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The Reality of Aid project

The Reality of Aid is a collaborative, not-for-profit
project of EUROSTEP and ICVA (the International
Working Group of ICVA Members for the Reality of
Aid Project). It aims to improve the quality of
development cooperation and increase the quantity
of development assistance in the interests of
eradicating poverty.

Its objectives are:

« 1o produce reliable and well informed reports on
the development cooperation performance of
OECD DAC donors. This is based on reports
written from the perspective of NGOs based in
donor countries as well as perspectives on
OECD development cooperation from recipient
country NGOs;

« toincrease knowledge and scrutiny of
development cooperation; and

« toinfluence policy makers at national and
international level to gear their policy and
practice to reducing world poverty.

EUROSTEP

Established in 1990, European Solidarity Towards
Equal Participation of People (Eurostep), is an
international association of European non-
governmental organisations working for justice and
equal opportunities for people North and South.
Eurostep seeks to improve the development
cooperation policies and practices of the European
Union and its Member States. It draws on the
experiences of its members and its partners in the
South in establishing its positions and messages
and provides coordination in the approaches of its
member organisations on policy at the European
level.

EUROSTEP

115 rue Stevin

1000 Brussels

Belgium

Tel + 322 231 1659

Fax + 322 230 3780

e-mail: eurostep@agoranet.be

ICVA

Established in 1962, the International Council of
Voluntary Agencies (ICVA) has been an

independent, international association of non-
governmental and not-for-profit organisations active
in humanitarian assistance and sustainable
development.

ICVA has provided a means for voluntary
agency consultation and cooperation and has
undertaken advocacy work on issues of common
concern to its members. Without the collaboration
and pivotal efforts of the ICVA Secretariat and its
members since its inception, the Reality of Aid
Project and the 1997/8 Reality of Aid Report would
not have been possible. At the time of writing the
1997/8 Reality of Aid, ICVA's organisational
structure and status were undergoing a
fundamental review by its membership. An
International Working Group of ICVA members will
continue to collaborate with the Reality of Aid
Project. These members of ICVA are identified in the
full list of ICVA agencies overleaf.

ICVA Agencies International Working Group

c/o Canadian Council for International Cooperation
| Nicholas Street

Suite 300

Ottawa

Ontario KIN 7B7

Canada

Tel + 1613 241 7007

Fax + 1613 241 5302

e-mail: ccicdpul@web.net

ACTIONAID

In 1997 ACTIONAID was the lead agency for ICVA
and EUROSTEP on The Reality of Aid Project.
ACTIONAID is an international development agency
which works with some of the poorest communities
to overcome poverty and secure lasting
improvements in the quality of their lives.
ACTIONAID’s programmes reach over 3 million
people in 20 countries in Africa, Asia and Latin
America.

ACTIONAID

Hamlyn House
MacDonald Road
London N19 5PG

Tel + 44 171 281 4101
Fax + 44 171 263 7599
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Does development cooperation still have a meaning
in an era of globalisation? Will foreign direct invest-
ment replace aid in the short term?

Some political and social leaders, and even
members of the NGO community, think the global
market will replace development cooperation very
soon. Some people believe that such a market, pro-
vided for by the Uruguay Round and by the WTO,
will ensure economic growth and development to all
countries.

It would be easy to be mistaken in thinking that
the market could replace development cooperation.
In a world where poverty is growing, unemployment
increasing and where conflict and insecurity affects
the lives of more people, the search for alternative
solutions to the development cooperation policies of
the past 40 years ~ policies that have often missed
their aims — is natural.

Globalisation characterises our times: an
ineluctable process. Those who want to oppose it
look like Don Quixote tilting at windmills. But it
should not be taken for granted that this process
automatically brings real benefits to people. In fact
the evidence collected in The Reality of Aid shows
that the global market is not addressing the prob-
lems of poverty and in many cases is a process that
leads to increased inequalities and undermines the
lives and security of wide sectors of population.

Over 3000 million people are living in poverty, if
a poverty line of just over US$ 2 a day is used. We
face impoverishment in Africa, South Asia, Latin
America, but also in industrialised countries: even
where GNP has increased, the phenomenon of
unemployment has not been halted; even where
wealth has been augmented, large parts of society
are excluded from its benefits.

Some time ago the New York Times,
commenting on President Clinton’s visit to South
America, affirmed that supporting economic growth
had been shown to be ineffective in improving
people’s standard of living. Wealth had increased
but to the exclusive advantage of the elites. There
was a rise in the sale of portable phones, but not in
food; the gap between rich and poor had widened.
It is evident that globalisation and the markets do
not represent the solution.

M% a0~

Sabina Siniscalchi
Chair Eurostep

Introduction

People’s future demands alternative actions.
First, there is a call for the state not to withdraw, but
to be enabled to take effective, coherent action for
the eradication of poverty and for sustainable
development both nationally and globally.

Second, there is a need for international
institutions to be given responsibility for the
equitable management of global processes. Rules
are needed to guarantee the welfare of citizens and
the fundamental rights of present and future
generations.

