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Bhattacharya: Foreign Aid and Australian Aid Policy

Forum
Foreign Aid and Australian Aid Policy

Debesh Bhattacharya *

Few issues of economic development arouse such
deep emotions or controversies as the role of the
foreign sector. Most orthodox economists believe
that foreign aid, investment, technology and
transnational corporations (TNC) are important
contributory factors to economic development. On
the other hand, the neo-Marxist paradigm suggests
that the present system revolving around the for-
eign sector represents the continuation of domina-
tion over the developing by developed countries.
Foreign aid, investment, technology and TNC are
regarded as tools of neo-imperialism, the devices
by which developed countries continue to retain
control over the economies of the ex-colonies. The
role of foreign aid in economic development is also
criticised by some extreme right scholars who
argue that foreign aid is neither necessary nor
sufficient for economic development.!

In Section 1, foreign aid will be analysed both from
the orthodox as well as from neo-Marxist positions.
The main features of Australian recent foreign aid
will be discussed in Section 2. The policy implica-
tions and some recommendations will be made in
the final Section 3.

1 Foreign Aid and Economic
Development

Foreign aid is usually defined as a transfer of real
resources and skills from one country to another,
which could not have taken place as a consequence
of the normal operation of market forces. It is
bilateral when aid is given by one government to
another. Itis multilateral aid when the governments
have no direct responsibility apart from the provi-
sion of funds given to international organisations
(e.g. the World Bank) to administer. Private dona-
tions from voluntary organisations such as Com-
munity Aid Abroad of Australia are also included
in foreign aid.

Hence foreign aid is ambiguous and heterogeneous

in character and there is no common agreement on
its definition and measurement. It could be all in
grants which need not be repaid by the recipient
countries. It also could include loans given at
concessional terms, i.e. at interest rates which are
lower than those in the market. Loans at varying
rates of interest and varying terms of repayment,
grants in convertible currency and grants which are
tied to spending in the donor country, sometimes in
specific commodity uses, are all counted as aid. In
some loans and tied aid, the element of sacrifice on
the part of the donor may be minimal - the commod-
ity may be a surplus or a gift may be a means of
creating a future market. Since loans must be re-
paid, we should estimate the “grant element” in
them to derive an economic measurement of aid.

From the point of view of the donor country, the
grant element is the real cost of providing the loan,
which is estimated by the benefit foregone by not
putting the resources to their best alternative use at
home. If foreign aid is in the form of grants only,
then the nominal value and the grant element will
be identical. The donor has foregone the use of the
resources forever. If the aid is in the form of a loan,
the lender loses the use of these resources initially
but their use is not completely foregone, merely
postponed, since the loan will be repaid in future
instalments and the lender may alsoreceive interest
payments. In this case, the grant element of aid
depends on the terms of the loan, interest rate and
repayment schedules. Thus an interest-free loan of
$100 repaid in equal annual instalments over 25
years will cost the donor $30.40 if discounted at 3
per cent but $48.90 if discounted at 6 per cent
(Healey 1971, p.16).

Foreign aid can be tied either by source (i.e. tied to
procurement of goods and scrvices of the donor
country) or by projects (funds can be spent only on
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' Bauer (1971, pp. 96-132); Bauer and Yamey (1982). Foreign aid is one
issue where the views of the extreme right and left converge.
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end-use and not on raw materials or intermediate
products). In cither case the real value of this aid is
reduced to the recipient country compared to a
situation in which the funds could be used to buy
goods and services from the cheapest or most
preferred international source.

The major aid donors in the developed countries
comprise the members of the Development As-
sistance Committee (DAC) of the Organisation for
Economic Cooperation and Development (OECD).
The DAC records the “flow of long-term financial
resources to less developed countries and multi-
lateral agencies.” This presentation includes both
government flows and private investment. Inorder
to identify the grant element in the government
flows, the DAC report divides these flows into
Official Development Assistance (ODA) and other
official flows. To qualify as ODA, government
flows must (a) be administered with the promotion
of the economic development and welfare of de-
veloping countries as their main objective; and (b)
have financial terms which are concessional in
character.

