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IT. INTRODUCTION
1. In resolution 31/1T4 of 21 December 1$TG, the Genersl Assembly, inter ali
urged developed countries to accelerate the transfer of real resources to aﬂvmlo shEH

ev
countries on a predictable, continuous and increasingly assured basis. Towards
that end, the Assembly urged developed countries to consider seriously:

(2) he pledging of development assistance on a multiyear basis, in order to
provide developing countries with more relisble projections of aid on a longer-term
basis to facilitate their development wlanning.

(b) The appropriation of development assistance in such a mammer as to prevent
the erosion in the real value of aid in terms of the national currency of the
individual deonor country:

{¢) The endowment of develonment assistance witi non-lapsing authority %o
ensure that budgetary allocations unexpended at the end of the fiscal year for which
they weres eppropriated were carried Torward:

{a) The reallocation to development aid budgets of both interest and
amortization receipts derived from development loans.

The Genersl Agsembly further recommended that developed countries give serious
consideration to the establishment of a development tax to be earmarked for
international development assistance.

2. The General Assembly reguested the Secretary-General to submit a progress
report on the implementation of the resolution to the Assembly at its thirty-second
session and decided to consider the report at that session under a separate item.
In accordance with that reguest, the present revort, prepsred by the secretariat of
the United Wations Conference on Trade and Development, examines donor‘policies and
practices as regards the recoumendations contained in resclution 31/1ThL.

3. The report is based on information relating to aid budgeting policies and
procedures in 17 mewber countries of the Development Assistance Cormittee {DAC) of
the Organisation for Zconomic Co-operation and Development (0ZCD) that has been
pathered by the Overseas Development Institute {ODI) in the United Kingdom at the
request of the UNCTAD secretariat. The revort reviews the principal policy issues
raised by resolution 31/17L and the donor countries® responses to the
recommencations contained therein. The annex to the report reproduces the
information gathered by ODI on the aid budgeting policies and procedures in esach of
the DAC member countries. 1/

L, A prineipal conclusion of this report is that, despite wide variation

1/ Information on Canada, Japan and the United States of America was gathered
by the UNCTAD secretariat.
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encountered in the budgetary policies and practices of denor countries as regards
the provision of develooment cssistance, such oractices in a majority of donor
countries entody at least scme elements of the recommendations contsined in
resolution 31/174. The extent to which countries adhere to the recommendations
ontalined in reszolution 31/17h depends in part on the latitude permitted to the aid
geneies to depert from the broad norms established by nationsl legislatures for the
totality of nublic expenditures. In the main, however, countries that have made
rnost progress as regards the reccmmendations contained in resclution 31/1T7h tend to
be those that have moved furthest towards adopting and attaining the target for
official dewelopment assistance stipulated by the Tnteranational Tevelopment Strategy
for the Second United Fations Development Decsde. The adoption of concrete mezsures
o attain the 0.7 per cent target in a planned time-frame has itself encouraged
donors to undertake messures in the ares of aid tudgeting that, on the whole, Lhave
hadi the effect of ensuring greater continuity and predictability in the volume of
concessional fleows. However, countries which have not mede significant progress
towards increasing the velume of their assistance have none the less succeeded in
improving the conditions of their assigtance by implementing at least some of the
recosmendations contained in resolution 31/17h. For both groups of countries,
furtiher movement in the direction of the recommendstion in resolution 31/1T4 would
serve 1o ennance the quality, and in some cazes the magnitude, of ald programmes.

C
B2

IT. ROLE OF GOVERNMENTAL BUDGETING FROCEDURES TN SECURTNG
INCREASED FLOWS OF DEVELOPMENT FINANCE COF A
CONTINUOUES AND PREDICTABLE BASIS

#. mltivear pledrsing of develooment assistance

5. Although budgetary practices in a majority of donor countries require that
funds for development assistance, as indeed for virtuslly all categories of public
expenciture, De appropriated on an annual basis, a growing number of donor countries
now undertake multiyear country programmins of their assistance programmes. While
the Cegree of sopnistication and formelity of such wogramming varies from donor to
gonor, it gensrally includes a broad assessment of the economic performance and
prozpecets of each recinient country and an assessment of its aid requirements,

king into account the time horizon of the planning periocd in the recipiesnt country.
Lls0, such prograwming wrovides a framework for the doneor to communicate to at least
the principal recipients of its eild the broesd outlines of ils intentions for several
years into the future,

t-

e T

6. The desgire of developing countries for nledging of assistance cover a longer
tige~frane is not easy to reconcile with the doncrs’ desire to retain some
flexibility in their =2id allocstions. On the whole, donors heve tended to mrefer
greater Tlexibility in thelr long-ternm aid cormmitments  As a result, the totality
of thelr bilateral aid programme is rarely pledged. However, scme donors such as
Demmark, few Zealsnd, lorway and Sweden - which concentrate their Dbilateral aid on
a few recipient countries - can effectively pledge the whole of their bilateral
progravme by pladging the individual component parts. Forward planning of
particular aid components (tecknical assistance in the case of France, Italy and
Switzerlend), is alsc a fairly common feature of bilateral vprogrammes.