Third, governments must stick to the commit-
ments made at UN conferences and enshrined in
international conventions. Long negotiations,
involving both heads of state and civil society, have
identified principles and strategies that offer solu-
tions to some of the most fundamental challenges
faced by humanity. We must not waste all this effort.
We must build on the intellectual and financial
resources that have already been invested.

This is why The Reality of Aid wants govern-
ments td meet existing commitments, particularly on
effective development cooperation.

In 1996 resources for development cooperation
fell to their lowest ever level - just ¥ of 1% of the
growing wealth of donor countries. New priorities
are now on the donor countries' agenda. But are
those priorities really the ones people want? Public
opinion in donor countries strongly supports aid and
many citizens make their own individual contribu-
tions through NGOs. This should be respected by
donor governments, not ignored.

People understand that aid, when properly
directed and well implemented, can improve the
lives of the poor, prevent conflicts, enhance the
status of women, protect natural resources and
defend minorities. its effectiveness will be multiplied
if other government policies are made coherent with
the aims of development cooperation. Such aid is in
everyone’s interest.

We do not fear globalisation. In fact we dream
of a globalised world, where resources are equally
distributed and education, health, jobs, shelter,
human rights and freedom are guaranteed to all.
Development cooperation has its part to play in
achieving that.

s Bl

Brian Tomlinson, international Working
Group of ICVA Members for The Reality of Aid




Development cooperation in a
changing world

Mark Curtis, ACTIONAID*

Overview

Improved international development cooperation to
eradicate poverty and promote poor people’s basic
rights is one of the greatest political priorities in the
run-up to the millennium. This means a much
greater commitment by Northern donors to high
quality aid programmes that work in the interests of
poor people. It also means recognising the import-
ance of the wider economic and political context in
which aid programmes operate, in order to improve
the prospects for inclusive social and economic
development.

With rising poverty around the globe - in both
North and South — such development cooperation is
not so much an option or a political choice for
Northern actors. It is, rather, an obligation both
morally and for reasons of self-interest: in an
increasingly interdependent world where many
issues can only be resolved internationally, Northern
governments should regard development
cooperation as an investment in their own futures.

Economic globalisation means that
development cooperation between and among
Northern and Southern countries should have a
much higher priority in national and international
politics where ‘domestic’ and ‘foreign’ issues are
increasingly blurred. The eradication of poverty
should be regarded as an international public good
that promotes peace, security and environmental
sustainability. The onus thus falls on everyone —
individuals as well as governments — to take
action.

The reality, however, is that Northern states and
institutions are palpably failing to give priority to
development cooperation. In 1997, aid levels con-
tinued to decline (see Trends chapter), a Multilateral
Agreement on Investment risks stripping developing
countries of control over foreign direct investment,
and a positive effort to tackle debt relief, the Highly
Indebted Poor Countries Debt Initiative, is not being

implemented as urgently and as thoroughly as is
required.

Political will and leadership are simply lacking.
At the same time, citizens’ commitment to cooper-
ation remains strong. Governments are thus not only
failing to live up to their commitments, as this review
demonstrates, but they are also betraying their own
citizens’ hopes for a future secure and prosperous
world.

introduction

In the five years since the first Reality of Aid,
enormous changes have occurred across the globe
which have affected aid and the debate on aid. The
central role of the state in driving ‘development’ has
been weakened. In the South, a number of
repressive regimes have recently fallen; other states
have collapsed or come near to collapse,
particularly in the Great Lakes region of Africa.
Donor and recipient governments and
intergovernmental organisations, the main
administrators of aid programmes, have come to
see the state as a hindrance to development rather
than a help. In the North, even parties of the left
have increasingly espoused reductions in the role of
the state and welfare spending.

At the same time, globalisation is transforming
the international economy. Private financial flows to
developing countries, smaller than total aid five
years ago, have tripled and are now four times as
large as aid flows. The private sector has even been
seen by some as more efficient in delivering
traditional state functions. But while market forces
have facilitated a substantial increase in financial
flows from developed to developing countries, they
have also contributed to the dramatically increasing
gap between the wealthy and the poor in the world.

Five years ago, many were still hoping for a
large peace dividend and a benign new world order
- such voices have since been muted. Despite a




drop of nearly US$ 500,000 million in military
spending between 1987 and 1995, in the latter
half of that period (1992-5) aid levels fell by 14%
in real terms. The year 1996 saw aid fall by 4.2%
in real terms, from $58,800 million to $55,100
million. At 0.256% of GNP in 1996, aid is at its
lowest level since statistics began in 1950.2

Several factors explain the tack of support for
aid: domestic budgets of donor countries are
under pressure; factors such as private financial
flows and debt relief seem more important; and
economic globalisation and reductions in the role
of the state appear to question the relevance of
aid to development.?

Yet the case for aid that works to benefit poor
people is very clear; poverty and inequality con-
tinue to worsen in specific regions and countries;*
many of the world’s poorest countries are unable
to attract other external resources and remain
dependent on aid; as shown in opinion polls
across the North, the public believes their
governments have a clear moral duty to reduce
poverty.

