economic policies of the developing countries

to . aim  at producing growth l‘argely through mobilizing. their potentiatl
internal resources. But inflows of foreign capital, in the form of

aid, loans, or investments can make significant contributions to relaunching
their economies and can provide support in the difficult stages of redirecting
economic policy and implementing structurat reformé,.in which many countries
are now engaged.

After declining continuously between 1980 and 1987,‘when they reached
especially low Levels, net flows of resources to the developing countries
have improved in recent years (see 1.1.4).

The flows nevertheless remain far below the needs of a Llarge number
of countries.

(a) Encouraging fairer sharing of the aid bufden and more effective uge of it

_In 1990, official development assistance from the member countries of the
DAC reached USD 54 billion (in nominal terms), representing 0.35% of
their GDP (and still substantiatly below the 0.7% target to which most
of them are committed). Any increase should therefore come first and -
foremost from those countries whose volume of ODA is below the mark.

The Community for its part allocates almost 0.5% of its GNP to aid for
the developing world, thereby providing more than 40% of the aid they
receive. .

This contribution is considerably higher than that of . the other major
donors - the US and Japan - which contribute O. 187 and 0.32% of their
qu respect1veLy.

Given the weight of its contributions to the developing countries, the
Community could legitimately reguest its two main partners to .take on

a bigger share of the aid burden. .

It could also encourage certain other countries to make a greater effort
in providing development aid.

Several countries, the newly-industrialized or:the more successful devel-
oping ones, adopt policies which are increasingly affecting - for better
or for worse - other developing countries. .
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To date, however, these countries' contributiors to 0DPA, or even to the
debate ondevzlopment issues,have remained very small. Taiwan devotes
a mere 0.02% of its GNP todev:lopment aid, while Greece and Portugal,
with much lower GNPs, manage to set aside almost four times as much.

Thé newly industrialized countries and the better-off developing countries
could and should give more aid, quantitatively and ‘qualitatively,to
less successful developing countries. .

These countries and the industrialized wortd could get together to work
out aid policy that is more systematic and formalized.

In some cases, for example, more practical- and specific triangular aid
arrangements could be worked out between the industriatized countries,
thed®veloping countries and the more advanced among the latter. The
last group could provide their less successful partners with certain
benefits, for which the developed countries' aid would provide

the counterpart.

Development cooperation provided by the eastern bloc countries has d1sappearec
suddenly from the internatitnal scene; at the same time, the crisis

they are facing has meant that their foreign trade has declined. The
Community could try to find ways of helping them to recover their capacity
for cooperation, particularly where technical cooperation is concerned;

its good relations with both thedeéveéloping and the eastern bloc countries,
could, for example, be put to use to encourage trade between the two
groups. (The possibilities for triangular operations should also be:
studied).

In any case, the Community would be a more convincingadvocate of a new
sharing-out of responsibilities if it were to show itself ready to step
up its own efforts (and especially those of some of its Member States)
to assist the developing world.

OveraLl deveLopment aid efforts also ought to be spread more uniformly
round the different parts of the globe.

Each of the three major donors has concentrated its efforts on one area

of the world, where, for various reasons, it has assumed special respons-
ibility. The Community concentrates on sub—Saharan Africa (to. which

just under half of EEC aid goes), Japan looks to Asia (to which it allocates
70% of its aid) and the US, if its aid to Israel, Egypt and Pakistan

is ignored, turns its attention, though to a lesser extent, to Latin

America (which receives 20% of the US total).

This is clearly an unbalancedsituation, which springs into greater relief
when viewed from a slightly different angle. In Asia, the Community's
aid follows Japan's, in good second place, since it amounts to four
fifths of it. Japan's commitment to sub-Saharan Africa, on the other
hand, is far helow =~ the backing it receives from the EEC in Asia,

and only amounts to an eighth of the EEC total.
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The sharing of re;ponsibiljties with thé US is scarcely more equitable:
the Community's aid to Latin America is about 70% higher than US aid,

while the latter's aid to sub-Saharan Africa is oily one eleventh of
the Community's. N ' . .

No simitar imbalance exists between Us and Japanese aid, it may be noted.

_These figures are very revealing on several counts. Firstly, they show
the very uneven way in which the aid burden is shared. The fact that
the Community as a whole is responsible for almost all the aid to the
less developed countries means that it will have to continue this support,
given these countries' needs. But it would be -fairer if the responsibility
for these countries, whose economic development is unlikely in the medium
_term, were shared out more fairly between all the donors.

In the same context of a global approach in its cooperation policy,
the Community needs to enlarge the scope of its economic cooperation,
by involving, to their mutual advantage, private and public, as well .
as European and local enterprises, especially in investment promotion,
joint ventures, technological transfers, etc.

Finally, with the aim again of ensuring that aid is made more - effective

overatl, the process of gradually untying it, currently under examination
by Community and OECD authorities, should be seen through to its end.

" (b) Policies on the deVelQping countries' foreign debt

The Community should also a) pay close attention to the way in which

_ the developing countries' debt is being dealt with, especially in relation
to low-income countries, b) support proposals in the Club of Paris for
cancelling part of their public debt, and ¢) Look closely at the initiatives
proposed by the Member States to this end. '

The development of a secondary market for the developing countries’ o
debt may be seen as an important instrument for facilitating swap operations
‘and debt repurchasing. For the highly-indebted middle-income countries

(e.g. Chile), such operations could make a significant contribution

" to Lightening the debt burden. The effect of debt swaps in improving

the external financial situation of a debtor country must not, however,

be over-estimated, since additional external financial resources are .
not necessarily brought into play. But this type of instrument is useful - -
in exerting leverage on.invested resources. - ' '

For the middle-income countries, principally in debt to commercial béhks,
the application of the Brady proposals, since 1989, has produced good
results for certain countries (Costa Rica, Mexico, Venezueia, etc.).
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This strategy needs to be pursued more actively, and here, support for '
" the IMF and the World Bank is of prime importance. The Community should
pay special attent1on to: ’

‘(a) the difficult question of linking debt reductions to the granting
of new Lloans;

(b) the nécessary conditionality of support for debt burden Eetﬁef
' operations;

(c) the need for dealing with the debt in a coordinated manner
in the various forums, in part1cular between the Paris and
London Clubs.

(c) Direct investment in the developing countries

*.'While noting that private investment depends in the first place on factors
relating to the country receiving it (regulatory and administrative '
“framework, confidence in reforms, economic policy), the Community shoutd
try, in its cooperation policy, to encourage a flow of private capital
towards the developing countries, by stepping up economic cooperation.

in the period 1980-88, direct investment in the developing countries
by Community investors amounted to USD 42.7 billion, with US and Japanese
investors advancing USD 38.3 billion and USD 30.5 biltion respectively.

2.3.  THE BILATERAL APPROACH

The Community has entered into relations with all the developing countries;
~aLthough these relations are with individual countries, a Community-region
~ dialogue between it and various institutions - the ACP Group, ASEAN,

. the Rio group, Central America and the Gulf Cooperation Council - has
'_been developed. -

" As a result of the diverse nature of the developing countries and the
"bilateral interests of the Community, a feature of such relations is
" that for each partner, objectives and act1ons are we1ghted (policy
mix) in a manner that is specific.

2.3.1. THE OBJECTIVES

A balance between political objectives and economic and socwat ones
is aimed at.

"Among the objectives, the ones which must be mentioned at once are:

the prevention and solution of conflicts, respect for human rights,

support for the process of democratization and liberalization of the
economy, and regional integration or cooperation. Each of these is
critical to development. The Community can speak on these matters with
authority in the international arena, since it has no hegemonic aspirations.
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It should nevertheless be mentioned that other objectives than the purely
economic ones generally considered as basic to cooperation policy may".
be added.

When this or that specific operation is being carried out, for example,
the Community could seek to relocate some of its activities (investment
policy) or create effective alternatives to stem the flow of i1llegal
immigrants to its shores.

Today, however, the most important objective, perhaps, is environmental .’
protection. Activities connected with tropical forests in certain ‘countries
may help to counter anxiety in the Community in relation to biodiversity:

or the greenhouse effect, while specific projects on say, fresh water
utilization, marine pollution or erosion control, may have an effect

at the regional tlevel.