/...
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T. Advance commitments to individual recipients czn often be made by the aid
agency without apoproval of the legislature. However, there are considerable
variations in donor practice in this regard. In the Federzl Republic of Germany,
advance commitments require the formal aporoval of Pariiament which establishes

a commitment ceiling which may not be exceeded. Legislative approval of most of
Demmarlk s grants and all development loans is in theory required, though in practice
it is rarely sought. In some other countries {Finland, Netherlands, Horway, Sweden
and Switzerland), Parliament may delegate its suthority to the sid agency, allowing
it to make forward pledges within a given ceiling either for individual projects

or a complete programme. Alternatively., in those countries where Parliament
exercises limited control over advance commitments (Belgium, Canada, Uew Zealand
and United Hingdom), the aid agency may nroceed to commit funds in future years.
bearing in wind both the framework figures and the expected level of appropriations.
The close scrutiny exercised by the United States Congress over the aid budget
means that in practice forward commitments that are legally binding cannot be
undertaken unless funds have been obligated. However, within broad limits the
Agercy for International Development (AID) can indicate, in the context of country
programming exercises undertaken in consultation with prospective recivients, the
general level of development aid that may become available subject to Congregsicnal
apprroval.

8. Whether Parliament authorizes commitments directly, delegates its responsibility
or does not involve itself in commitments authorizations, the legislature

ultimately controls the public expenditures through its approval of appropriations.
As a result, commitments to individual recipients tend to err on the side of caution
and to represent a minimum. It could be argued that as Parliaments wish to retain
their annual decisicn-making authority in respeet of public expenditures multiyear
piledges to recipients may not, from the recipients’ viewpoint, be significantly
different from the provisicn of broad indicative planning figures involving no firm
commitments. The practice in Sweden of authorizing the Government to make
commitmentz up to a ceiling representing three times the level of current annual
apyropriations appears at first to be a model for donors which wish te give
recipients firm forward planning totals. However, since Swedish ald is concentrated
on a small group of recipients, provision of formal advance commitments to
recipients is lesgs complex than in the case of donors pledging aid to a larger
number of recipients. In the latter countries, legislatures may not be prepared

to give the ald agencies the zame latitude to incur long-term cohligstions. The
mirrow-image of this system - the case of the Federal Republiec of Germany whore
Parlisment itself authorizes advance commitments to individual recipients - has the
advantage that once authorized the commitments are disbursed as planned.

9. Of those countries able to enter into long -term commitments, some are reluctant
to do zo excent for the finarcing of specific projects, an attitude that reflects
scepticism about the recipient countries’ over-all cepacity to imrlement development
nlans effectively. As a result, the formal commitment of some donors and
institutions, such as the BEuropean Development Fund, does not become binding until
ann elaborate country nrogramming exercise has been followed by rigorous rroject
appraisal.
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B. iaintszining the real velue of development assistance

16. The real value of official develomment asssistance (ODA) disbursements has been
eroded noticeably in recent years by rapid price increases, a phenomenon that has
not been without consegqueunce as regards continuity and predictability of aid flows.
Ercgion in the real value of assistapce a8 a result of unforeseen price changes
reacers the efforts of recinient countries to plan foreign exchange budgets and
allocate resoureces in a longer-~term context leoss effective. To the exient that
declines in real transfers from abroad have to be compensated by reallocation of
their own limited rescurces, the required adjustwents impose additional burdens cu
the recinients.

il. The impeet of price changes on projects that are in the process of
implementation differs from the effects of such changes on commituments for which
disbursements nave not yet begun. As regards the former, the effect of unforescen
vrice changes is to compel deoncrs, recipients or both %o allocate additionzl funds
to the pecjects if the original objectives are 4o be maintained in the face of
unforeseen price chanjes. The procedures frecuently adopted in such cases include
allocating rescurces from contingency funds, recuesting supplementary appropriations
or budgeting during the implementation period for anticipated price changes.

12, Japan has experienced difficulties in dealing with the higher cosgts of its
development assistance programme resulting from price increases since 1973. While
Japan eventually absorbed the full amount of the increased costs, the negotiations
leading up to the decision are believed to have delayed disbursements. Had
procedures existed to meet the contingencies, some of the difficulties that Japan
encountered might have been avoided. In the United States, on the other hand,
unforeseen price changes have not seriocusly impeded the execution of projects since
rrocedures exist to mobilize any additional resources recuired to maintain the
cbjectives of projects. In the case of cost overruns, for example, AID submits a
request to Congress in the form of a notice to undertsaie additional expenditures.
If Congress does not respond within 15 days, AID automatically acquires the authority
to undertake additional expenditures.