1.1 Orthodox Theory of Foreign Aid and Eco-
nomic Development

Most orthodox economists believe that foreign aid
is making a contribution to the transformation of
developing countries by raising the level of skills
and by providing strategic goods and services not
produced in these countries. Foreign aid is seen as
supplementing those domestic resources, the pau-
city of which forms the dominant bottlenecks 0
economic development. Their arguments can be
summarised in the following way:

(1)  Owing to the poverty and limited domestic
resources of developing countries, virtually all the
additional capital needed to launch the growth
process (i.e. the cost of essential materials and
resources to maintain those engaged in development
works during the gestation lag) must come from
external assistance. The increase in total investment
resources following foreign aid will have a multi-
plier effect on national income and productive
capacity of developing countries. Thus, with the
help of foreign aid, these countries can grow at a
faster rate than that permitiecd by their domestic
savings alone.

92

(2)  Developingcountries need much more food,
capital equipment and raw materials. Even if they
could by saving set free enough resources, they
would have great difficulty in exchanging them for
those they wanted. Foreign aid is likely to have a
very high productivity when there is a structural
deficitin the balance of payments of the developing
countries. For example, according to Bennathan
(1968) “in India, a hundred dollars’ worth of addi-
tional production could be added to the existing
output of the economy, if only four dollars’ worth
of foreign exchange were available”. 2

(3) The low rate of technological progress,
limited research and development facilities and the
scarcity of skilled manpower in developing coun-
tries operate strongly at all stages of development
by keeping productivity low, holding down the
level of productive investment and preventing the
best possible use of acountry’s physical and human
resources. The total increase in skilled manpower
that results from the capital and technical assist-
ance provided may enable developing countries to
achieve the structural changes necessary for eco-
nomic development.

For example, if any basic investment is made with
the help of foreign aid, then the basic investment
itself will form the nucleus around which subsidi-
ary investments will grow up. If basic investment
like road building in Papua New Guinea is done by
Australian skilled people and sophisticated equip-
ment, the local people will also be trained in the
processto use modern productive factors and meth-
ods so that these new roads can be maintained and
others constructed by the local people themselves.
Furthermore, the roads will open up hithertoremote
areas enabling people to market the goods they
produce, and other subsidiary industries like auto-
mobile production and building may grow up with
considerable economic benefit to the recipient, in
this case Papua New Guinea.

Foreign experts working in developing countries
can impart their skills and knowledge to a large
number of people. Also, developed countries can
help developing countries by continuing to take
overseas students. When overseas students are

2 One should be extremely careful about the validity of this kind
of calculation; and his claim that foreign exchange is such an
important bottleneck is not accepted by most social scientists,
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trained in a profession, a trade, or in som¢ new
techniques in developed countries, the students not
only return to their own countries to use the skills
they have acquired from developed countries for
the rest of their working lives, but in many coun-
trics students will pass the same skills on to their
fellow countrymen and women.

(4) Foreign aid in the form of medical assistance
and food aid may improve the health and nutrition
of the population and hence reduce mortality rates.
Aid in the form of contraception and birth-control
pills on the other hand may reduce the population
explosion, thereby improving the standard of liv-
ing.

The orthodox theorists do not deny that foreign aid
also furthers the economic and political self-intcrests
of the donor countries, but if this admission is
made, they will insist that foreign aid is mutually
beneficial for both the developed and developing
countries.

Economic development is no longer regarded as
synonymous with economic growth; it is more
related to the basic needs strategy. For example, a
country will be regarded as developing rather than
growing if it can satisfy increasingly the basic
needs of the poorest people for food, shelter and
health care. The solutions to the problems of unem-
ployment and underemployment are increasingly
emphasised in any definition of economic develop-
ment. This distinction between growth and devel-
opment is vital if on¢ wants to study the differences
between the orthodox and neo-Marxist paradigms.