2.3.2. THE INSTRUMENTS

Whendefining the instruments by which it can achieve its objectives,

the Community should, _according to the principle of subsidiarity, make

~optimum use of its specific potential: the concessional nature of its

- funds, its greater concern for the long term, and its status as the
world's leading commercial power. :

The instruments of development policy are not therefore restricted to
classical aid and the commercial (regional or generalized preferences)
or financial (project and non-project aid) instruments by which it is
imptemented. More and more frequently, new instruments are coming into

play or old ones are being revamped. Among these we can mention the
following:

(a) technical assistance, particularly for the institutions, in training,in
transfers of technology and in cultural activities;

(b) humanitarian aid, including assistance for refugees; in 1992, the Com-
mission opened a European Office for Urgent Humanitarian Aid, designed
to make relief operations more effective;

~ (c) political dialogue (Lomé Convention, Rio group, San José, ASEAN,
Gulf): this appears to be a very effective tool for bringing exter-
nal political support to the solution of regional conflicts, to ,
the democratization process and to economic reforms. When countries
take part in such forums, from which they risk .expulsion should

they return to policies which have been condemned there, political
dialogue can start to exert pressure for peace and good development
policies; o

(d) economic cooperation of mutual interest: traiﬁing, institutional
support {(particularly in connection with privatization, trade and
investment policy, research, energy and export promotion);
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Such cooperation could turn out to be very useful in helping the developing
countries to take advantage of international marketing opportunities,
especially in the Community's domestic market. It will mean motivating
private and public enterprises on the European and local sides through

an appeal to their mutual interests. Because of its decentralized nature
-and its effect as a catalyst, economic cooperations is a powerful tool

in development. It is particularly important in two differing developing
country scenarios: firstly, °- large countries with technological potential
and a big domestic market, despite low per capita incomes (e.g. India,
China and Brazil), and secondly, middle-income countries that are ineligible
for or not interested in traditional project aid;

(e) drug traffic control;

(f) assistance for environmental protection measures.

There are still more instruments, connected with the Community's internal
or external policy, which could have a substantial effect on relat1ons with
» the developing countries:

(i) policies with exterhal effects: reform of the CAP,'standardizatibn policy
linked with the internal market, common pol1c1es on industry, research
and the environment;

(11) the common immigration policy which is to be adopted.
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3. MEETING THEkCHALLENGE OF DEVELOPMENT: THE NEED FOR AN INTENSIFIED
AND DIFFERENTIATED COOPERATION POLICY

3.1. THE MOVEMENT AWAY FROM NATIONAL COOPERATION POLICIES TOWAKDS JOINT
COOPERATION STRATEGY

The Community as a whole cannot confine itself to managing.or consolidating
what the Member States' and Community's cooperation policies have achieved
in the past, even though recent years have seen many successes and 1mprove—
ments. : :

Important as they are, these improvements on their-own cannot provide

an adequate response to the scale and the complexity of the developing
world's needs. It is only a united Community which, thanks to the size
of its world-wide commitments (amounting to 40% of all 0DA), the variety
. of different instruments at its disposal, its technical capability and
its experience;can effectively confront the problem of under-development.
To do this, it needs to overcome three major handicaps which have served as
barriers in the past to truly common measures. These handicaps are: ' ‘
the "coordination shortfall' between national and Community development
policy; the "linkage (or cohesion) shortfall“between cooperation policies
and other aspects of the Community's intégrationygbbcess, and lastly

the shortfall in voicing its policy and in providing impetus , which
.-Europe has suffered from in international forums or vis-a-vis other
‘providers of funds. '

These shortfalls can only be made up through the"definjtidn of a common
development policy able to respond to the challenges posed by the development
of the South. To define such a policy a consensus must first be reached

on a set of common principles and objectives, which can be used as the
foundation for the development cooperation effort of the Community and

its Member States.

Defined jointly, these principles and objectives must constitute a
"logical framework" within which to formulate our policies and implement
our support.

Constraints to be taken into cons1derat1on when defining a strategy
for cooperation

3.1.1. HOW CAN AVAILABLE AID RESOURCES BEST ‘BE "MANAGED"?

For most of the poorest countries, ODA will continue to be a decisive
component in the flow of resources from:outside; on which their development
will depend in the coming decades. This i1s the inevitable result of

both the constraints weighing on their capacity to export and the fact

that they hold no attraction for foreign (private) investors.
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In the coming years, however, the developed economies will have innumerable

‘calls on their financing capacity: the needs of the poorest developing

“ countries will swell the demands for capital to finance reforms in eastern
and central European countries and the former Soviet Union. Capital

~will also be needed by the developed economies themselves to pursue

“their own adjustment efforts, made all the ‘more urgent by trade liberal-
ization following upon the conclusion of the Uruguay Round.

The relative shortage of capital flows on concessionary terms must Llead
to a concentration of financial resources and to a re-focusing of objectives
within the Community. : . '

. As a priority, financial resources must be directed to supporting vital
activities that will act as a motor for the development process, e.g.
optimizing human resources or overhauling a country's administrative
_or executive services. : '

3:1.2. HOW CAN DIVERGENCES IN THE DEVELOPING WORLD BE "MANAGED"?

The growing differences in economic and social performance in countries
.of the South is one of the most striking features of the past thirty

years of development. Enormous divergences in per capita income among
developing countries is perhaps the most noticeable of these. Simplifying
the situation to its extreme, we can say that the countries in.the South
are now running at three different speeds. There are the so-called
successful countries like the newly industrialized Asian ones, capable

of developing under the#f own steam; there are the countries whoseipotential
for development is good but who are heavily caught .up in the process

of economic restructuring, for example many tatin American countries;

and finally there are the countries lagging far behind,whose:

dependence on a handful of raw materials is as strong as ever. The

Latter group contains: almost all of the African ‘and the less developed
category of countries {as well as some in Latin Americal. '

This growing diversity in the situation of the developing countries

means that they have differing needs. For the better-off among them,
greater access to the industrialized countries' markets and a new framework
for economic cooperation - which would promote joint investment, the
expansion of scientific research and transfers of technology — should

be .the principal aim. Ffor others, whose problem is a disruption of
inward flows of money, priority should be given to obtaining financial
contributions on special terms, sc that the mounting debt burden can

.be lightened and support can be providéd for the economic reform process
in which they are engaged. For others again, because of their chronic
inability to satisfy their needs, they must be given assistance in

the provision of the most elementary necessities: food and health care,
for example. : o
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The final goal of cooperation, however, with whichever category we are
-concerned, will still be the same: to bring them gradually into the
mainstream of the world economy so that the phenomena of marginalization
and exclusion, in evidence today, can be eliminated.

.3.1.3. HOW CAN THE COMPLEXITY OF THE RELATIONS WITH THE DEVELOPING
WORLD BE MANAGED?

The scope of development policies has been considerable broadened “in
past years. Integrated programmes have replaced the financing of individual -
projects. Other forms of support have gradually been added, for example
assistance with the balance of payments, or.direct aid for budgets

in the framework of stabilization and ‘macroeconomic or sectoral adjustment
programmes.

In addition to the need for managing these more complex types of support,
it is now imperative to include new dimensions in our cooperation arrange-
ments, like the -environmental connection or matters relating to migration,
corruption, security or defence.

“In the past two years, moreover, political issues, in particular as

to whether or not any form of democracy exists, have been added to the
strictly economic or financial conditions hitherto employed by the IMF

and the World Bank. More recently still, a consensus has emerged on

the world stage to supplement demands connected with democratization

by others more specifically relating to the operations of the state

and the public service. There is a tendency, therefore, towards encouraging
a state of law, which would guarantee genuine transparency and prevent
government high-handedness, as a pre-requisite for the effect1veness-

of the reforms to be undertaken.

As a result, the attitude of the rec{bient countfy will in future be

one of the deciding factors in the atlocation of development cooperat1on
resources.

3.2. COOPERATION STRATEGY: PRIORITIES AND OBJECTIVES

3.2.7. BASIC PRINCIPLES

The development efforts harnessed by the developing countries themselves
(and by their partners) are designed ultimately to instigate, encourage
or maintain a sustainable process for improving the conditions under
which entire populations tive. Their minimum ailm is the prov1s1on

of a decent standard of Lliving for all.
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Development also implies that a greater number of freedoms exist and

can be enjoyed. It should aim at a fairer distribution of the fruits
of growth, better individual and collective security, wider access to
".educational and health services, and the promotion of cultural values
and the heritage of each country or community within that country.