13. A particularly difficult problem arises when commitments are made in current
prices and translated into disbursements only after & lag of several years. Waen
ghary price increases hawve cccurred in the intervening period, it will be necessary
aither to increase the disbursements relative to the original commitment so as to
maintain the resl transfer originally envisaged, or to allow the price increase to
reduce the delivery of actual goods and services below that originally intended.
Clearly, if legislatures wish to have their original intentions regarding the
delivery of real goods and services raflected in the actual disbursements, it will be
rnecessary to ensure that through time the levels of commitments and flows in the
pipeline are adjusted for price changes.

14, The practices of the varicus donors in dealing with this issue vary
considerably. The United Kingdom plans all public expenditures over the medium-term
in coanstant prices. Projected aid appropriations for the coming four years are
indexed to compensate {or anticipeted cost inereases. The first yeasr’s figure

A
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becomes the aid ceiling for that year, while the Drojectﬁ" Tigures for
following three years are translated into annuwal avpropriations. provid
spending do nov iubtervene. Such cubts cccurred in 19?7

another conor which fixed its 21d plen in terms of can +
result 2t the real value of ANTroTy waLLCW“ for the
not ﬂahn saincd, It was, howeve that the publ cuts
Lthen Jeeper into the =2id wrograwme if pl fzaqres g@d not been
set in constant prices. JTo the zbsence of arn aid such as the 0.7 ner cent

0BA target, dndexation of aid expeaditure forecasts s£vill remains a useful nethod
of expressing government iantentions and wrobably goes some way towards maintaining
the r=al valu; of ald when cuts sre wiavoidahlez.

15, Two other denors - YHorway and Denmark - also budget their development
assistencs in constant prices. orway wnlans to achieve {and exceed) the
0.7 cer cent tarcet by plenning for gross aid expendiiure over a four-year period in

nt prices. The Janish plan, which aims to achieve the 0.7 per cent target by
1979-1980, iavelves a five-vesr planning period in which annual targets for
ok ement apurovriaticns (net of amortization) are fixed in constant nrices ond
from an 2anual ODA:  GUP tarpget desigred to ensure a smooth nrogression $o
Per cent Tigure by 19380.

156. Budgetary allocations which lapse at the end of the fiscal year for which they
are approwriated tend te reduce the amcunt of aid traisferred from the donor
country below the level vhich has previously been determined &y the legislature.
Although Tunds can be reauthorized the following year., the cunmlative effect of
“QSiSG is %o reduce the total available Tor develobment assistance. Donor aid
agencies, faced with the possibility that funds would ctherwise lavse, may also be
tempied to distort iheir allocation eriteris in favour of fast disbursing projects or
programmes rather than see their approvriations returned to government revenues,

iT. he object of non-lapsing provisions for aid appropriations is not to
accelerate the flow of development sassistance, but to avoid arbitrary losses in the
aic budget. Vhere apvronristions are endowed with non. lapsing suthority, the
unspent funds form a pipeline which does net have to be vevotea by Parlisment when
new aporopriations are made. Legislatures may be aware of the existencu of
pipelines and, although they mey not formally take the size of the pipeline into
account when voting new appropriations, they could well he influenced by & grow
accumuilation of undisbursed zid fuands. The existence of non. lansing provisions
consequently dees not assure predictable disbursements in real terms, nor remove
the need for donors to plan disbursements to keen them broadly in line with
appropriaticns. It does, however, provide an element of flexibility to =2id
progranmmes, lessens the risk of unvarranted end-year spending undertasken to avoid
arvitrary losses and protects the nominal value of aid appropriations.

18. Sweden is the only donor which automatically endows all aid appropristicns
with non-laosing authority. However, mosl dcohors make non-lapsing provisions for

/oo



A/32/1k9

Pnglish

Page T
at ieast part of their 2id budgets. The appropriated funds in the United Sq¢tes
2id budzet do not 1¢0q9 until the sums are spent. Fach vear . unspent funds which

i1
cen appropriated can, in practice, be opligated for future expendivures. ALl
of France’'s aid to itsg eawcolonlal territories can be carried forward from year to
ear, though allocations to the rest of the world have only aominal carry--forward