This report, having reviewed the past year,
recognises that the process of globalisation
requires creative strategies for tackling poverty.
There are few tools available that can tackle it
directly. This report argues that aid remains vital
to help promote precisely this end. It is one
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element of a potential development cooperation
strategy covering trade, investment, governance,
human rights and militarisation. Aid’s success or
failure must be judged in that wider context.

Quality aid works

Aid can and does work. While developing
countries and people in poverty must
themselves lead the process, this requires
high quality input from the donor. The
international community should make high
quality aid a priority. It also needs the right
economic and political conditions in the
recipient country, where states must give
priority to the eradication of poverty and
the protection of human rights and where
markets are regulated so that they
contribute to these goals.

Donors need to focus aid on the eradication of
poverty and the promotion of human rights. Aid
policies also need to cohere with other policies
that could otherwise undermine them, such as
debt repayments or unfair trade. For recipients,
such aid works when the economic and political
environment is geared towards promoting the
same objectives: the eradication of poverty and
human rights. Growth must be an equitable
process that works in the interest of people living
in poverty and that does not exclude whole
sections of the population on the grounds that
wealth will eventually ‘trickle down’ to the poorest.
Such aid works. Multilateral and bilateral aid
have leant substantial financial and technical
support to developing countries’ successes in
increasing access to drinking water, falling infant
and child mortality through inoculations and oral
rehydration therapy, the spread of immunisation
programmes, which have controlled smalipox,
polio, diphtheria and measles, improvements in
physical infrastructure and the introduction of new
agricultural inputs to increase yields.® The chapter
for the United States this year shows, for example,
that polio has been eradicated from the Western
hemisphere with the help of US aid funding.
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The effectiveness of aid in eradicating
poverty depends both on the quality of the donor
aid programmes and on the capacity of recipient
governments to use the aid wisely. A recent study
for the US Overseas Development Council on aid
to Africa concluded that the most important factor
in the contribution of aid to African economies 'is
the extent to which governments have the
capacity to use it in the service of a coherent
development strategy’. For too long, the study
notes, ‘donors have made inadequate efforts to
build capacity within central state institutions, and
they have adopted practices that actually
undermine these capacities’. It adds that
recipients in Africa ‘have acted as if aid were a
free resource and have not integrated aid into
their own planning and budgeting exercises’.
Recipient countries need to pursue policies that
promote economic growth and poverty alleviation
and donors should increase aid resources to such

countries.'©

Northern public support for development
cooperation
The view that the public cares little about poverty,
and that there are few votes in it, is plainly wrong.
As The Reality of Aid reported last year, the public
across the OECD is constantly supportive of the
principle of helping those in need. In Development
Aid: Building for the Future with Public Support,'!
a study of European public opinion of develop-
ment aid, the European Commission demon-
strated that 90% of the population viewed
development issues as important. In addition,
83% of Europeans thought that the EU develop-
ment budget should be increased. In countries
with an ODA lower than 0.7% of GNP, more than
70% of the citizens believed that their government
should increase its development aid budget. '
The European study also showed that the
public lacks accurate information on aid - over
90% of people want to be better informed. This
supports the conclusion of a 1995 Canadian
report, which showed that public support for aid
was considerably stronger when foreign aid is
explained in terms of means and goals, rather
than just as a budget item. This is also consistent
with a 1995 US study, which found that both the
public and some politicians were not well

informed and grossly overestimated the actual
levels of aid'® (see Table 32 on Leadership on
public and political opinion).

It is clear that people in donor countries
attach importance both to volume and quality of
aid, provided it is well spent. A much greater effort
must be made by Northern donors to achieve high
quality programmes that contribute to the eradi-
cation of poverty and to ensure that the public is
much better informed about development
cooperation.

Clear goals

Aid and development cooperation
programmes should be guided by and
reoriented towards clear goals: the
eradication of poverty and promotion of
equity and human rights.

Development strategies, including aid
programmes, should promote greater equality
among people and countries. The share of income
of the poorest fifth of the world’s population now
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stands at a mere 1.1%, compared with 2.3% in

1960.18 Raising people over a low income
threshold does not constitute a real development
strategy, especially when wealth and power are
concentrated in fewer and fewer hands. Partici-
pation in society is about more than income.
Gross inequalities — in opportunity, power, access
to resources as well as income itself — are
incompatible with a development process centred
on people. Donors need to promote more equality,
by showing clear political leadership and
commitment to this aim.

To this end, aid programmes should be
directed towards eradicating poverty and
promoting human rights. This is particularly vital
for women, who comprise 70% of people living in
absolute poverty. Donors have made some
progress towards focusing on poverty over the
past few years. The World Bank’s focus on
poverty reduction as its ‘overarching objective’
over the past few years is one example. More
recently, the British government has stated that
the reduction of poverty is the first priority of its aid
programmes. An independent commission
established to review Australia's aid programme
recommended strongly that poverty reduction
through sustainable development become the
‘one clear objective’ of the Australian aid
programme.'”