The plurality and complexity of the dimensions of development must be
taken into account in formulating development cooperation policies.

" Development s a global process of transforming societies. As it gathers
~ pace, a complex interaction between the various elements of the social
*fabric starts up.

Development can only continue if all of these elements evolve harmoniously.
During the process , some of them may have to be profoundly altered.

Since all development activities have a place in this interactive network,
they cannot be designed independently of these structural elements,

which during decades of development efforts, deployed w1th more or less
success, have been shown to play a decisive role.

If the scope of cooperation policies is to be extended, in particular
to political 'and institutional areas, profound changes must be made

- in the way that dialogue between the developing countr1es and their
developed partners is conducted.

The definition of development, like its implementation, 1is the business
of the country concerned. Yet it is also logical and legitimate for
providers of funds to define their own cooperation: strategies, i.e.,
the purpose of their actions, the scale of their comm1tment and the
instruments they intend to employ.

Once this process is complete, the political and economic conditions
likely to ensure the success of the Community-supported reform programmes
and development activities can be defined and agreed upon.

"Each party must make specific undertakings ‘and then abide by the contract.
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Consequently, in its cooperation policy, the Community must ensure that
the promises made by the recipient countries are really kept, for this
will determine the effectiveness of its aid. If the commitments are
not met, the astionitself will inevitably be jeopardized.

The Community is not just a partner like all the rest for the developing
countries. In our cooperation with them, the special nature of our
relations with our partners, founded on confidence, mutual undertakings
and an on—-going dialogue, must be safeguarded. We must take care that -
the country in question carries out the necessary reforms, and that
these are not merely imposed from without.

' In every country receiving aid, it is the responsibility of the various
donors to see that the set of conditions attached to their contributions

is consistent with those of other donors. This requirement has become
increasingly important since, with the passage of time, assistance now
‘takes very different forms, and is increasingly associated with conditions
affecting whole areas of, or even the entire, economy of the country
assisted (if the conditions relate. to macroeconomic objectives or protect-
ist policies). ' .

3.2.2. MAJOR THEMES OF A DEVELOPMENT COOPERATION'SfRATEGY

A political situation blocked by a state which does not provide itself

with the proper means of ensuring economic and social justice, structural
disorder in the economy often accompanied by an intolerable level of

debt, the absence of competitive economic structures, a poor position

in world trade in products, services, capital, technologies and information,
all in a variety of forms and differding; in intensity from one country

to another: these phenomena may be seen in almost every developing country.

‘Development strategy therefore needs to be designed around four major ;
themes: reform of the state and the political system, stabilization

and reconstruction of the economy, encouragement for new compet1t1ve
economic structures, and acceptance of countries from the South in
international trading.

Each of the developing countries has some way to go in at least one’

of these four directions. Many need to advance in all four. The action
‘to be taken towards this goal will, of course, have to be adapted to

the specific situation of each of them.

A. Democracy, human rights and effect1veness of the state

Since its mission is to ensure economic and social justice in the common
interest, a government plays a vital role in the development process.
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* In a number of developing countries, the government is not equal to
this task. o

This question must nolonger be skirted around in cooperation policy if

it appears that political and institutional factors are proving detriment-
.al to development efforts. The ability of a government to carry out
economic reforms depends, -in fact, on the credibility it enjoys among

its people. When the state is headed by an élite or a particular ethnic
_group or clan, it is difficult to expect part of the population, denied
the fruits of growth, to use its efforts and to work for the sole benefit
of that élite, with which it cannot identify.

But beyond.reasons of an operational nature such as these, the promotion
of democracy and respect for human rights is an essential aim of the
Community's development policy in itself.

This human-orientated policy aims just as much at relieving the misery,
and improving the physical well-being of the population assisted as

at ensuring that rights, freedoms and the dignity of each and every
member are respected.

Which reforms and political changes can be encouraged in the developing
countries and how can they be supported? -

The keyword here, democratization, describes a procéss, not a state.

It covers several minimal demands: respect for the fundamental freedoms

of expression, movement and association; the:equality of all people

before the law; freedom of the press and pluralism of political expression;
and above all, the separation of powers and a method of choosing leaders
that renders them fully responsible to the national community and provides
for alternance. It is via political reforms that a fairer distribution

of national incomes and greater social justice will be achieved.

If the international community wishes to,encourage democratization in

the developing countries and to obtain lasting progress, it must make
itself quite clear and apply its "conditionality' deliberately, remaining
quite firm on its minimum demands, but remaining neutral as to how demo-
cratic Llife should be organized (since the choice of their institutions
must reflect the will of the people). o

Political pluralism and universal suffrage truly reflecting the popular
will cannot, in all probability, be installed rapidly or easily in all

the developing countries, and in any case, even if they are, they do

not guarantee that a state of democracy will henceforth exist. Without .

them, though, it is plain that there can be no democracy.
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On the other hand, it is impossible for the democratic process to start

up or persist until an effective "economic fabric'" is in place. The’
creation of this should be sought through active support for any plans
which place responsibility on the shoulders of the recipients by involving
them directly in the management of aid (damlqmmnt through participation).
One further point to be taken into consideration when the Community's

-aid policy is being drafted is the proportion of the recipient governments
budgets spent on arms.

. By lowering their aid volumes, donors could persuéde recipients to cut
their arms purchkbses down to reasonable levets compared to, say, their
spending on health or education.

This is not the place to go into details on the positive measures the
Community could introduce to encourage democracy, or on the sanctions

that could be used in cases of human rights violations or any interruption
in moves towards greater democracy. These matters have already been

the subject of a Communication from the Commission to the Council.]

What is important is to stress the Community's need to engage in a thorough-
going dialogue on institutional and political reforms with the developing
countries, whenever this appears necessary.

The improvement of political structures .must ‘be .carried out in parallel
with a serious reform of states' adm1n1strat1ve structures and management
methods.

Several measures could contribute to this:

(a) a review of the state's tasks, so that it concentrates on its essential
functions; C

(b) a simplification of administrative structures and procedures, so
as to lLeave room for business to exercise initiative;

(c) a decentralization of decision—-making and administrative machinery,
to improve contacts between adm1n1strat1ve services and the public
and facilitate democratic controls;

(d) on-going efforts to train and motivate public servants;

(e) greater transparency in the activities of-the authorities, which,

by assisting democratic controls to operate, would help in the f1ght
against corruption.

1see‘the Communication from the Commission on human rights, democracy and
development cooperation policy (25 March 1991); Council Resolut1on of
. 28 November 1991.
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- B. Rebuilding the economy

The second imperative is to rebuild the economic’ bases for growth

This means, first of all, restoring the major balances, via a stabilization
phase, the length and cost of which are often under-estimated. This

shoutd be followed by more profound reconstruction of the economic fabric.
F1naLLy, constant.attention must be paid to the Long-term conditions

for sustainable development. '

1. Macroeconomic stabilization

Still today, the majority of the developing countries need to restore
their macroeconomic balances, if they are to experience healthy and
‘lasting growth.

. It is nearly always the crushing effect of their debt and the cost of
their imports that have convinced them, with or without IMF support,
to engage in the reforms that can. re-establish their macroeconomic
balances, and more part1cutarly, to overhaul the’ management of their
pubL1c finances.

Such reforms have not always, by themselves, managed to remove the con-
straint of a balance-of-payments deficit, which for some countries,
acts as a powerful brake on growth.

An inftow of adequate external resources, in the form of export earnings,
ODA, commercial loans and direct investment is essential for restoring

the bases of healthy and lasting economic ‘growth. In this context,
measures to alleviate the debt are vitaLly important.

~Such reforms must be kept in place-for a- Long time ‘before.success can be
guaranteed.

Support for restoring the balance of payments and for an appropriate

" budget should be provided for countries embarking on stabilization measures;
it should take account of the time needed for the effects of reform

to be felt.

The experience of countries which have implemented structural adjustment
programmes has shown that bringing the economy under control can have
significant economi¢ and social costs which may destabilize the governments
"which introduce them, espec1aLLy since their positive ‘effects may take

some time to materialize.
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The costs, social ones in particular, of stabilization programmes are
now better appreciated. Restructuring conducted in appropriate stages
spread out over a period, aid in finding employment for public employees
and workers whose jobs are lost, operations targeted- towards the

most vulnerable groups,are all ways of cushioning the social and economlc
costs of adjustment and of making restructuring and budget restrictions
more acceptable.