1.2 Neo-Marxist Theory of Foreign Aid and
Underdevelopment

Most neo-Marxists will concede that genuine for-
eign aid may supplement the domestic resources of
the recipient governments and countries (Hayter
1971, Hayter and Watson 1985, Griffin 1978). It
can make possible more consumption and invest-
ment and even economic growth. But they will
argue that it does not follow that foreign aid or
investment will then increase the rate of economic
decvelopment.

The grantelementof mostbilateral aid is rather low

in most donor countrics. A large percentage of
foreign aid is in the form of loans. These have to be
repaid and under certain circumstances, might ag-
gravate the debt payment problems of developing
countries. Bilateral aid may take any of three forms:
(1) food aid; (ii) capital equipment aid; and (iii)
technical assistance. Neo-Marxists argue that any
of these types of aid may be hindrances to the
economic development of developing countries.

There is a fair amount of evidence that the food-aid
programs under PL 480 in the United States were
motivated partly by a desire to dispose of the
accumulating surplus generated by the price sup-
port programs. They were essentially in the nature
of “dumping programs” in which the impact on the
receiving country was something of a secondary
consideration. Little wonder then that they retarded
the growth of the domestic agriculture of the re-
cipient. The effect was a dual one: by keeping
agricultural prices down, they reduced the local
farmers’ incentives to produce more and also led
the governments of developing countries into un-
due complacency about agriculture. The govern-
ments assumed that food aid would come to their
rescue in the event of any serious food shortage,
and consequently felt freer o divert their resources
to many uneconomic industrial projects.

According 1o Magdoff (1969), 30 per cent of all
agricultural exports of the United States are created
by the foreign aid programs. This is because some
of the American tied exports occur solely because
of foreign aid financing. This is most easily seen in
the case of a number of American commodities
financed by funds from the United States Agency
for International Development. The prices of such
commodities are considerably above world market
prices.

Most bilateral foreign aid programs are tied to the
purchase of capital equipment manufactured in the
particular donor country. This has often forced on
developing countries technologies and equipment
unsuitable to their needs. Western or Soviet tech-
nology has been evolved in conditions of labour
scarcity and its central purpose is to save labour in
relation to capital. The use of Western technology is
encouraged in developing countries by attitudes
towards modernisation and by the prestige attach-
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ing to it. Its transfer tends to aggravate the gross
under-utilisation of labour from which these coun-
tries are suffering. The danger that developing
countries, even though they have limited supplies
of capital and a surplus of labour, will identify
“modern” with “capital-intensive” techniques of
production is evident in the acute unemployment
problem from which most of these countries are
suffering. Idle capacity is another noticeable fea-
ture of industrialisation with foreign capital
equipment aid in developing countries. In the
Philippines it is estimated that the average level of
operation of existing industrial plants in only about
half their capacity.

There are several reasons why capital-intensive
production techniques with foreign aid programs
may be responsible for the under-utilisation of
capacity in developing countries. Effective utili-
sation of these production methods depends very
much on the skill of the labour force, the mainte-
nance of equipment and management efficiency. In
developing countries, none of these factors are
comparable with those in developed countries, for
which the capital-intensive production methods
were designed. Moreover, since most developing
countries suffer from a shortage of foreign exchange,
there are frequent work stoppages because of a
shortage of imported spare parts. Where a large
stock of spare parts is maintained, the consequent
freezing of working capital represents a tremendous
strain on reserves - reserves which could be better
used elsewhere. Industrialisation projects with
capital aid often absorb domestic inputs of greater
value than the net output. This is especially so when
administration costs and the explicit or implicit
obligation to maintain and replace the fixed assets
donated are also considered.