But there is much more that could be done.
While aid administrations devote a lot of rhetoric to
poverty, most official aid simply does not reach
people living in poverty. Only a small proportion is
directly focused on poverty eradication and basic
services (see the ‘At a glance’ section of this
report); and there is little evidence that the rest of
it reaches people living in poverty through ‘trickle
down’ economic growth. Donors have not made
substantial overall shifts in resources to the social
sectors. This point is highlighted by Danish devel-
opment minister Poul Nielson who notes that ‘we
must be better at focusing on poverty reduction
when we prepare country programmes and
design interventions. Our policies and guidelines
must to a greater extent than today be reflected in
the project documents’.'® (See Table 35 on
Mainstreaming attention to poverty reduction)

Donors need to take greater steps to target
their aid programmes towards the social sectors
(see Table 34 on Measuring aid to direct poverty

reduction). Basic rights to health, education, food
and employment continue to be denied to
hundreds of millions of people. Investment in
health and education is one of the most important
determinants of human development, and of
employment, productivity and economic competi-
tiveness. At the same time, it is a vital determinant
of welfare, income and social cohesion.

Govemment commitments

Governments must demonstrate a strategy
for meeting existing commitments,
including the 0.7% of GNP ODA target, the
20:20 compact, and the goals of the OECD
DAC's Shaping the 21st Century.

Significant progress has been made at inter-
national summits in the 1990s to secure govern-
ment commitments to a host of targets. Among
these are the 1992 Earth Summit in Rio, the 1994
International Conference on Population and
Development in Cairo, the 1995 World Conference
on Women in Beijing, the 1995 Social Summit in
Copenhagen, the Human Settlements Conference
in Istanbut in 1996, the 1996 Food Summit in
Rome, and the ill-fated Earth Summit Il in New
York in 1997. The tremendous effort that went into
reaching agreement on commitments at each of
these conferences must not be wasted. Non-
governmental organisations and citizens must
push governments to honour their commitments.

Shaping the 21st Century In Shaping the 21st
Century: the Contribution of Development
Cooperation, a number of specific targets agreed
in UN Conferences were reconfirmed by DAC
member countries. These include:

« areduction by one-half in the proportion of
people living in extreme poverty by 2015;

« universal primary education in all countries by
2015;

« demonstrated progress towards gender
equality and the empowerment of women by
eliminating gender disparity in primary and
secondary education by 2005;

« areduction by two-thirds in the mortality rate
for infants and children under age 5 and a
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reduction by three-fourths in maternal
mortality, ali by 2015;

« access through the primary health care
system to reproductive health services for all
individuals of appropriate ages as soon as
possible and no later than the year 2015; and

« the current implementation of national
strategies for sustainable development in all
countries by 2000.

These are worthy goals, and OECD governments
should be applauded for recommitting themselves
to them. Now, citizens, non-governmental organ-
isations, and other civic organisations must put
pressure on governments to demonstrate a
strategy for meeting these commitments. A critical
factor here is political leadership. All donor
countries should show how they are going to
reform their aid and other policies to achieve
these goals.

As well as making significant shifts in
resources towards these targets, donors need to
work with recipients on building the targets into
country assistance strategies. Measuring and
monitoring progress towards these objectives is
imperative and there need to be mechanisms for
this. Interim steps towards the 2015 targets need
to be established. The targets can be achieved
only if there is a framework of mutual agreement
and contractuality between the donor and the
recipient. The efforts of both the donor and the
recipient must be monitored. The role of the DAC
in developing indicators of development progress
and the establishment of an International Working
Group towards this end are welcomed.

The 20:20 compact Increased social services to
people living in poverty can only be assured if
donors and recipient governments work together
to achieve this objective. This requires a mutual
understanding of the priorities in the use and
objectives of aid. At the 19985 World Summit for
Social Development, governments committed, on
a voluntary basis, to the ‘20:20 compact’, a
principle proposed precisely for this purpose. This
compact calls on donors to commit 20% of aid
resources and on recipient governments to
commit 20% of public expenditures to the
provision of basic services.

At the same summit, NGOs endorsed a
proposal which increased the share of social
sector spending to 50%, with a focus on:

« the basic social services identified in the
20:20 compact, such as basic education and
primary health care, nutrition programmes and
safe water;

« support to income-generating activities for the
poor in rural areas and the urban informal sec-
tor, including small-scale credit facilities; and

« strengthening social and civil organisations.

Donors should give priority in their aid pro-
grammes to countries whose governments make a
mutual commitment to achieving the objectives in
basic social services set out in the 20:20
compact: aid needs to focus on countries
pursuing credible poverty-reduction strategies.
They should also press international financial
institutions to make structural adjustment loans
conditional on government action to improve
universal access 1o basic services.

Non-governmental organisations are
committed to monitoring governments’ progress
towards Social Summit commitments. Social
Watch,'® an annual digest of reports from national
NGOs on their countries’ human and social
development initiatives was launched in 1996 to
monitor such progress.

0.7% of GNP In 1969, the OECD DAC affirmed a
needs-based target of 0.7% of donor countries’
GNP for overseas development assistance. Since
then, very few countries have met this goal.
Despite declines in aid volumes over the past few
years, the OECD DAC member countries, with the
exception of the USA, continue to affirm their com-
mitment to the 0.7% target for aid. The most
recent reaffirmation of this commitment was made
in June 1997 at the UN General Assembly Special
Session (UNGASS).