1%. In the case of both Canada and the Letherlands, ald was endowed in the past

71Th non-lapsing provisions. In the Hetherlands, recently adopted nrovisions are
expected to impose more stringent disbursszment conditions, slthough the authorities
expect to meinta’n a pipeline of non-lapsing funds. In Canada, commencing with the
estimates for the pericd 1977-1978, the non-lapsing authority has been revoked
;ﬂlﬂCljally beczuse of a ravid accuwsmlaition of funds in the aid rpipeline, some of
which was not even committed. In Finlaend . zrents do not lapse, while committed
loans are allowed a four-vear disbursement vperiod. In Belgium, all lottery funds
and aid items voted in the special budget are nrotected from lapsing if unspent: as
& result, losses due to lapsing are limited to a normal rate of % ver cent of the
aid budget. Wnile Switzerland has nc special rprovisions for unspent aid funds,

only 2 per cent of the aid budget was lost in 1975 due to lapsing, while in

Hew Zealand losses are kept to a minimum in spite of a lack of non-lapsing authority,
because of close contrel of disbursements and flexibility in shifting funds among
projects. C{ertain Danish funds can be disbursed up to two and a half months after
the end of the fiscal year, while the United Kingdom has limited carry-forward
facilities (up to $10 million ner year), and in the Federal Republic of Germany
ecornally lapsing funds can be carried forward for one year but at the expense of
including the carry-forward in the following vear's appropriation totel.

20. Tt may be argued that non-lapsing provisions are onlty relevant if multiyear
planning of disbursements is ineffective. Good rlanning in the long-term and strict
monitoring of disbursements within the fiscal year can help to alleviate the problem
of lapsing funds and remove pressures for hasty end-year aid decisions without
encouraging the accumulation of a massive pipeline (as in the case of the
Wetherlands). Iew YZealand, for example, finds no difficulty in disbursing all its
bilateral aid by virtue of its Forward Aid Plan. At the same time, the need to
carry funds over from one year to the next and the speed with which pipeline funds
can be spent would both be favourably affected by employing less complex
disbursement procedures such as reducing the need for sophisticated project
appraisal, elaborate tendering schemes and stringent end-use tying. If such changes
were made, the significance of the erosion in the real value of the pipeline would
e much reduced.

21. Although lapsing is rarely a problem for multilateral contributions, some

donors are inclined to use such contributions as a means of disbursing funds wahich
would ctherwise lapse or accumulate in the donor's pipeline if retained for bilateral

use. In these instances, the donor has no guarantee that the contribution will do
anything more than accumulate in a pipeline within the multilateral organization.
Serutiny of the disbursement performance of multilateral organizations should
therefore e considered before donors assume that rapid expenditures of aid can be
azchieved by transferring either their annual lapsing appropriationg or pipeline

funds to a multilateral btody.

/...
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Z2. In conclusion, the recommendation that aid appropriations should be endowed
with non-lapsing authority seems to be favoured by donor agencies, though its
implementation by individual donors tends to be at the most partial (except in the
case of Sweden). Though budgetary rules generally militate against aubomatic
carry-forward provisions, many donors have devised methods of overcoming this
obstacle. There is a strong case, however, for donors to adopt a common practice,
if only to avoid the risks that recipients might treat donor programmes which are
known to have non-lapsing funds with less urgent attention than the others.
Consequently, donors, such as the Federal Republic of Germany, Italy and the
United Kingdom, which allow only minimal carry-forward on unspent appropriations
shouid be encouraged to make special provisions to ensure that losses are
automatically avoided. For donors which currently permit no carry-forward
(Australia, New Zealand and Switzerland), the possibility exists that exhaustion
of their annual appropriations may be at the expense of other donors’ accumuiated
pipelines. Thus, sven though their annusl losses which result from lapsing may be
small, they should be encouraged to adopt with all donors the principle of
non-lapsing authority for aid funds.

D. Interest and amortization receints on past lendings

23. The prevalent practice in most donor countries is to allow receipts of interest
and amortization to revert back to general revenues. The general budgetary practice
of not earmarking particular categories of revenues for particular purposes need not
preclude allocating reverse flows for further lending since these are in respect of
gross sums which have alrveady been voted upen by legislatures. It has been argued
that automatic allocation to aid budgets of both interest and emortizaticn receipts
would enhance the flexibility of ald agencies and ministries in administering their
alc programues, and would also insulate somewhat aid programmes from the
vicissitudes of annual parliamentary proceedings. It could also be arzued that
reverse flows should be allocated automatically to aild budgets since part of the
reflows zccrue from lending at terms which would not now qualify as ODA and since
part of the reflows originate from countries which today would be eligible for
grants or alt least terms softer than those on the loans generating the reflows.

2k, In France, a part of the operations of the Caisse centrale de coopération
Zconomigue (CCCE), an institution with special responsibility for development loans,
is regarded as “own account” and return flows on this lending may be used for
further lending oy that organization. Similarly, in the Federal Republic of
Germany the Kreditanstalt fiir Wiederafbau (KfW), may use amortization receipts (but
not interest payments) in s similar way. In Japan, the amcrtization receipts from
previcus lendings by the Iximbank and the Overseas Economic Co-operation Fund revert
to those agencies and are available together with new borrowings from the Trust
Fund Bureau for new lending. The interest payments on past loans of the Eximbank
are available to that institution to defray its operating costs.