2. Restructuring the economy

Liberalization of economic activities is the main plank of structural
reform. This must be carried out rationally on both internal and external
levels. Within the country, the removal of unnecessarily dirigiste

or petty regulations, the reduction of administrative controls, Lower
and more rational taxation, price de-restriction, and more flexible
employment codes, are all vital in order to re-inspire businessmen with

a "taste for investing" and "the power to manage', all:.too often destroyed
by suffocating bureaucracy. On the external level, adJust1ng exchange
rates to more realistic and flexible levels, more L1berat trade policies,
overhaul of investment codes and financial regulations which make capital
movements easier, are so many methods of .opening up a country's economy
to competition and encouraging an inflow of foreign resources.

Reforming the public sector is indispensable, but it is sometimes risky
for shaky or poorly-equipped governments.

The major moves towards privatization at the start of the eighties have
shown their limitations in most of the developing countries, because

of the absence of a private sector on the spot able to substitute rapidly
for the state. A more gradual approach has often had to be adopted,
whereby the productivity of certain publicly-owned enterprises has had

to be stepped up before the state can hand them over to the private
sector.

" Although the state has often been called upon to withdraw progressively

from its role of direct investor, successful restructuring is nevertheless
dependent on its continuing support for productive investment. Via the
rehabilitation of infrastructure and essential services, reform of the
banking system, the decision to impose less draconian taxation on businesses,
the state must rapidly create the material and regulatory conditions

needed by businessmen in order to invest.
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When demands for capital expenditure are being made, the rural world

must remain a priority. Agriculture in the developing countries is

not an economic activity with a high growth potential or even on€ that

bringscomparative advantages. But in countries where the rural population

and agricultural production predominate i.e. the majority of developing

. countries, efforts to assist them must be .continued for reasons of social
progress and equity.and to prevent a drift of the rural poor towards

the towns. . '

Given the rapid increase in urbanization, donors should also be aware

of the major social and economic changes taking place in urban society.

In the short term, social tension resulting from economic reform programmes
is more likely to be produced in towns. The situation calls for targetéd.
operations on groups of urban dwellers who are cut off from the benefits

of growth or who are victims .of adjustment programmes. But above all,
support should be given to active policies for strengthening the econom1c
complementarity of town and countryside. .

Over and above such targeted " support, it . is clear that a genuine incomes
policy is also needed to complete the viable restructuring of the economy.
_In most developing countries, "spontaneous" income distribution continues
"to over-reward speculative operations and people with administrative

power or real assets {(e.g. foreign exchange, land}, at the expense

of businesses and productive labour. Access to public health or educational
services is only available to some, and worse, it is very unevenly divided
between towns and rural areas, and between social groups in the towns.
Measures and reforms to encourage greater fairness and social justice,
especiatly as regards land and agrarian ownership, income tax and access

to loans should therefore be supported.

3. . Laying the foundations of long-term development

.'One of the major weaknesses of the structural adjustment programmes

~of the eighties was precisely to make the developing countries. - and
donors as well - concentrate their energies on short—term results (i.e.
18-36 months), in line with six-monthly debt- serv1c1ng payments or annual
reviews of macroeconomic performances.

. The short-term outlook is correct when stabilization policy is at work,
but it is unsuitable for development strategies, where long-term factors
(demography, introduction of qualifications, sluggish markets) have’
to be contended with.



-62 - VIII/479/92-EN

In the developing countries it is advisable to encourage a return to
.a certain type of programming; medium—-term programming of public’ expend1ture
(which is already used for programming public investment programmes
negotiated with the Wortd Bank), the preparation of multiannual budgets
for education and training costs, the design or urban and regional develop-
ment schemes, and plans for managing natural resources (forests, fisheries,
catchment ‘areas) are all ways of mobilizing forces and providing guarantees
' for businesses, while leaving them room té exercise the freedom they
need. '

Where donors are concerned, efforts must be made to provide long-term
programming of aid and cooperation, both in terms of the volumes of
resources to be contributed and their geographical or sectoral allocation.

C. Encouraging new competitive economic structures

" It would be unrealistic, and in fact dangerous, to recommend policies

of international openness and liberalization without attempting to implement
prior policies aimed at encouraging new competitive economic structures.
One of the fundamental aspects, therefore, of any development cooperation
policy must be the inclusion of objectives involving the creation of
.such structures, to enable businessmen in the developing countries to
compete in the conditions prevailing in the international markets. An an-
alysis of successful economic development during recent_ decades shows

that success stems from the creation at national level,1 of a climate

- favourable to competition between enterprises, since in a market economy

" the capac1ty for initiative and the responsibility for business act1v1t1es
must, in 'the first place, lie with firms themselves.

In the specific context of -the developing countries, state intervention
should stimulate and support the creation of open and competitive conditions
for business, by setting up machinery to encourage the development of

. efficient factors of production. This will enable the enterprises to

build up dynamic competitive advantages.

"It is essential for each country to create a competitive domestic context,
after which its enterprises will be stimulated into acquiring
competitive capacity.

or regional, according to the country's situation and position.
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It is poséibLe to identify some of the prior conditions for creating
a suitable business environment and hence improving the chances of a
developing country's enterprises becoming competitive.

Real competitive capacity that can be easily mobilized must exist in

a country, in fact, if its enterprises are to survive and even more .
“importantly, if they are to benefit from the potential which the open--
ing-up of the country's economy to international competition produces.

These prior conditions are: 1

(a) the existence of competitive structures in the vicinity .of the
enterprise (i.e. in its own sector or the sectors upstream or
downstream from it);

(b) the existence of a legat and institutional framework that Leaves
businesses free to take initiatives;

(c) the existence of an adequate technical infrastructure (tran;port
and communications);

(d) the existence of a satisfactory educational level in the sectors
of society which are tikely to become involved.

Comparative factors of competitiveness are first and foremost built )
up through powerful pressure in local competitive circles. Such pressure
can .then produce positive knock-on effects, via the stimulus they exert
on a) the demand for specific qualification-orientated training and

b) the need to improve technological capacity and develop specialized
infrastructure rapidly.

If this path is followed, a country's domestic competitive situation
can soon become a real lever for promoting progress and economic developmen

The success of dynamic enterprises in the developing countries in condition
of an open economy is of necessity  dependent on their having become
competitive in their own economic environment. Competitive pressure,

both from outside and at home, can therefore provide the motor by which

enterprises develop competitive advantages, and through them, the country
as a whoLe.

As the recent history of countries whose economies have succeeded in
taking off has shown, the secret for gaining competitive advantage is
to practise real, healthy economic competition. When the latter is
‘allowed genuine free play, vital lessons.can also-be learned by the
other actors whose participation in development is necessary.

1 : (1} > - : 1]
Michael Porter, "The Competitive Advantage of Nations'.
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Increasing the participation of the Soutn in the world economy

B

General approach

One of the essential objectives of the structural adjustment policies
implemented by the developing countries is to enable them to become

an integral part of the world economy, participating in expanding
activity and trade and the attendant economic and technical progress.

For the newly industrialized countries and those following in their

wake, Like Thailand, Malaysia or Mauritius, successful insertion in

trade in goods, services, capital and information, which are the mainsprings
of the world economy, has provided an essential basis for and a clear
indication of the success of their development efforts. For most of

the other developing. countries, the route to similar integration seems

“to be full of pitfalls.

These growing disparities threaten the least successful developing countries
with marginalization. The idea of introducing a new international economic
order under which imbalances and differences would be managed, is no

_longer an attractive one. While it i1s certainly possible to introduce

arrangements that would take better account of the needs and possibilities

.of different groups of developing countries, into the international

trad1ng system, the imperative of competition must apply to them all

and inspire their development strateg1es, as we have shown in the previous
sub~chapter.

The requirement of competitiveness can obviously not be achieved through
the same political and adjustment policies everywhere. Penetrating
the European or Japanese market, finding outlets .with substantiat added

~value or invigorating technology are, of course, nottargets that all

developing countries can reasonably aim at.

In this context, the Community could lend its support to the establishment
of appropriate institutional framework, and to actions aimed at improving

‘productivity, developing Local capacity for innovation or technologicat

adaptation, adjusting domestic or regional demand, changing production
techniques in line with modern advances, and creat1ng conditions that

~ are more attractive to foreign 1nvestors.