Untied Aid Although there is as yet no collective
commitment from donor governments to untie their
aid, there is a strong case for countries to take
unilateral steps to untie aid in favour of aid geared
to poverty reduction. Many countries support
untying in principle, but there is not yet much
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evidence of progress. Currently, France is
effectively blocking the prospects of reaching a
multilateral agreement on untying. in the case of
the UK, a recent report by the Overseas Develop-
ment Administration showed that unilateral untying
would be in the interests of the British economy.
The British government has hitherto failed to take
this step, although the new government has
signalled its intent to end tied aid (see UK country
chapter).

Participation, access, representation

Governments must negotiate clear
standards for the participation, access
and representation of the organisations of
civil society in policy dialogue. They must
hear and take into account the voice of
people in poverty.

The quality of participation is crucial to the quality
of development cooperation. Often, however, little
provision is made to consuit with the beneficiaries
or potential beneficiaries of programmes or with
organisations already working in a particular
sector. Under the current framework of EU
development cooperation, for example, the
objectives and design of EU-funded national
development strategies are created almost
exclusively by officials of the recipient government
and the EU. Many bilateral programmes suffer
from similar deficiencies. Aid programmes must
incorporate broader participation in their design,
implementation and evaluation, and this needs to
be firmly built into country assistance strategies.
Particular efforts are needed to promote the equal
participation of women, which has proved
essential to improving the quality of aid.

To foster greater participation, accountability
and transparency, steps need to be taken to
strengthen local and national organisations in the
South, such as farmer associations, women's
organisations, cooperatives, trade unions and
human rights organisations. This will help increase
their influence in policy decisions and their ability
to access resources and secure their basic social
and economic rights.

Governments should vastly improve their
disclosure of information so that national develop-
ment strategies, indicative programmes and
financing agreements are in the public domain.
Equally, it is essential to improve the transparency
and accountability of multilateral institutions, like
the World Bank, the International Monetary Fund
and the World Trade Organisation.

The need for coherence

Governments must show leadership in
ensuring a coherent development
strategy: policies in one area should not
undermine those in another. All areas of
government policy — not just aid — should
promote sustainable development and
human rights.

Aid is only one part of the relationship between
developed and developing countries. International
trade, investment, conflict prevention and debt
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relief are far more important for determining the
opportunities for equitable human development in
an era of globalisation. Arms exports, environ-
mental policy and foreign policy generally are also
critical factors. For aid to promote poverty
reduction and human rights, it needs to be seen
as part of a mix of policies that ensures a coherent
overall development strategy.

As two Dutch writers, Max van den Berg and
Bram van Qjik, note:

What is the point in, say, using aid money
to support indigenous peoples in sustain-
able forest management if commercial
operators can at the same time fell all the
timber they want and export it to the
hardwood-consuming rich countries?. . .
The important thing is understanding that
development cooperation has more to do
with supporting rights and claims than
with economic growth, modernisation and
the simple transfer of resources.?!

There are numerous examples of Northern states
pursuing inconsistent policies. This is the case
with trade policy, where the efforts of developing
countries to increase exports have been under-
mined by unfair trade rules and practices of
Northern governments. Such contradictions are
found in the European Union’s (EU) Common
Agricultural Policy (CAP), which, through direct
payments to farmers and food dumping, artificially
reduces the world market price, while at the same
time the EU is financially supporting efforts to
achieve food security in developing countries. A
recent example is the dumping of subsidised EU
beef in southern Africa while supporting the
development of communal cattle farming. Through
such inconsistencies, and the intransigence of
some members in removing trade barriers for
Southern produce entering Europe, the EU has
systematically undermined food producers in the
South.

The whole area of arms exports policy of
some donor governments is rife with ‘incoherence’
- aid cannot be used effectively in reducing

11
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poverty in regions torn apart by conflict. An
obvious case is highlighted in the chapter on
Switzerland. Swiss aircraft have been used
against partially Swiss-funded Burmese refugee
camps. This is but one example of the way in
which Northern governments fait to take respon-
sibility for their part in undermining development
efforts by fuelling conflicts in developing
countries.

Similarly, some donors’ espoused
commitment to support human rights is often
backed by little action: consistent human rights
abusers such as China, Indonesia and Israel®?
have been among the largest recipients of aid
from DAC members.

There has been progress in promoting more
coherent policies in some countries. Foreign
ministries are increasingly concerned with issues
that were previously seen as narrow development
questions, such as human rights, peacekeeping
and environmental issues. Some Northern coun-
tries — for example, Denmark, the Netherlands and
the UK - have undergone or are undergoing
reforms either of development cooperation policy
itself or the structure within which aid and
development policy are linked to other areas of
government policy. In June 1997, the EU
Development Council adopted a resolution on
coherence, which, among other things, calls for a
yearly report by the EU Commission on the issue
of coherence. NGOs will monitor closely further
developments of such initiatives.