25. Although each of the above three countries has mechanisms for recyeling

payments on account of past loans, the reflows invelved account for only a small
fraction of the lending programmes of these donors.
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26, Other donors do not make mwovisicn for the direct allocation of loan payments
to aid agencies. In Canada. the reflows from mpast lending are not viewed as an
important source of financing since the magnitude of the reflows has not been
significant. The recent decision to cancel the debts owed to Canads by the least
develoved countries has further reduced the significance of these reflowz. Until
recently, repayments arising from the foreign =2id programme of the United States
reverted to AID for further lending. However, the desire of Conpress to exercise
closer control over the hudget has resulted in the revoking cof this provision so
that =11 reflows now revert to the United States Treasury. Italy finances parts
of its develomment lending prograrmme directly from private markets., Conseguently.
interest and amortization receipts genersted by development loans must be used,

at least in part. to service the loans reised in the private markets,

27. A third group of countries, while allowing reflows to revert to the general
revenue, undertake budgetary procedures which normally produce a result eguivalent
to allocating the flows directly to the aid agencies. Thus, the Scandinavian
countries set their budgetary aid targets on a net transfer basis. Since the net
transfer egquals grogs disbursements less interest and amortization payments, once
such a target has been set an increase in reflovs on acccunt of past loans
automatically gives rise to an equivalent increase in budgetary allocations.
Similarly, the United Kingdom projects and presents its ald appropriations on the
bagiz of the new flow of offiecial aid (i.e. disbursement net of amortization but not
of imterest).

E. Develoument tax

-

01

23. The recommendation to institute a development tax, the rroceeds of which would
be earmarked for concessional sssistance, reflects a growing concern that unless
rovision of development assistaunce were isolated from the vicissitudes of short-term
olitical and economic circumstances aid flows would continue to stagnate and decline
in real terms (A/31/166, oaras. 61-05). The procedure of earmarking the proceeds of
a particular tax for the finuncing of a specified preogramme is not new and is used by
a number of countries in funding domestic programmes. However, the canvassing of
donor views on the proposal indicates that there is at present little support for

the concept of & nationally levied development tax on incomes. The views of
individual Governments of DAC member countries is set out in the annex.

-

P
n

29. The only experience to date with a development tax is that of Horway. a country
that financed most of its aid programme vetween 1964 and 1974 from revenues raised
frem a development aid tax levied directly on incomes. This tax was abandoned in
1974, The reasons given for this are that the costs of administering the tax were
high and that it was less progressive than the normal income tax.
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AUSTEALIA

Larual approrT rzﬂtlor 23 wents and com

1. Australia’

U]

aid dishurzements are financed entirely from central government
funds avpropriated snnually by Pariiament or asuthorized by special legislaticn.
Avpropriations are for gross aid disburssments during the fiscal year (Julv--June).
Return flows of interest and amortization on past development loans {which emountel
to roughly 1 wer cent of gross disbursements in 1975) are raid into the
consclidated revenue fund and are not talken into account in determining the annual
sid appropriation.

2. The aid sppropriation is divided into a number of items. The amount
aprropriated for any item mayv he increased by a supplementary approrristion by
Parlizment or by the Tressurer, appropriating from the Treasurer's advance. Any
such increase is normally subject to an arreement that expenditure on other items
will be reduced.

3. Budgetary approprizations are normally larpsing. Tnder the legislation wl

get up the Australian Development Agency, hovever, provision was made Tor
appropristions to be paid intc a special Develorment Assistance Fund which meant

that unspent aprropriations did not lapse at the end of the fiscal year. This

Fund is to cease operations in June 1077 and no further provision againet lapsing
ig to te wade. The significance of the demise of the Fund is. however, guestionable
since it is rerorted that only small amcunts of aid were ever carried forward as a
result of its existence, The position now is that all aid aporopriations lapse if
unepent during the fiscal year, eXcept those authorized by special legisiation, for
example, IDA contributions. Tn the latter cases, avpropriations lapse only in
accordance with the terms of the legislation,

I, Since 1974/77, the Aid Bureau along with other departments has been reguired
to submit details of existing and purvcsed commitments to the Govermment prlor tao
each fiscal year. On the hasis of these szubmissions, the Sovermment determines a
financial limit on commitments reguiring funding in the current and future fisgeal
years for ezch item of the aid dudget. This system effectively authorizes the A4id
Bureau to enter into commitments up to the prescribed limit without need for
further approvai. Any other commitrents require the snecific sporoval of the
Government cr the Treasurser.

Foryal ra rlanning

5. The Covernment has a three-year rolling system for projecting public
expenditure and receipts. <These prejections provide the framevork for Covernment
hudget policy and the basis of the commitment ceiling established annually by
Goverrment. Like most forwvard projections they do not, however, permit deparfments
to anticinate the level of expenditure in future years. And since the projections
2re subject to at least annual revision, they do not vrovide & firm framework for
ald planning.