Technical assistance usually takes one of several
forms. Students from developing countries may be
allowed to study in developed countries, or the
latter can send experts to the former. Students who
study in developed countries receive an education
not suited to their own country’s development.
Their education is geared to producing scientists,
engineers and doctors capable of tackling the
problems of developed countries. If these students
return o their countries of origin it is often as the
commercially-indoctrinated salespersons of West-
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emn technology, attitudes and social institutions.
Mostof those who study abroad come from wealthy
families. They are notrepresentatives of the masses
of their own countries, which in itseif largely pre-
vents them from developing a responsiveness to
local needs. The growth of an international market
in professions such as medicine, science and en-
gineering has led to the brain-drain problem, to the
continual outflow of specialists from developing
countries, which desperately need them, towards
countries such as the United States, the United
Kingdom, Canada and Australia which can offer
them higher salaries and superior opportunities in
their research and work interests. Eighty per centof
the Asian students studying in the United States
remain there after the completion of their studies.
More than half the Indian students who go the the
United Kingdom tend to stay indefinitely.

When Western experts go to developing countries,
they are seldom willing to stay long enough to
understand local conditions and problems. They
invariably recommend the adoption of practices of
equipment use with which they are familiar. Their
advice with regard to technology is bound to reflect
ideas in developed countries. They also set a social
pace with cars and imported drinks. The high
standards of living they enjoy are likely to cause
dissatisfaction among their local counterparts and
lead to demands for higher salaries and fringe
benefits. They can also accelerate the brain-drain
problem.

Some of the supporters of foreign aid repeatedly
point out what foreign aid could do. Unfortunately,
they do not ask what foreign aid is actually doing to
developing countries. What foreign aid could dois
very different from what it is in fact doing. In the
name of foreign aid, most developed countries are
doing profitable business. Foreign aid has become
a method by which these rich countries maintain a
position of influence and control around the world.
Most foreign aid programs are tied; and aid-tying
brings an immediate accession of an export market
to the donor and usually leads to a flow of subse-
quent (and usually unaided) orders for spares and
replacements.

Foreign aid has become a useful way of making
initial contact with new and potentially profitable
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markets. John F, Kennedy used tocite the cases of
Taiwan, Colombia, Israel, Iran and Pakistan as
examples of countries whose import patterns had
been drastically affected by foreign aid. They used
to be the exclusive markets of European countries.

The United States also uses economic aid as a
weapon in obtaining treaties to protect American
investments. This is done in connection with the
Investment Guarantee Program, which is adminis-
tered by the United States Agency for International
Development. The Investment Guarantee Program
provides insurance for American citizens and cor-
porations investing abroad against losses due to
nationalisation and inability to convert income to
US dollars.

Foreign aid programs of the Soviet Union and
China are also based on political rather than hu-
manitarian motives. The initial willingness of the
Soviet Union and China to offer aid 1o developing
countries stemmed from a desire for recognition as
superpowers and neutralism on the part of these
countries in East-West cold war disputes. Their
primary objective now is to instil a preference for
their type of institutions and to destroy the economic
relations between the capitalist West and developing
countries. By weakening the ties between devel-
oping countries and the Western powers, the Soviet
Union hopes to achieve a decisive leverage effect
upon the capitalistcountries, in the expectation that
the “inevitable” crisis of capitalism will be hastened
as markets and sources of raw materials are cut off.
In these circumstances, their aid programs are not
likely to have any serious concern for the economic
development of developing countries and they may
well be detrimental in this regard (Bhattacharya
1973, 1978, 1984).

Moreover, it is worth pointing out that the socialist
bloc’s contribution to developmental-aid schemes
is minimal. The impact of DAC aid has been far
greater and it is this impact which is the primary
focus of the neo-Marxist writers.

Multilateral aid is no more productive, since it is
prompted (like its bilateral counterpart) more by
donors’ interests than by consideration of the needs
of the recipients. According to Hayter (1971), the
existence of aid can largely be explained in terms of

an attempt to ensure that such economic growth as
does take place in developing countries is firmly
rooted in capitalist ways and practices. Because the
international agencies rely on funds from devel-
oped countries in the West, their aid policy is an
integral part of the foreign policies of these capital-
ist countries. International agencies like the World
Bank use their considerable “leverage” in develop-
ing countries to achieve results compatible with the
policies of the capitalist countries. Benefits to re-
cipients are incidental; for the most part this type of
aid is as detrimental to them in the long run as that
given bilaterally.