The acquisition and exploitation of information is also subject to intense

" competition, the factors of which range from the identification of commercial

outlets or the cheapest methods of transport to the choice of the most

'successfut technologies.

" The transition from the national to the regional dimension may, for
" many developing countries, be the first step in enlarg1ng their economic

space. Regional cooperation and integration are also important instruments
for fostering economic development. In addition, they may help to reduce

- political and military tensions in the region and provide support for

individual countries' democratization.
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_Mith its own wealth of experience in this domain, 'the Community should
‘pursue and broaden the initiatives it has already taken, when it renews
agreements or cooperation programmes (Lomé, ALA developing countries,
and so on) or acts in various forums (World Coalition for Africa - post
Maastricht exercise; special programme to assist sub-Saharan Africa;

the OECD's Development Assistance Committee). '

A favourable macroeconomic background is the first of the conditions

for helping to make the South an integral part of the international |
economy. The pace and succession of measures for organizing trade 'access
are also vital to the success of restructuring policy. Exchange rate
management also plays a decisive role in implementing these poticies.’
Imperfections in the labour market may also push.up the economic and social
cost of adjustment resulting from more open trade.: Finally, distortions
in the price system may lead :-businessmen off in false directions.

In some cases, the provision of export incentives.and measures to promote
Labour mobility (training, fiscal measures affecting amortization of
capital costs) may be vital in helping to reallocate the factors of
production ~ one of the aims of a policy of greater openness.

The composition and timetable of the programme of trade liberalization
must be defined carefully, with attention being paid to the characteristics
of the economy.
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. More generally, the reason for the developing countries to open up, and the
extent to which they do,will vary from one to another. It is clearly
desirable to break down protectionist walls behind which wasteful uses

of production resources have been able to flourish. «It is obvious that,

"if a particular economy wishes to enjoy the dynamic benefits of the

world economy, the first obstacles to development which must be removed
_are those in sectors with export potential. :

But in many countries, poor training, a weak technological basé, inadequate
infrastructure and a shortage of capital and sometimes of natural resources,
all of which are pre-requisites for creating competitive economic structures,
may seriously compromise, at least in the medium term, the chances of.
success of any opening-up policy. These factors may restrict the prospects
“for diversifying the economy and may be the sources of severe competitive
handicaps that are difficult to overcome even in the home market once

it has been opened up to strong competitors, let aLone in third country
markets.

A systematic assessment of the size of the gap in competitiveness between
countries Like these and their rivals, and an analysis of the various
factors at the root of handicaps of this type must be the first step

in any reform of trade policy, to assess the goals and the reforms

and adjustments needed , before the potential advantages of opening

up can be realized. '

2e Technological development

Technology is a determ1n1ng facter in competitiveness, whichever economy
isunder consideration.

Disparities between the developing countries in their capacity for techno-
logical advance are growing. They indicate the'conditions which produce
technological dynamism and the fields to wh1ch they relate: economic,
1nst1tut1onal, technical and cultural.’

Adequate transfers of technology are obviously one of the most important
of such conditions, but they only occur if there is sufficient local
capacity for applying, disseminating and adapting them locally. Training
must continue to receive attention as a priority, both in the programmes
of the deveLop1ng countries and in the technical ass1stance provided

by donors.
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Technological cooperation, South-South as well as North-South, should

also be stepped up. For countries experiencing the same needs, South-
-South cooperation is a way of sharing R&D costs, which are on the increase,
and of f1nd1ng very profitable synergies in terms of technological 4ovetop_
ment. This is exactiy what initiatives Like the Bdlivar programme,

recently launched in Latin America, hope to achieve.

The experience of countries which are slightly ctead in this area srd
which hzve recertly soived similar problems, can be drawti on to help
other developing countries in their technological ard develonment choices.
Appropriate techaclnyies designed to meet ‘the needs of the less dcveloped :
countries can be passed on to oiher developing countries, and not necessarily
by the industrialized ones.

.If the developing countries are to be incorporated into networks for

the exchange of technologies, many of them will need to be better informed
about the various technologies available, where they can be found, how
they can be acquired or ways in which technological cooperation can

be undertaken.

3. Commodities

‘The long-term downward slide in demand. for and prices of most of the .
Third Wortd's products has exacerbated structural problems in these
countries, many of which are among the world's poorest. Though to a
less marked -extent since 1982, commodity price instability still causes
fluctuations in export earnings on a scale that poses one more obstacle
on the road to development in the countries affected. '

The positive results obtained through diversification in the more advanced
developing countries, synonymous there with expanding income, investment -
and productivity in all sectors, including;,commodities, has only added

to the problems of the less developed export1ng countries. The latter
have often Lost part of their share of the market to more competitive
rivals with better knowledge of marketing channels. Their declining

share of the market has even benefited the developed countries on some
occasions,

'The basis for actions which seek to improve conditions for the production
of commodities in the countries which depend most heavily on them is

a foresast - which unfortunately leaves little room for doubt - that
they will continue for several years to come to.derive most of their
income from such products. For them, diversification, which lies at
the heart of the development process, will reguire a long period of’
effort. Any activities aimed at increasing the developing countries®
profits from their share of the international commodities market must
take into account the growing competitive disparities among commodities
exporters. Such activities must be designed with the following key
objectives:
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(i} to provide countries that are most heavily dependent on commodi-
ties, as well as donors, with the clearest possible picture
of the market. situation, especially as regards compet1t1on,n

(ii) to support the attempts of these,countr1es to export to certain
markets, particularly in central and eastern Europe, the CIS,
and a few other developing countries; :

(i1i) to pursue and support measures to diversify and to improve
competitiveness in the commodities sectof;

(iv) to Limit the negative effects on their development efforts
of fluctuations in commodities’ export earnings;

(v) to see that product agreements are again work1ng properLy
and that they continue to do so, since these help to Limit.  wr
excessive price fluctuations.

3.3. THE CAMPAIGN AGAINST POVERTY

The campaign against poverty, which may take many forms, cannot be viewed
- as a particular theme or isolated element of development strategy. It

is true that poverty may be the result of physical constraints in a
sometimes hostile natural environment, but it stems much more frequently
from a badty-managed economy putting a brake on growth than from a struct-
ural deficit of technical ability. It is also brought about by pol1t1cal
and social structures that accentuate 1nequat1t1es in the distribution

of a country's wealth.

‘Three items in any strategy designed to lessen poverty, currently affecting
more than a third of the world's population, are the restoration of

growth, the installation of viable economic structures and the removal

of inequalities.

Poverty, in any case, is not only a phenomenon of the poorest countries
. (defined as those with less than USD 530 of per capita income). It also
affects a section of the population in quite a lot of middle-income

‘ ¢ountries in the South. Such groups must also be provided for in any
cooperation policy intended to alleviate tens1ons and restore balances
on the global Llevel. :

The spectacular progress registered by rppid-growth Asian countries
such.as Indonesia, Malaysia, Thaitand,and Pakistan is proof of the prime
role of growth. In Indonesia, for example, the proportion of poor people
fell from 58%ito 17% between 1970 and 1987. ' Inversely, the recession

that has hit Africa, Latin America and some of the eastern European
countries in the eighties has clearly had- adverse effects on the poorest
sections of the population.
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Atthough a major influence on a country's growth is the international
economic situation, it can also, to a great extent, be affected by policies
it has itself implemented, in particular how it has adapted its production
conditions to changes provoked by the crisis. The spectacular recoveries
made by countries such as Brazil and Mexico recently readily prove this.

Recovery of this type is not, however, capable of being reproduced everywhere. "

In countries with structures which have never really been able to generate
‘a sustained and self-sustaining development process, it will be necessary
.to adopt, first of ati, a strategy for overhauling.outmoded economic
.structures lacking in competitive viability, in order to build'the very
foundations on which growth can be based.

Side by side with macroeconomic improvements, efforts will be needed

to remove inequalities and by so doing, poverty will. be reduced. As
an illustration, Brazil, which is a comparatively rich country, has

a per capita income of USD 2 500. But the poorest 20% of its people
have an average per capita income of only USD 300. In such cases, the
inequalities mainly stem from land ownership structures and the system
of income distribution. Specifically, the Latter is the result of the
fiscal legislation, which sets the volume and form of taxes .due, and
hence determines which social categories shall pay tax and which shall
receive state benefits funded from the country's budget.