The Highly Indebted Poor Countries Debt
Initiative A key area where policies have been
catastrophically incoherent concerns the debt
burden carried by so many developing countries.
Increased and uncontrolled bilateral, multilateral,
and commercial lending in the mid-1980s brought
many developing countries to the point of bank-
ruptcy. The results of the loans made available in
the latter half of the 1980s and 1990s for debt
servicing and structural adjustment support have
been doubtful.23 While some developing countries
did indeed increase their exports of primary
products, due to lower prices and increased
competition, their debt burdens remain. Indeed,
total debt outstanding for developing countries
increased from $1132,000 million in 1986 (at the
peak of the debt crisis) to $2177,000 million in

1996, a 92.2% increase.?* Most of the Severely
Indebted Low Income Countries (SILICs) are in
sub-Saharan Africa (SSA). In 1995, 30 of the 48
countries in SSA were classified as ‘severely
indebted’.25 For some African debtors almost alf
the debt service is paid to international financial
institutions (IFls), which would not, in the past,
reschedule or cancel any portion of their loans.
Highly indebted countries have had to take new
loans, often from bilateral donors, to repay the old
loans. Debt to the IFis of 20 out of 29 SILICs
exceeded 100% of exports.?®

The international community has now recog-
nised that a resolution of the debt problem is
essential, particularly in sub-Saharan Africa.
Following a commitment at the 1996 Group of
Seven (G7) summit meeting in Halifax, the Highly
Indebted Poor Countries (HIPC) Debt Initiative
was launched at the World Bank/IMF Annual
General Meeting in October. The central aim of
the initiative is to enable the world’s poorest
countries to achieve a sustainable debt level
within a period of six years and so remove the
need for rescheduling. There are 41 HIPC coun-
tries, all part of the SILIC group, characterised by
disproportionally large multilateral debt service
payments.

In April 1997, creditors decided upon an
accelerated debt relief deal for Uganda, the ‘best
pupil in the HIPC class' (see the chapter on
Uganda). As the first beneficiary of the initiative it
was originally expecting to receive US$ 338
million debt relief in 1997 in what was described
as ‘exceptional treatment’ by the World Bank and
IMF. Unfortunately, despite these promises, the
member governments of the World Bank could not
agree to an accelerated timetable. As a result, this
debt relief payment has been postponed until
April 1998.27 osses resulting from the delay are
calculated by the Ugandan government at an
estimated $35 to $40 million.

The prospects for other countries still in the
pipeline are worse. Bolivia, the other textbook
case for the HIPC initiative, will probably be the
only other country that will receive comprehensive
debt relief before the year 2000.28

Extensive and timely debt relief would enable
HIPCs to allocate more of their scarce resources
to social and human development.2? The inflexible
framewaork of the initiative, and the minimalist
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approach of some of the key G7 creditors,
threatens to make ineffective what could be an
effective instrument in combatting world poverty,
at a total cost that is lower than current annual aid
flows to SILICs.

Inclusive social development

Governments and citizens must respond
to pressures of economic globalisation by
promoting inclusive social and economic
development. This means macroeconomic
policies and trade and investment rules
must give priority to generating and
preserving sustainable livelihoods, equity,
and human security for all, both women
and men.

There is much evidence that the global deregu-
lation of markets and unfettered structural
adjustment have, in some regions of the world,
increased ineguality, social exclusion and poverty
levels. Rapid liberalisation has often destroyed
rural livelihoods and food security. Intensified
global competition, combined with moves to
deregulate labour markets, is also exerting
downward pressure on labour standards.

Currently, even though most governments
and institutions have recognised the need for
broad-based growth, the process of globalisation
means that promoting economic growth through
liberalisation and deregulation of markets has
become the dominant model for ‘development’.

However, evidence suggests that this form of
economic growth does not necessarily lead to a
reduction in poverty, and can increase it. Even the
International Monetary Fund has recognised a
growing polarisation among developing countries,
noting:

There has also been a sharp decline in
upward mobility of developing countries
within the international distribution of
average per capita incomes and an
increased tendency for countries to
become polarized into high- and low-
income clusters. (. . .) Simply put, over the

past 30 years, the vast majority of
developing countries - 84 out of 108 -
have either stayed in the lower-income
quintile or fallen into that quintile from a
relatively higher position. Moreover, there
are now fewer middle-income countries,
and upward mobility of countries seems to
have fallen over time. (. . .) The forces of
polarization seem to have become
stronger since the early 1980s.3°

The devastating conclusion that economic growth
in an era of deregulation and globalisation has
created greater poverty and inequity rather than
less calls for a thorough analysis of the effects of
economic globalisation and the policies that have
been implemented with the aim of lifting
developing countries out of poverty. The UNDP
notes that ‘economic growth explains only about
half of poverty reduction. The rest depends on
good policy to harness the growth for poverty
reduction.’!

If development cooperation is to be effective
it must go beyond an approach that bolts aid and
safety nets onto this flawed macro-economic
framework. Instead, development cooperation
needs to aim consistently to encourage more
inclusive patterns of growth which put equity and
poverty reduction at the core of the development
process. Development cooperation must be about
social and political change that promotes human-
centred development.