Furthermore, the extravagantly high administrative
costs associated with foreign aid from the interna-
tional agencies and the private voluntary aid or-
ganisations are not known to the people of both
donor and recipient countries. International tech-
nocrats, social workers, and voluntary aid organi-
sations are absorbing a substantial part of develop-
mental funds and collected money meant for the
poor. A large percentage of the aid fund which is
collected from door to door in campaigns run by
private organisations is reduced toa mere trickle by
the time it has filtered through all the layers of
bureaucrats, consultants and observation teams,
and finally reaches the people itis supposed to help.

Neo-Marxist writers also point out that foreign aid
is like a Trojan Horse. If foreign aid were not
forthcoming, many fundamental reforms of the
global capitalist system would have been seriously
contemplated. There would have been a serious
demand from developing countries for more access
in the markets of the capitalist and socialist coun-
tries for their products. Foreign aid, as we know it,
does have its beneficiaries. It benefits the privi-
leged classes of people within the recipient coun-
tries, notably a few capitalists, bureaucrats, aca-
demics and especially politicians of the ruling
parties indeveloping countries. Ithelpstomaintain
the ruling elites that have more often than not no
serious concern for the economic development of
the masses, and wish only to perpetuate their own
privileged positions in the community. The poorest
groups in developing countries are hardly touched
by aid. Also, by transferring unsuitable institu-
tions, attitudes and technology from the developed
to developing countries, the dualism in the eco-
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nomic structure of the developing countries is
strengthened and the possibility of significant eco-
nomic development is, in fact, diminished.

However, neo-Marxists would have to demonstrate
that all types of foreign aid are detrimental to
economic development. If some countries are
genuinely willing to help developing countries by
offering 100 per cent aid in grant form without any
strings attached to by the donor countries, it is most
likely that developing countries will be receiving
genuine foreign aid, which could be used as an
instrument to meet the needs of the poorest people
for food, employment, shelter and health care.
Some international non-government organisations
have found that foreign aid of $50t0 $100 to the real
poor, who have used those aids for baking and
selling bread, soap and other necessities, is able to
promote economic development. What foreign aid
is doing now is very different from what itcould do
under the right circumstances and conditions.?

2 Main Features of Recent Australian
Foreign Aid

The Report of the Committee on Australia’s Rela-
tions with the Third World (better known as the
Harries Report) advocated the following reasons
for giving aid:

(1) Australia is an affluent country in a region of
much poverty, and many “Australians feel it to be
aproper part of their country’s ethical make-up that
it accept responsibility to improve the living con-
ditions of poorer people” in developing countries;

(2) Aid serves Australia’s national interest by
promoting regional and national stability. Balanced
cconomic development in the developing countries
will help ensure continued prosperity for Australia;

(3) Aid may be a useful tool in developing rela-
tionships considered desirable for broader foreign
policy reasons; and

(4) As developing countries are achieving more
and more economic and political influence, “it is to
Australia’s advantage to be clearly seen to be
assisting development” (Harries 1979, p.136).
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Since 1945 Australia has provided some $10 bil-
lion as ODA to developing countries. The total
Australian ODA can be roughly divided between
bilateral and multilateral in the ratio of 80/20.
Australia has provided this aid all in grant form
since the mid-1970s. While 19.4 per cent of Aus-
tralian aid was tied to the purchase of Australian
goods in 1976, the proportion increased to 28 per
cent in 1985. Over the same period, the DAC
average has declined from 62.9 per cent to 44 per
cent. Australia’s project aid has been tied to pro-
curement here and hence could be regarded as a
subsidy for its industry. Australian aid has notbeen
allocated to the basic needs approach to develop-
ment on the grounds that “Australian interests
would not appear to be served by giving our aid
programming a basic needs orientation” (Harries
1979, p.137).