Institutional reforms are therefore an important element in any programme
to combat poverty. Until governmental machinery and political systems
become genuinely democratic, it will be impossible to ensure that income
is distributed any more fairly. ‘

The reforms we have mentioned will only bear fruit gradually, in the

long term. They must be supplemented by targeted operations to relieve’
certain kinds of suffering and to offset the soc1at costs of reform
policy and economic restructuring.

The extension or even merely the maintenance of basic services, part-
icularly education and health services, is a priority, since in real
terms expenditure on the social sector has sLumped by '26% in sub- Saharan
Africa and by 18% in Latin Amer1ca between 1980 and :1985.

Clearly, donors should not confine their efforts to merely providing . .
financial contributions. The situation provides an opportunity for

helping governments to restore these public sectors, which are seldom
run efficiently.
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In addition to chronic poverty and the social hardships caused by -economic
reform, there are other forms of poverty of an "actidental' nature,

Linked to armed conflict or the oppression of certain population groups

"(e.g. the difficulties in the Horn of Africa, the Kurdish question) or

to natural disasters (e.g. floods in Bangladesh). ALL these add considerably
to the demand for emergency aid for humanitarian, purposes. ’

_ Given the volume and variety of requests for humanitarian aid, it is
necessary to define some objectives and principles, followed by some
priorities. Gifts of aid are useless unless the gift is "managed”.

It is therefore essential to see that humanitarian operations are properly
conducted. Moreover, such emergency measures should also be carried

out within a logical framework so that any possible conflict with the
demands -of the necessarily longer-term development process are reduced
(e.g. the possibte clash between. food aid and aaricultural development
strategy). ot ‘ '

In addition, where a particular group of people is suffering acutely,
‘the Community should be able to contribute its humanitarian aid directly,
. even if the authorities in the country concerned are opposed to such
an initiative (the right to intervene for humanitarian reasons).



-7 - VILI/479/92-EN

4. OPERATIONAL DEFINITION OF PRIORITiES,rBYVREGION

The tendency observed during the past decade has amply illustrated the
witlingness of the Community, supported by its .12 Member States and

atl the instruments it has created (financial machinery, trade policy,
investment aid), to cooperate with the whole of the developing world..

4.1. DIFFERENT APPROACHES

Each developing region has individual characteristics, described below,
which justify an active role on the part of the Community.

1. Sub-Saharan Africais deserving of very special attention because
of Europe's historic ties with the region; this'attention needs

to be reinforced, owing to the acute effects there of the absence

of order and the extent of poverty.

2. The Mediterranean, whose geographical proximity means that
events there can influence the stability of.our own environment;

like the countries of central and eastern Europe, it therefore
‘requires an immense amount of support going far beyond the simple
demands of solidarity. Our aid must be based on clearly formulated
mutual interests. C '

3. Latin America, because of our very close cultural ties with

this continent and the enormous potential it represents as regards
trade, investments and transfers of technology and know-how, calls
for a policy which must be innovatory, especially since possibilities
of cooperating with it have so far been under-exploited.

4. Asia, with its serious problems of poverty, needs

enhanced measures of solidarity; but at the same time, a framework
for broader economic cooperation with the more advanced countries

in the region could prove beneficial to Europe (e.g. joint ventures,
research agreements, transfers of know-how).

Because of growing disparities between developing countries, a greater
-diversity of needs is emerging. This makes it necessary to encourage
the implementation of varying: and selective support strategies.

In terms of development cooperation, however, the extent to which Community
policy has the power to exert real influence on development varies from:
region to region. - The degree of influence is determined by the "“weight"

of the Community and its Member States in the aid total (the "relative.
mass" of Community aid), and the scale of the aid in relation to major
macroeconomic indicators, partigularly the GDP and the budget of the
recipient countries or regions. .
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Oour ability to influence the development process, even in reg1ons uhere

the Commun1ty s direct contribution does not reach ‘the “"critical mass"

*will be much greater through a rational and coord1nated fusion of Commun1ty
.and Member States' resources.

. The-European Community will be more effective if it .also includes other
instruments for cooperation. Among these, we can point to trade, invest-
ment policies (e.g. joint ventures) and the creation of a framework for
economic cooperation aimed at encouraging technological transfer, research
development and scientific training, as well as cooperation on education.’

4.1.1. PRIORITIES FOR SUB SAHARAN AFRICA

— . —— — — — — —— ——.—————_

Africa has made plenty of progress towards development: health conditions
have steadily improved, many now have access to education, a fairly sub-
stantial infrastructure network has been created. Along with these achieve-
‘ments, however, especially in the past decade, there have been a number

of serious economic errors which have unfortunately weakened Africa's
position vis—a-vis the rest of the developing worlds.

The downward spiral in the continent's economic performance is impressive.
Proof of it is everywhere' in the low economic grouth rate, the drop

in per capita income and deterioration in social . Levets, and in_the con-
stant du1ndl1ng of its share in world trade or world income. In many
cases, this crisis situation has been brought about directly by regional -
or internal conflict.

It is also taking noticeably longer for Africa to acquire and assimilate

"new technologies and to manage information and communications systems. .
The same holds for its progress towards greater democracy in its societies.
The gaps between this continent and most other countries (1nclud1ng developing .
ones) are, in fact, getting wider.

.The serious situation in which the ma;or part of Africa finds itself may

: give the impression that everything is a priority. ISuch a view can only

lead to a dispersal of financial resources uh1ch will become increasingly
unedual to the task. : .

Yet past experience has shown that the main reason why aid has failed
to Live up to its promise is that -the economy - too highly-centralized,
run by inefficient state institutions, and underm1ned by corruption -

is badly managed.
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‘It is because of this that European and international cooperation should,
in African countries, be used, as a priority, to support poticies for
restructuring the economic fabric and for introducing democratic reforms,
which have, in any case, started up spontaneously in many of them.

Policy Like this is already being implemented in many African countries.
They have taken the road to reform, with difficulty but often with courage
and determination. However, restructuring can only be carried out slowly
and it therefore calls for a real "contract" of partnership between the
Community and Africa - the African countries making a commitment to follow
. the read to reform and the Community promising to support them for the
time it takes, while also financing short-term measures to relieve the
immediate effects of the crisis.

This framework for 1mprov1ng the situation has one or two major drawbacks,
from the institutional point of view. The first of these concerns coor-
dination, not only between the Member States of the Community, but alsc
with the World Bank and the IMF, the institutions most closely involved

in rstructuring operations. It is quite clearly impossible to make headway
in this sector of cooperation by following divergent routes; therefore

the Community should step up its dialogue with these institutions, in
order both to avoid taking decisions that are not fully compatible with
the objectives of each of them and to make known its own ideas on how
African countries can evolve, based on its exper1ence, its compassion

and its concept of development.

Another problem is posed by the degree to which the Community's existing
instruments for implementing such a policy can be adapted. The Lomé
Convention already allocates considerable sums to structural adjustment.

On the other hand, the Convention's current machinery is only partially
suitable for the type of negotiations with governments which now seem

to be necessary in order to make aid really effective - and this as regards
both structural adjustment support and more specific operations.

Benefits, Like the opportunity for calm dialogue between partners, have
definitely accrued as a result of fixing in advance, in the programming
framework, the amount of money to be allocated. But there have been
drawbacks: the fixed sums laid down make 1t difficult to be adaptable

when circumstances demand. A more flexible system, w1th room for manoeuvre,
would make this instrument a more effective one.

Another difficulty arises because the sote interlocuter, the only partner
in discussions on cooperation, is the state. It is questionable whether
this is a situation that should be maintained, in the context of progress
towards greater decentralization and more importantly, from the viewpoint
of liberalization measures, which are bound to reducé the role of the
‘state in the economic sphere. Is there not need, perhaps, to find and
deal directly with other partners, particutarly grassroots communities
and the private sector, instead of with governments alone?
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It is also clear that, paratlel to restructuring measures, other cooperative

.operations of a different kind, aimed at coping with serious long-term

problems, should also be.mounted. Ffood security policy.needs to be relaunched

because of the forecasts of growing deficits. The issues of biodiversity and

environmental protection, and problems connected with population growth
are-all areas for study, calling for.much Larger-scale responses. than

" in the past. T

For most of the African countries, incorporation in the world economy
is an objective that can only be contemplated in the long term. Right
now, regional integration would seem to be an .area where cooperation
could be brought to bear with quicker and more sure results.
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C4a1.2. THE ﬂEpITERRANEAN

'Two‘questions more than any others, colour the Community's relations
with this region. They can be framed as follows.