/-..
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5. Australisz does, however, have forward planning arrangements with its main
recjviepts. In the case of Papua Wew Guinen, it has entered into a commitment Lo
mrovide 54 180 wmillion anmuaily between 1976 ard 1651 ; in the case of Tndonssia,

the commitment is of a lumn-sum to be disburszed over ﬁbree vears; and in the cass
of the Scuth Pacific, it has committed a lump-sum to be provided on the basis of a
three~year rolling programme {(with indicative vlanning fipures for each country].
These commitments are made via intsrgovernmental agreements and are subject %o
gnnual Parliamentary approval of disbursements under the agreements, While there
are no specific provisions to offset the effects of infiation on aid commiiments
gencrally, the multiyear agreement with Fapus New Guinea contains a provision for
an annval supvlement to be made in the “1ight of prevailing circumstances™, and
that with Indonesia is to he reviewed before the end of the sscond year. The only
other “multiyear pledges™ are those made in the contert of formal agreements on
individual projects or nmultilateral contributions.

Multivear nledging

T, Australia has a medium-term rolling programme for aid and other public
expenditure for internal planning purpceses. But plans for future aid disbursenments
are subject to revision, and there are nc firm plans for achieving the

0.7 per cent CDA:GNP target. Apart from individual project agrecments and
commitments to multilateral organizations, a significant proportisn of bilateral
aid is pledged on a multiyear hasis to Australia’s major recipieants in the context
of intergovernmental agreements. ‘

Maintaining the real value of appropriatiocns

8. There is no provision for an automatic adjustment in aid appropriaticns to take
gecount of inflation but the change in the value of the Australian currency is a
factor taken into account when annual appropriations are decided. The multivear

aild agreements with Papua ew Guinea and Indonesia also provide for upward
adjustunents to be made in the licht of inflation.

Hon-lapging provigions

1

. There are now no specifie provisions to prevent the lapsing of unspent

propriations, except for those contained in special legislation authorizing the
ap DrOﬁrlatlon for certein aid expenditures (see para. 4 above). The Australians
talke the view that ncon-lapsing provisions are not essential to ensure the
ffectiveness of aid spending.

N3

Recyeling of interest and amortization

10. Interest and amortization receipts are raid into central government funds and
cannoct be taken as an addition to Parliameniary apvropriations for development
assistance. BSince Australia’s programme consiste largely of grant aid, sueh return
flows are in any case amall.
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AUSTRIA
Anrual aporopristicns and forvardi plamning
1. A gmzll and decressing provortion of Austris’s aid is finsnced out of central
government funds in l?Th, only 37 ner cent of the total was Tinanced from federal
budget approDrldtions. Theze apororriations are made snnually and are for
. L. . - 5 - S .
disburserent in the following fiscal year (January to December). The rest of the
Austrisn aid programme is financed from Central Bank borrowing, the vrivate markst,

ERP {liarshall Aid) funds =nd Lander budgets.

2. Detericoration in the Austrian balance of pavments and the desire to limit the
tudgetary deficit (even though aid appropriastions repregsent a very small

proporticn -~ about €.25 per cent - of the federal budget) have obliged the Austrian
Government te look to the privste capital market for an incressing provortion of its
aid finance. Joncessionary losns te multilateral orpganizetions as well as niloteral
develomment loans are largely financed in this way, though interegt subsidies are
provided out of hudgetary funds.

3. Austrian aid ig weighted heavily in favour of multilatersl contributions, the

bilateral share consisting mainly of concessional official export credits and a
small technical azsistance programme.

L. Austria'e first venture into mediuwm-term aig nlanning heean in 1976 when a
three-year rolling rvlan was first implemented. Unfortunately, details of the plan
were not made available in time for inclusion in this recort. Llulwawly res;o_‘
from the Austrian suthorities 1o the recommendations contained in Gensral Ass
resoluticn 31/17L have nct been received, although it is known that Austris vot
favour of the resclution.
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BELGIUM

Annual appropriations, commitments and disbursements

1. Parliamentary authorization for Tunds for development assistance is given in
Hovember each year. The Belgian Government has stated its intention to achieve the
target of 0.7 per cent of GNP for its net aid disbursements, but in 1975 only

0.59 per cent was achieved, while the 1976 ratio declined to 0.51 per cent.
Budgetary appropriations are made with a view to achieving the disbursement target,
but delays in payment authorizations (particularly for some multilateral
contributions) have often retarded the rate of disbursement. It was not expected
that the 0.7 per cent target would be reached by 1980, though if the new coalition
is formed from the three traditional parties (Socialists, Christian Democrats and
Liberals) as now seems likely, it is possible that a clearer policy on development
co-operation will emerge. At present, however, there are no explicit annual
targets, though a new Government may be prepared to commit itself to a rising annual
aid/GNP ratio. The 1970-1975 plan, on the other hand, did fix annual targets both
for volume and ODA/GNP ratios.