Australian aid to developing countries during the
year 1988-89 is estimated to be 0.36 per cent of its
GNP - the percentage has been declining since
1975 when it stood at 0.6 per cent. From 0.5 per
cent in the years 1983-83, it dropped significantly
to0.46 percentin 1985-86,100.39 percent in 1986-
87and t00.36 percentin 1987-88. Even this figure
does not tell the whole story, because it includes the
subsidy given to private students. To make it more
relevant and comparable to pre-1984 figures if the
subsidy given to private students is excluded, the
real figure is 0.35 per cent of GNP. When one
considers the dramatic decline in the value of
Australian dollars, real aid is now surely the lowest
during the last two decades.

The Overseas Aid Outlays and the major recipients
of the Australian Bilateral Aid during the four years
to 1988-89 are given in Table 1. Table 2 shows the
distribution of aid during the years 1985-86 and
1986-87.

It is clear from Tables 1 and 2 that the Australian
Government has accepted the recommendations of
the Jackson Commiitce (Jackson 1984), which
recommended the following classification of re-
cipient countries:

3 Hayter and Watson (1985) support the foreign aid
programs of the Scandinavian countries and the Netherlands.
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Table 1: Australian Overseas Aid Outlays 1985-1989 ($million)

1985-86 1986-87 1987-88 1988-89
Actual Estimate Actual Estimate
Bilateral Aid 749.5 736.6 753.6 823.9
Multilateral Aid 238.8 187.7 209.1 213.4
Overseas Aid-other 15.2 17.0 21.0 204
Total Aid 995.5 941.3 983.8 1,057.7
Papua New Guineca 320.2 304.5 275.0 275.0
Indonesia 51.0 78 n.a. n.a.
Philippines 14.1 21.1 n.a. n.a.
Thailand 26.6 19.5 n.a. n.a.
China 16.9 16.5 n.a. n.a.
Burma 12.1 12.6 n.a. n.a.
Bangladesh 38 123 n.a. n.a.
Hong Kong 11.8 104 n.a. n.a.
Egypt 93 9.7 n.a. n.a.
Ethiopia 89 8.0 na. n.a.
Laos 38 6.0 n.a. n.a.
Pakistan 55 5.9 n.a. n.a.
Solomon Islands 5.6 58 n.a. n.a.
Singapore 6.3 56 n.a. n.a.
Vanuatu 50 56 n.a. n.a.
Tonga 4.7 49 n.a. n.a.
Western Samoa 5.9 43 n.a. n.a.
Kenya 39 14 n.a. n.a.
Tanzania 38 0.6 n.a. n.a.

Sources: This table is reproduced from a) Australia Treasury (1988, p.259) and (1987, p.257),
and b) Australian Foreign Affairs and Trade (1988, p.7), and c) the statement of 1986-87
appropriation for the Australian Development Assistance Bureau. It includes Aid Projects,
Training, Staffing Assistance, Bilateral Food Aid, Development Import Grants and Cofinancing.
Italso includes the contribution towards the education in Australia of students from some of these
countries.

n.a. not available
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Table 2: Distribution of Aid by Australia during the years 1985-86 and 1986-87 ($million)

1985-86 1986-87

appropriation appropriation
Development import grants 10.8 6.6
ASEAN/Australia economic
cooperation 11.0 7.0
Development import finance
facility 16.5 16.0
Co-financing of projects
with international financial
institutions 13.8 11.6
Contribution for education
in Australia of students
from developing countries 101.0 88.0
Bilateral food aid 58.0 50.0
World Food Program 63.0 300
UN Development Program 16.0 14.0
UN High Commissioner for
Refugees 47 4.0
UN Fund for Population
Activities 1.1 0.2
Other UN & specialised
agency programs 4.6 0.8
Emergency humanitarian
assistance and disaster
relief 16.0 10.0
Development education and
public information 0.3 0.2

Source: 1986-87 Appropriations for the Australian Development Assistance Bureau.
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(1) Papua New Guinea and the island States of the
South Pacific and Indian Ocean.

(2) South East Asia.
(3) China and South Asia.