(a) Given the gap in living standards between the Community and its

: southern Mediterranean neighbours and given their demographic growth
and the internal tensions that are a permanent fact of Life there,
how may the Community reduce the gap so that these neighbours become
meore prosperous and so that migratory pressures to our shores are
Lessened?

~(b) How can the Community lend more effective support to the peace process
-between Israel and the Arab countries?

.In attempting to answer these questions, the Community should:

" {3) support economic reforms and regional cooperation to render the
Maghreb and Mashreq as attractive to private European investment
as central and eastern Europe are set to become;

(i1) contribute on a Large scale to these countries' existing family
planning programmes.

To achieve these ends, the following will be needed:
1, a large jump in financial resources;

2. the allocation of funds only to countries capable of carrying out
the political, economic and social reforms (including demographic
‘ policy) necessary for development;
3. directing funds towards:
~«technical assistance with the running of their institutions (the
technical condition for successful reform);

+bhe social element in reform programmes (the political condition-
for making reforms acceptable to the population);

.encouragement for private investment, for the transfer of expertise
~‘and technology, and for local exports (business to business);

. 4. substantial support for regional cooperation both in the Maghreb
- and the Mashreg (Israel and its neighbours in the peace processy
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4.1.3. LATIN AMERICA

While the Community's retations with Latin America should be viewed as

a whole (in which respect political dialogue with the Rio Group and all

the Latin American countries is extremely important), it is also necessary.
to remeiber the wide variety of situations in the various reg1ons comprising
this sub-continent. .

The main issue is how to strengthen political, cultural and'econqﬁic.
relations on all possible levels, with a part of the world whose history
and culture are entirely bound up with Europe.

~The principal challenges in the Community's relations with the various
sub-regions of Latin America are:

(a) for Central America, consolidation of the peace process and support for

- modernizing their economies in order to ensure the sub-region's take-
off;

. (b) for the Andean countries, support for economic reforms, combined
- with active development cooperat1on measures in an area that is still
highly vulnerable; E

(c) for the most advancedcountries in the region, (the southern tip,

" Brazil and Mexico), encouragement for forms of cooperation that will '
persuade more European businesses to set up, so that an enormously .
promising area can really take off, uh1le tangible efforts at 1ntegrat1on
are under way (MERCOSUR).
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In order to meet these challenges, the Community should:

(i)

(i)

Gid)
(iv)

W)

encourage both political and economic dialogue in all possible
forums (Rio Group, Central America, organizations for integration,
etc.) and contribute to strengthening the democratic process;

refine its cooperation policy, both in financial and technical
areas {(rurat and urban sectors, health and new technologies) and
in economic ones {(partnership in enterprises, industry);

lend support in finding solutions to acute énvironmental problems
(tropical forests, urban pollution);

provide humanitarian and emergency aid uhen called upon (choleéra
epidemic, resettlement of refugees);

back economic reform processes by prOV1d1ng better access to su1tabLe
financial sources (ECIP,1 EIB), so as to offer greater incentives
to European investors,as well as the implementation of cooperation

- of mutual interest, in all domains where the Community's experiemce

(vi)

' Adopt
(a)

BT

«€c)

could be fruitful (especially science, and technology)'

consider ways of providing Latin American products with improved
access to the Community market.

ing this course would have the following implications.

It would not be necessary to make any significant increase in the
financial resources allocated, even though account would have to
be taken of the essential part of the cooperation agreements which
now cover all countries in the region (with the exception of Cuba);

Different forms of cooperation would have to be-devised to meet
different situations (Central America, the Andean countries, the
southern tip, Brazil and Mexico);

As a priority, support would be needed for thel arrangements to foster
regional integration, in view of the beneficial effects these produce
and the Community's own experience in integration efforts.

Eco

nomic Community Investment Partners.
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4.1.4 ASIA , L

While geographical considerations have led us to refer to Asia as one
developing region, it is in this continent that we find the widest divergences
in development levels among the various sub-regions and countries composing
it (ranging from one of the poorest - Cambodia - to one of the richest -

- Brunei - in the world).

For this reason, when considering its relations with this continent,

~ the Community must use different approaches for the various sub-regions,

~- -even though, in the longer term, its overall goal is essentially to safeguard
,and enhance the economic presence of Europe (investment and exports)

in a part of the world whose growth rate is, and witl remain, the most 'i -
dynamic. )

(a) ASEAN countries

In addition to the goal mentioned above, which is of particular relevance
to this sub-region, the Community should concern itself with:

(a) safeguarding the tropical forest, which is the world's most valuabte,
economically speaking, as well as being the. one., most at risk from
over-exploitation; .

{b) lending weight to the region's very tentative efforts at regional
" cooperation, in the framework of GATT, to which thé possible atternative
might be the creation of -a trading bloc embracing other world powers;

(c) supporting the international effort to hasten ‘reforms in Indonesia .
’ (whose populat1on has reached almost half of the ACP countries',
- and whose development level is still very low, despite the country's
natural wealth).



(b)

(i

G

(¢

- G

i)

(d)
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CHINA (and Mongolia)

The Community should set itself the folliowing specific objectivés:

the gradual political evolution of the regime'andjthe rapid expansion
of its economy, in order to prevent the country from disintegrating,
with the serious effects of this on its internal and e;ternal'security;

the transfer of European expertise in agricultural, environmental,
social and industrial domains, together with a small amount of ODA
both to underpin such transfers (via pilot schemes) and to stimulate
growth in the poorest parts of the country. :

INDIAN SUB~CONTINENT

The specific objectives are:

to combat dire poverty and participate in the international aid
effort, for both humanitarian and security reasons, given the grave
risk of disintegration (particularly in India) and of armed conflict;

to encourage more Liberal internal. and external trade arrangements,
so as to trigger off growth mechanisms and safeguard Europe's economic
presence, which still outstrips that of Japan or the US;

to provide support for better environmental protection policy, as
regards both industrial pollution connected with energy use and

the exploitation of natural resources (especially water) and the
ltimalayan forest.

INDOCHINESE PENINSULA

" This region's historic ties with Europe, its long political and

trade isolation, its extreme poverty., and its human resources,
make it incumbent on the Community to play a significant role.

The specific objectives are:

to provide humanitarian aid for resettling refdgees and for providing
rural inhabitants with vital needs;

to make a contribution towards economic reconstruction;

to lay the foundations of a European bridgehead into South-East
Asia. '
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In order to ach1eve its objectives, the Communxty should:

(a)

(b)

(c)

(d)

take the interests of Asian developing countries into account when
working out its trade policy - general or preferential - vis-a-vis
other parts of the world, and when setting up consultation mach1nery,
which would enable countries in this region:

-« to be duly informed of any measures the Commun1ty intends to take,

« to be consulted on their specific needs and probLems,

support economic reform in countries where -the economy is still
to some degreee run by the state (quian sub-continent, Indonesial;

contribute to a flow of ODA to the poorest countries, concentrating
on the most disadvantaged regions and populations as well as environ-
mental protection measures, but also providing support, in exceptional
cases, for international structural adjustment efforts;

enlarge the scope of European expertise transfers, in the mutual
interest, in order firstly, to maintain and increase each other's
knowledge about potentialities in all areas, secondly to encourage
growth and stronger trade flows, and thirdly (and most important),
facilitate European investment and joint ventures;

Adoptiné this course would have the following implications.

1.

A large increase would be needed in the number of officials assigned
to Asia (even were greater synergy to be developed as a result of
bilateral activities on the part of the Member States).

" Thereafter , a larger allocation of financial resources would be

required.

At the level of the Commission's departments, staff responsible -
for defining and applying trade policies should work more closely
with those with responsibilities towards a geographical area.

It might become necessary to set up a Européén'financing agency .