2. The role of Parliament is restricted to approving the annual budget figures for
estimated expenditure and the general orientation of development policy. Aid
appropriations (like those for public works) fall either within the ordinary budget
(in which case disbursements have to be made the following year) or, in the case of
large~scale projects involving durable capital invegtment, they can be voted in the
special budget (under article 53:01 and 83:01) and in this case authorized funds

can be carried forward indefinitely. For the Belgian authorities, commitments
cannot be binding heyond the fiscal year; moreover cash commitments are considered
to exist only when the pledge has been approved by the Finance Ministry. Thus,
political control is further subjected to administrative control, In the case of
the special budget, Parliament votes in advance both commitments (credits
d'engagement) and payments authorizations (credits d'ordonnancementi, the latter
usually being about half of the former. Administrative contreol is exerted by the
Financial Inspectors, who authorize the commitment to & specific project, and by the
Cour des Comptes which directs the Treasury to make payments.

Multiyear pledging

3. The above procedure makes multiyear planning of anything other than an
indicative nature rather difficult. However, for traditional recipients of Belgian
aid, non-formal methods of forward planning are employed. In the case of Treasury
loans, India, Pakistan and Bangladesh are aware that the amount available is likely
tc be at least as much in nominal terms as it was the previcus year, similarly
Administration General de la Cooperation au Developpement (AGCD) grants and technical
assistance to Zaire, Rwanda and Burundi can be expected to be maintained from year
to year. Even though general aid agreements, approved by Parliament exist for the
above countries the amount of aid has to be determined by annual negotiation.
Legally binding commitments exceeding the first year are not possible within the
framework of annual budgeting, even though AGCD makes its own estimates of likely
costs and disbursement rates for internal purposes,
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Preventing the erosion of the real value of aid
L, Parliamentary appropriations are voted annuelly in current prices and there is

noe possibility of adopting constant price budgeting under the present system.

Since the global amount of aid has been a rising total in recent years both in
nominal terms and as a proportion of GNP, it is felt that by aspiring to an aid/GNP
target, the necessary compensation for inflation is rade. In the case of individual
reciplents, it was felt that current price budgeting and the absence of built-in
vrovisicns for inflation enabled the donor to discriminate in favour of countries
which Belgium considered more deserving of its aid while not appearing to reduce

the amount of aid alloeated to recipient countries whose performance was considered
unsatisfactory. Payments are made in Belgian francs except for multilateral
contributiocns, which are made in dollars.

Yon-lapsing provisions

5. At present, all AGCD project aid financed from the proceeds of the naticnal
lottery can be carried forward indefinitely. In addition, commitments for durable
capital investments which have been authorized in the special budget can be carried
forward from year to year. As a result, Belgium's aid pipeline represented in 1976
Just over one third of annual disbursements. Authorizations in the ordinary budget,
however, lapse if not disbursed in the following year, and the AGCD suffered a

5 per cent loss in its budget in 1976 due to lapsing, mainly due to undisbursed
commitments to fellowships and university co-cperation. Ald officials are, however,
expressly forbidden to seek or devise rapidly disbursing projects to avoid losing
potentially lapsing funds at the end of the year. If the proposed Development
Cowoperation Fund were to be approved by Parliament (see above) this would be partly
financed out of undisbursed aid appropriations and would thus overcome the problem
of annual lapsing.

Recyeling of lecan backflows

6. All intergovernmental loans are made by the Ministry of Finance, and all
repayments of interest and principal revert to the Treasury. If AGCD were permitted
to make loans {as proposed in the lapsed bill to set up & Development Co-operation
Fund) return flows on these loans would be made available for new lending.
Otherwise, the Belgian Government does not intend to set up a special fund for
recycling loan backflows.

Development tax

T. A development tax to finance the Belgian aid programme was also considered
inappropriate in view of the existence of the national lottery, the proceeds of
which are already used for this specific purpose. It is, however, doubtful that
mest purchasers of lottery tickets realize that their payments are being used largely
to finance overseas aid. A public opinion survey conducted on behalf of AGCD in 1975

found that only 7.8 per cent of the sample were in favour of a special development
tax.

’
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CANADA

Annual appropriation, commitment, and dishursement procedures

1. Canadian aid is financed entirely by the federal government budget and is
appropriated on an anpual basis. The budget process in Carnada commences each year
with Canadian International Development Agency {CIDA) drawing up projected figures
for all expenditures in the next five-year period. The projections derive their
ratiorale from a document called the programme forecast. These figures are erxamined
by the Cabinet which decides on the budget level for the forthecoming year, and are
then embodied in the form of estimates presented to Parliasment. The funds for aid
are clagsgified under headings comprising multilateral aid, food aid and special
programme and administrative costs. The bilateral component is divided into grants
and loans. These estimates are referred to a Standing Committee of Parliament which
examines them and refers them back to Parliament which finally embodies them in an
Appropriation Act,

Non-lapsing provisions

2. Until recently, the legislature did not impose any restrictions on commitments
appropriated by it. Funds committed but not disbursed would still be available for
the Agency's use in future years. This provision was known as the non-lapsing
guthority. As a result of this authority, grants and loans that were authorized
but not disbursed accumulated in a backlog of unspent funds. In 1974, an over-all
disbursement ceiling was imposed on the Agency's expenditures beginning in fiscal
year 1975/76., This set a limit for the first time on the amount of drawing-down of
committed funds that would be allowed in any fiscal year, and in effect eliminated
the non-lapsing provision in CIDA's budget. This arrangement brings CIDA in line
with the rest of the government departments which do not have non-lapsing authority.