(4) Other developing countries, mainly from Af-
rica and Latin America.

The Jackson Committee recommended that Aus-
tralian aid should concentrate on the first two
categories - i.e. countries which are of more strate-
gic, political or commercial interest to Australia.
Consequently African and Latin American poor
countries are virtually ignored in Australian for-
eignaid calculations. Inrecent years, the maximum
share of aid going to Africa was never more than 9
per cent of the aid budget compared to about45 per
cent to Papua New Guinea and 30 per cent to South
East Asia. In 1985-86, this figure for Africa de-
clined to 7.6 per cent and to about S per cent in
1986-87. The cutsin contributions to United Nations
agencies will also affect African countries on top of
aid cuts to Tanzania by 35 per cent, to Zambia by 49
per cent and to Zimbabwe by 56 per cent. Uganda
does not come into any calculation at all. Food aid
to Africa has continued to fall as a share of total
ODA and there has been a 52 per cent decline in
Australian commitment to the World Food Program.

The Jackson Committee had recommended that the
amount of aid channelled through non-Govern-
ment Organisations (NGO) should increase, while
the 1986 Australian Budget reduced the amount of
aid through the NGO by 18 percent. Hayden (1984,
p.11) admitted that:

... about 94 per cent of project aid expenditure was
provided as goods and services sourced in Aus-
tralia... All consultancy and technical services un-
dertaken as part of aid projects are contracted to
Australian consultants or experts... Australia pro-
vides commodity aid under the Development Im-
port Grants Scheme (DIGS). DIGS canonly beused
for the purchase of goods, and occasionally services
in Australia... Aid funds provided for the cofinancing
facility with the World Bank, are tied to the provi-
sion of Australian goods and services... Develop-
ment Import Finance Facility (DIFF) is Australia’s
mixed credit scheme; it provides grant aid funds to

enable developing country govemments to pur-
chase capital goods and services from Australia on
the basis of financial packages comparable to those
offered by our competitors. DIFF has supported
companies in contract negotiations worth $486
million.

The Jackson Committee was highly critical of
DIGS and DIFF on the grounds that they have
become a serious threat to the developmental ob-
Jectives of aid. On the other hand, the Department
of Trade wants to promote Australianaid in projects
which will be of commercial advantage to Austral-
ian industry and trade.

It is worth pointing out that Australian public
opinion is not reticent to accept sacrifices in favour
of developing countries. In fact, Table 3 shows that
Australians are prepared to make more sacrifices
than the French, British, Americans or Germans.

3 Policy Implications and
Recommendations

One may seriously wonder whether in Section 1
negative and detrimental aspects of foreign aid
have been greatly exaggerated while positive and
rewarding aspects were almostignored. The objec-
tive was not to make the reader cynical about the
development and underdevelopment issues. How-
ever, those who are going to get involved ought to
be able to judge both sides of any argument before
they are convinced about the merits of their pointof
view,

(1) The definition of aid is obviously a misnomer.
Many of the existing aid programs might instead be
called export subsidy, public insurance for foreign
private investment or maintenance of the status quo
in the existing relationship between the developed
and developing countries. However, humanitarian
aid of 100 per cent in grant form is possible. There
are people who want foreign aid as the extension of
the principles of the welfare state to the interna-
tional sphere. To developed countries like Australia
itshould be asmuch amatter both of moral obligation
and of self interest as is progressive income tax for
the rich. I have no quarrel with that approach.
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Table 3: International Attitudes to Foreign Aid (% of respondents)

Australia France
Yes 48 23
No 48 58
Don’t know 4 13

QUESTION: Would you personally make additional sacrifices in favour of developing countries?

United United  Federal Republic
States Kingdom of Germany
23 26 19
60 58 61
17 16 20

purpose for giving aid.