An example of successful human-centred
development is found in the Indian state of Kerala.
According to analyst Govindan Parayil,

Kerala has shown that, despite
tremendous odds, it was able to eliminate
acute poverty and deprivation without
attaining rapid growth in per capita GNP
as is 'expected’ of all economic
development models/theories 32

Kerala's success is due to a number of factors
including meaningful land reforms, promoting high
literacy (especially among women) through free
and universal primary education and developing
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social movements through the establishment of a
civil society to promote environmental conserva-
tion. Promoting peoples’ rights, reducing
inequalities and mobilising workers and farmers
all also played a role. Kerala has by no means
succeeded in eradicating all poverty, and there
are question marks over the degree to which it
can sustain these achievements. Nevertheless,
the fact is that these real gains have not been
achieved by following the model currently being
pushed on most countries of the South.

Private financial flows

The State must have a strong role in establishing

and enforcing appropriate regulatory frameworks
for private sector activity, particularly with respect
to foreign direct investment.

In the past five years, there has been a
tremendous surge of international private financial
flows. In 1996, private financial flows to develop-
ing countries reached $234,000 million — over four
times greater than aid flows of $55,000 million.33
Only five years ago, total private financial flows
were less than total aid flows. These private flows
have since tripled, and are now over four times
greater than total aid flows of $55,000 million.

An increase in long-term and strategically
directed foreign direct investment is of course
welcome by many developing countries. However,
private flows continue to be heavily concentrated
in a small number of countries — in 1996 the top 12
out of 108 developing countries received 73% of
private capital flows in 1996, while countries in
sub-Saharan Africa received only 4.8%.34 Such
concentration of financial flows is likely to exacer-
bate international inequalities and reinforce the
marginalisation of large areas of the globe.

With declining aid levels and increasing
private financial flows, agencies such as the
UNDP, the World Bank, and some bilateral
donors, are increasingly looking to private finan-
cial flows to act as key resources for poverty
reduction and development. While private capital
may be directed towards poverty eradication in
limited circumstances, the increase in private
flows to developing countries should not be seen
as replacing declining aid flows or public
budgets. As the DAC has stated, aid and private
finance are ‘two very different types of flows'.

Private financial flows like foreign direct

investment (FDI) are not at all focused on poverty
reduction or social needs. As the DAC notes,
‘private resources generally do not flow directly to
some key sectors of priority need, such as health
and education’, social infrastructure, or the
protection of the environment. Poverty often
remains widespread in countries that have
received large amounts of FDI as investment and
growth have tended to be concentrated on a few
urban areas.®®

Also, domestic policies adopted by
developing countries to attract FDI can often
undermine the prospects for the reduction of
poverty. The DAC notes that ‘an attractive
business environment for investors in general is
the first prerequisite’ for attracting FDI.%¢ But this
climate may include low taxation for foreign
companies, easy profit repatriations and equal
treatment of foreign and domestic firms.

The DAC concludes that the continuation of
the trend of increasing private flows, on the one
hand, and declining aid, on the other: ‘casts a
shadow on the credibility of a development
partnerships strategy based upon goals that will
require the greatest progress among the poorest
people and the poorest countries. The
continuation of those trends could have grave

consequences’.3’

The Multilateral Agreement on Investment
Such a shadow has certainly been cast by the
OECD/WTO negotiation of an agreement to
liberalise investment rules. The OECD members
are currently negotiating a multilateral agreement
on investment (MAI), which would essentially
prevent national governments from imposing
trade-related restrictions on investment and would
guarantee generally free entry into countries for
foreign investors, and full national treatment for
established investments and high standards of
investment protection. The completed agreement,
set for May 1998, will be presented to non-OECD
countries for ratification, without prior consultation.

The MAI is expected to become the standard
for investment policies in the globalising world
economy, establishing a ‘level playing field’ for
global business in all countries. However, in its
present state, the MAI does not fit the develop-
ment needs of developing countries, or efforts to
direct investment towards supporting more
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equitable growth and human development.

The agreement’s key principles of ‘national
treatment’ and ‘non-discrimination’ would require
governments to give the same or better benefits to
foreign investors as they give to national
businesses. Protection of, for instance, small and
medium sized enterprises of national origin
against multinational foreign investors would be
prohibited, as would some government initiatives
to promote skills development in the workforce.
And while the MAl is clear on the rights ascribed
to foreign investors, it says very little about their
obligations, in terms of meeting social and
environmental standards.

Such an agreement would be a step
backwards for developing countries trying to
direct their economies towards more equitable
growth and human development. As the East
Asian economies have so clearly demonstrated,
some control of foreign investment is vital to
nurture domestic capacity and allow local
enterprises to become more competitive.