(or a pool of Member States' agencies) to provide selective and
partial financial support for European investments in Asia.
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V. STATISTICAL ANNEXES

Unequal economic performances
The developing world
The chatlengé of poverty

The international community's development aid effort
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.1' UNEQUAL ECONOMIC PERFORMANCES

3 (a) Annual average growth rate of GDP, in constant dollars
65-73 73-80 80-89
OECD members .4.7 L 3.0 3.0
developing countries 6.5 ' 4.7 3.8

of which: a

Sub-Saharan Africa 4.8 3.2 2.1

Eastern Asia 8.1 6.6 7.9

Southern Asia : 3.6 4.2 5.1

Latin America and the Caribbean 6.5 5.0 1.6

Source: World Bank, World Development Report 1990 and 1991

(b) Per capita GNP (in 1989 dollars)
Annual average GNP/inhab.
growth rate .
65-73 73-80 80-89 1980 1989
0ECD 3.8 2.3 2.4 10 750 19 090
bDeveloping countries 4.2 2.5 1.5 700 800‘
of which: :

- Sub—Sah. Africa 1.7 0.6 - 1.2 380 340
Eastern Asia 5.2 4.7 6.3 - 310 540
Southern Asia 1.2 1.9 2.9 260 - 320
Latin America 4.7 2.3 - 0.5

2000 1950

Source: World Bank, World Development Report 1991
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DISPARITIES IN A& DEVELOPING WORLD -

Per caE1ta income in the former Soviet repubL1cs ‘
Per capita income -

Population

VIII/479/92-EN

'000 000 . _Rbl USD (rate at 11/90)
Latvia 2.6 1209 2176
Estonia 1.4 1187 2137
Byelorussia 10.4 1176 2117
Russia 148.0 1154 2077
Lithuania 3.7 990 1782
Moldavia 4.3 990 1782
Ukraine 51.8 896 1613
Armenia 3.2 809 1456
Geergia 5.5 781 1406
Kazakhstan 16.7 733 1319
Azerbaijan 7.2 673 1211
Turkmenistan 3.5 577 1039
Kirghizia 4.3 527 949
Uzbekistan 19.9 " 473 851
Tadzhistan 5.2 45404 — - 792 Source:
-TOTAL (average) 288 990 1782 IHE

Income is measured by Net Material Product, which. ignores certain services
.such as the administration.
F1gures are in current 1988 prices.

~ In November 1990, the official exchange rate was RbL 1
-average for the table being USD 1 780.
purchasing power is strong;

to another.

)

Per capita income (1989 dollars)

. ‘Eastern European countries

- Poland ) 1 790
Bulgaria 2 320
‘Hungary 2 590
“Yugoslavia 2 920
Czechoslovakia 3 450
“Romania --

Newly industrialized countries

_ South Korea 4 400
-Hong Kong 10 350
Singapore 10 450
Taiwan (1988> 6 160
EEC (excepting Luxembourg)
Portugal 4 250
Greece 5 350
Ireland 8 719
Spain 9 330
United Kingdom 14 610
italy 15 120
“Nethertands 15 920
Belgium 16 220
France 17 820
Germany 20 440

Denmark 20 210

Groups of countries

Low— or medium-income

economies
Low-income economies

Medium~income economies

Heavily -indebted medium-

income economies

Sub-Saharan Africa
Eastern Asia-
Southern Asia
Europe, Middle East

and

- North Africa

Latin America and Caribbean 1

High-income economji
0ECD members

Other economies

All economies

0il exporters (exc[. USSR)

es

= USb 1.8, the
Controversy over the ruble's actual
it probably varied from one part of the country

800
330

2 040

720
340
540
320

180
950
330
090

3 980



3. THE CHALLENGE OF POVERTY
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Life expectancy

at births
1960
1990
-Daily calorie
intaket *
1965
1985

Infant mortalit
per thousand¥*
1960
1989
% of popln. wit
access to healt

% of popln. wit

"drinking water

1975

85-87

% of popln.with
access to sanit

Enrolment in
primary/seconda
schools (X)*
1970
1987
Adult literacy
(% of over-15s)
) 1970
1985
% of popln. bel
the poverty Lin

1985

1as % of normal

2the poverty Lli

Industr.

countries

69
74
114
132

Y
45
18

h

h care

h

access

ation

ry

oW

el **

intake.
ne is

D.cs.

16
623

S0
107

233
116

61

35
S5

32

55

70

43

60

33

S-S A.
40
52

92
91

284
179

45

24
37

26
45

26
48

47

Asia

47
qR

86
112

198
51

75
48
51

65
81

67
71

20

fixed at USD 370 per capita.

44
58

88
100

2179
151

56

32
54

11

45
60

1
q1

51

‘Eastern Southern Latin
Asia

America

56
67

100

115

157
72

61
58
73

€60

.68
84

72

83

19

Sources ¢

Without asterisk,

UNDP Human Development Report 1990
* - UNDP Human Development Report 1991
*%x ~ World Bank, world development Report 1990
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b THE INTERNATIONAL COMMUNITY'S DEVELOPMENT AID EFFORT

(a) Sharing the overall aid effort I'(1988—89Ifiguﬁes)

in as % per capita

ysd '000 000 of GNP GNP (1989
. dollars)

Community 22.157 . 0.50 14.777(1)
excl. OCT 19.929 0.45 e
France 7.289 0.75 17.820
excl. OCT 5.061 0.52 Y-
FRG 4.947 0.40 20.440
Italy 3.384 0.40 15.120
U.K. 2.640 . 0.32 14.610
Netherlands 2.229 0.96 15.920
Spain 241 - 0.07 .9.330
Belgium 663 0.43 16.220
Portugal 81 0.21 . 4.250
Greece k}:] 0.07 - 5.350
Ireland 54 0.18 . B.710
Luxembourg 18 0.29 18.203(1)
us 8.749 0.18 '20.910
Japan 9.312 . 0.32 ' 23.810
Total DAC . 47.739
S. Korea 20 0.02 ' " 4.400
Taiwan 26 0.02 . 6.160(1)
Israet 17 0,04 9.404(1)
India 63 0.03 343(1y
China 98 0.03 346(1);

L 1988 figures
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The sharing:of responsibilities with the US is scarcely more equitable:
.the Community's aid to Latin America is about 70% higher than US aid, while
"the latter's aid to sub-—Saharan Africa is only one eleventh of the Community's.

" No similar imbalancé exists between US and Japanese aid, it may be noted.
Several issues are revealed by these figures. They not only show up whether
the aid burden is evenly shared, but also, to some extent, suggest whether

it is being used efficiently.

By redebloying some of their aid, these donors could lay the foundations
for more stable cooperation.
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(k) Aid of main donors broken down by destination
Weight cof each region in various donors' total aid (as %J

Destination Donors
Community Japan’ Us ALl donors

Sub-Saharan 47.9 14.6 13.7 34,2
Africa ‘ ‘ '
Southern Asia 11.5 20.3 13.9 16.8
Other Asian 12.9 50.7 8.2 ° 21.6
countries . .

" .|N.. Africa and 12.7 “7i1 T 43.2% 14.3
Middle East e
Latin America 14.9 7.2 21.1 13.1
and Caribbean

Source : OECD, 1988-89 figures

*Israel receives 12.5% of US aid, and Egypt 9;51.
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Weight of the Community, Japan and the US in dévetopment aid

Weight of various donors in total:aid received by edch region

as % .
Region Donor

Community Japan us .
Latin America 45.8 g 9.3“~ S 25.6
Asia and Oceania 25.6 31.3 9.1
Sub~Saharan Africa 56.4 7.2 6.4
N. Africa and 35.8 . 8.4 - 48.0
Middle EasF : '
ALL developing 40.0 14.3 14.4
countries

Source : OECD, 1988-89 figures
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2. MWeight of the Community, Japan and the US in the totai aid recexved

by 2 few developing countries, as %

Weight of ODA in, . We1ght of aid rece1ved
country's GNP - sfrom:
Commun{ty Japan Us
ALL Less devel- | 403 | 8.6 |- 6.4
oped countries I ‘
Madagascar 17.7 - S7.5 4.8 | 1.5
Rwanda A 11.4 49.0 7.0 3.8
Somalia 46.0 . 58.2 4.2 | 6.6
_Mozambique 76.1 42,4 6.6 4.4
Zaire 11.0  52.5 12.0 | 8.3
"Bangladesh 9.3 21.7 | 205 | 7.7
“MNepal 15.4 20.5 ¥ | 15.7 | 2.8
Sri Lanka 8.5 201 | 33.9 | 7.9
Pakisatn 3.6 ‘ 17.1 23.8 | 16.1
Indonesia 2.6 . 2.3 623 ] 1.7
" Bolivia 10.7 -8 |21 [ 157 |

Source : OECD, 1989 figures
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