Sources: Opinion Polis in France, the United States, the United Kingdom and Federal Republic
of Germany were reported in Development Forum, December 1977. The Australian figure was
from Australian Public Opinion Poll (The Gallup Method), July 1978. More recent surveys (for
example, Overseas Aid - What Australians Think, Australian Council for Overseas Aid (ACFOA),
Canberra, 1983) point out that Australians have overwhelmingly endorsed the humanitarian

The only point which needs to be emphasised is to
abandon the term foreign aid altogether and substi-
tute it by “Global Taxation”. Otherwise the use of
aid continually enhances feclings of superiority by
the donor governments, who adopt a patronising
attitude to the recipient countries.

In an illuminating essay on “Collective Responsi-
bility”, Antoine observed:

Individuals, groups and nations which, even by
ethical means have secured for themselves an ad-
vantageous, strong and prosperous position in the
world, and by so doing have impeded (even if it is
only indirectly because goods available on this
planet are limited) the economic development ... of
other individuals or other peoples, areresponsible to
the latter for their deprivation and they ought to
remedy it, by making use of the very possibilities
which their better position confers on them ... an
obligation in justice can exist as a consequence of
our acts even when no fault of injustice has been
committed (quoted in Goulet 1976).

For Australia, guilt — in the form of imperialism,
exploitation and racism - there surely has been
during the last two hundred years. Nevertheless,
even where there is no guilt, there is responsibility.
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(2) It should be admitted that foreign aid can never
contribute significantly to economic development.
Its contribution could at best be very marginal. As
a percentage of national income for many develop-
ing countries, the maximum potential contribution
of foreign aid is at best minute. However, nobody
could deny that it could play a significant life-
saving role in the cases of emergencies and natural
disasters. Perhaps developmental aid, carefully
contrived and with the interests of the recipients as
the focus, could provide a vital spark. That kind of
developmental aid should follow a basic need strat-
egy which would require concentration on the
specific target group of very poor, unemployed and
destitute in developing countries, rather than indi-
rectly through first achieving economic growth,
Even a small amount of aid could be used to meet
the needs of the poorest people for food, shelter and
health care. As Stevens correctly observed:

Food aid is unlikely to have a negative effect and
may well have a positive impact if supplied in good
time and in the form of locally acceptable commodi-
ties to a food deficit country with energetic agricul-
tural polices and as part of a broader package of
measures designed to assist a poverty-orientated
development strategy (Stevens 1979, pp.208-209).
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(3) The present Australian Labor Government has
been unable to implement its Party Policy of
achieving the 0.7 per cent target in the first five
years of office, i.e. by 1988. It is really deplorable
the way this government has reduced the ODA/
GNP ratio during the last four years. While other
countries like Sweden, Netherlands, Norway and
Denmark have already been offering more than 0.7
per cent of their GNP, this Australian government
has become less interested in fulfilling this interna-
tional obligation.

(4) Australian aid policy cannot be justified from
the point of view of the basic need approach.
Generally it has been used for political and strate-
gic, and not for developmental purposes. However,
one should not forget that the Australian agricul-
tural system is one of the most efficient, and Aus-
tralia’s talents and experience are well suited to the
provision of significant aid in developing the agri-
cultural capabilities of developing countries. The
problems of malnutrition and undernutrition could
be solved by food aid which could also be used to
employ the poor. Moreover, if Australia were fol-
lowing amore sensible and humanitarian aid policy,
itcould reduce aid where it is least needed to where
there are alternative donors. Australia could have
easily reduced aid to the Philippines, Indonesia,
Malaysia and Singapore. It could have maintained
or increased the amounts of aid given to the poorest
countries of Africa and the South Pacific.

(5) Australia is in the big league of military spend-
ing. There has been ready finance for such spend-
ing, which usually takes 10 per cent of the Austral-
ian budget. $7.7 billion will be spent on Defence in
1988-89. If only a fraction of the money,
humanpower and research presently devoted to
such military spending were diverted to develop-
mental aid, Australia would be meeting its interna-
tional obligation. The realisation of a New Interna-
tional Economic Order and the meeting of basic
needs are not possible until priorities are reversed
and the developmental needs of humanity are given
precedence over military spending.
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