Martin Khor, of the Third World Network in
Malaysia, explains:

Malaysia has a sophisticated system of
combining liberalisation with regulation in
a policy mix that can be fine-tuned and
altered according to the country’s
economic conditions and development
needs. .. . from this experience, it is clear
that developing countries need to main-
tain the right and option to regulate invest-
ments and have their own policy on
foreign investment, instead of an inter-
national investment regime that would
remove those rights. Giving total freedom
and rights to foreign firms and foreigners
will lead to the disappearance of many
local enterprises, unemployment and
greater profit outflows.®

The experience of the East Asian newly-
industrialising economies has demonstrated that
the state needs to play a much greater role in the
development process than is currently fashion-
able. This is not to suggest that the East Asian

model can or should be replicated by all develop-
ing countries. The reality is that development
works best in different ways in different situations.
This involves a different mix of the state, the
market and civil society in different situations,
where the balance varies according to the
specific national and local development context.
The need to achieve a balance has, in a welcome
move, been admitted in the World Bank’s latest
World Development Report (1997).39

It is with these qualifications in mind that the
international community should help to attract the
necessary foreign investment to the world’s
poorest countries. Technical assistance should
also be provided to developing countries to
strengthen their capacity to negotiate investment
agreements that promote emerging industries,
guarantee minimum labour and environmental
standards, while encouraging foreign investment
in a fashion that promotes sustainable develop-
ment and global competitiveness.*C Aid used in
this way is likely to work in the interests of the
poor; the danger is that, otherwise, foreign invest-
ment will be used simply to promote growth that
exacerbates poverty and inequity.

The need for intemational

cooperation

With the transformations being brought about by
globalisation, the future of development increas-
ingly lies in international cooperation. This not only
involves governments and multilateral institutions,
but partnerships for social development between
peoples and organisations in North and South.
This requires the nurture of political constituencies
and alliances for development.

international development cooperation will
have to change in order to meet the new
challenges of the next century. As the DAC has
pointed out: ‘we do not have the option of
preserving the status quo in development
cooperation in a changing world.’?

How should the international development
cooperation community respond to the following
four key trends?

« Governments and multilateral institutions are
no longer playing an exclusive role in
development;
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« market-driven policies are continuing to
predominate around the globe;

« citizens in North and South, often grouped in
NGOs, are becoming more active participants
in an increasingly vibrant civil society; and

« poverty is continuing to rise in the North (the
emergence of a ‘Global South’). Over 100
million people live below the income poverty
line (set at half the individual median income}),
5 million are homeless and 37 million
unemployed, in Northern industrial
countries.*2

There is a need to develop real and equal partner-
ships in the international cooperation effort. Jean-
Martin Tschaptchet, coordinator of SOS Grass-
roots in Africa, an African NGO, has noted the
existence of ‘poor partners’ attitudes’ in Africa. He
argues that Africans need to cast off previous atti-
tudes to aid and now ‘should welcome technical
cooperation as a supplement, not as a substitute
to national efforts to achieve national prosperity’.43

But it is Northern actors above all who need
to face the issue of partnerships squarely. Some
people have been very critical of how partner-
ships might work in practice, and real power
continues to rest with the funder.* Mustafa
Barghouti, founder of a large medical voluntary
movement in Palestine, asks ‘whether it is truly
possible to establish relations on an equal footing
between a funder and a recipient. Can one
honestly speak of partnerships in this context?'4

Many forward-looking analysts see the trend
in development cooperation needing to move
away from patronage, charity and predetermined
development models towards genuinely cooper-
ative relationships.“€ This partly involves shifting
control of resources to Southern partners in a
context where the latter's needs determine
development priorities. Yet development is about
much more than securing resources.

Indeed, some believe that increasing the
overall pool of resources is not necessarily a good
idea in the absence of fundamental reform of the
governance structures of recipients, development
cooperation institutions and of international
society more generally.

Increasing global interdependence brought
about by globalisation means that poverty, social

exclusion and personal insecurity in both North
and South are the result of the same international
processes. Some argue that globalisation offers
real opportunities to the poorest countries. Yet the
governance gap means that the increasing
influence of private capital and transnational
corporations over the international and local
economies is undermining democratic control
over resources and political processes.

Many NGOs are increasingly working to pro-
mote sustainable human development through
helping to forge an ethic of global citizenship.*” At
the heart of this is the belief that human beings are
the agents of change and that people must define
their own development. Global citizenship seeks
to nurture collective action, linking people in the
North and South, for the good of the planet. NGOs
have a central role to play in this, providing
resources, helping to build capacity among
partners and helping to generate informed public
opinion.

In the South, new social movements are
challenging state and corporate power and
practising and advocating people-centred
development.*® In the North, internationalist
NGOs, often with a long history of working in
development, are increasingly influential politi-
cally, communicating ‘Southern realities’ to
Northern publics.

The Northern and Southern actors are linking
up in networks and in joint policy and advocacy
campaigns. The trend is towards what one
Southern writer has called ‘the establishment of a
trans-geographical coalition of people who
believe in social justice, equity and democracy in
order to influence the [development] process’.*®
Such coalitions are likely to involve groups
concerned with issues ranging from human rights
to development to the environment, from the
domestic to the international. They are building a
real constituency for change. Key concerns about
governance underpin the activities of all groups
irrespective of their often ‘narrow’ focus. The
building-blocks of this relationship between
Northern and Southern partners are ‘solidarity,
mutual respect and a fair distribution of tasks’.%°

Notes

* ACTIONAID, as lead agency for The Reality of Aid Project,
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