Multivear pledging

3. Although the Canadian Parliament votes aid appropriation on an annual basis,
the Cabinet empowers CIDA under a forward commitment authority to undertake
multiyear commitments with a high degree of assurance that the commitments will be
honoured. The forward commitment authcrity ranges for a pericd of five years.
Under the five-year ccommitment authority, CIDA can make tacit commitments up to a
level of 90 per cent of the current year's disbursements. This forward commitment
authority applies to programme countries and regional funds. CIDA prepares for
each of these countries a document called a "Country Program Review' that outlines
its aid intentions for each recipient for the next five years.

Interest and amortization receipts

., As regarde the reflows of funds from previous lendings, the practice in
Canada is to revert them back to the consolideted fund. At the present time, no

fonn
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mechanism or machinery exists for automatic allocation of these funds to the aid
budget. The feeling in Canada is that in view of the limited volume of reverse
flows, which will be reduced further by the recent decision to write off debts of
the least developed countries, interest and amortization receipts are not a
gignificant source of potential financing.

Maintaining the real value of aid

5. Canadian aid commitments are undertaken in current prices. However, the growth
of a backlog of unspent funde which have been committed but not disbursed has
created a difficulty for Canade since the commitments are undertaken in current
prices and their real value has eroded over time. When additional resources are
reguired as a result of cost overruns or unforseen increases in project costs, the
procedure has been to go btack for additional authorization and this has in practice
been obtained without much difficulty.

Development tax

6. This proposal is not viewed with favour by aid officials since it does not at
this time find much political support.
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DENMARK
Annual appropriations, disbursements and commitments
1. Danish aid disbursements are now a/ financed entirely from central government

funds appropriated for each fiscal year by Parliament. Gross aid appropriaticns
for a given year are determined in accordance with the target ODA:GNP ratio for that
year, contained in the five-year rolling programme for aid appropriations. The
target appropriation figure is net of emortization and relates to the April-March
fiscal year. The GNP figure used initially is estimated GNP for the calendar year
(e.g. 1977 for fiscal 1977/78). Since the aid budget is voted at the beginning of
the fiscal year, adjustments are generally required to bring appropriations into
Jine with CDA:GNP target as revised GNP estimates become available. These are made
by means of a supplementary aid approvriation towards the end of the fiscal year.
In this way, annual aid appropriztions are automatically protected from the effects
of domestic inflatiocn during the fiscal year.

2. The main budget vote for aid contains a number of individual items under the
broad heads of multilateral and bilateral aid. The major part of multilateral aid
is specifically voted for different organizations. The bilateral aid vote is
divided into sums allocated toc the different types of aid, e.g. loans, projects,
but aid for individual projects or country programmes is not voted separately by
Parliament.

3. The annual appropriations bill also contains details of the remaining

four years of the five-year rolling programme for disbursement appropriations., The
aggregate figure (in constant prices) for appropriations in each year is derived
from the ODA:GNP target for that year set at level designed to achieve steady growth
to the 0.7 per cent target in 1980 and - at present - a continuation of that rate of
growth in real terms thereafter (the target for 1980/81 is 0.73 per cent GNP).

The rolling programme is disaggregated into the same component parts as the annual
appropriations. Parliament gives its approval to the programme when it passes the
annual apprropriations. Formally, it is not bound by this approval to appropriate
accordingly in future years. In practice, its prior approval of a target figure

for aid, combined with general parlismentary and public support for an expanding

aid programme, means that appropriations are likely to be in line with the target.
Thus, unless Denmark’s economy poes seriously into reverse, planned aid
appropriations in future years are effectively protected from ercsicn via domestic
inflation and their growth in real terms is assured.

4.,  The Danish International Development Agency (DANIDA) is responsible for the more
detailed planning and disbursement of aid, subject to existing policy guidelines,

to the allocations made in the budgetary appropriations and to the need for
Parliamentary approval cor authcerization for certain commitments. Parliamentary
authorization is required for any grant-aided project commitment involving

a/ Until recently = small propertion of =zid funds was derived from the excise
tax in coffee imports,

AN
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expenditure of over DX 3 million =nd for any leoan agreenment. Authorization is
received via submissions to the Finance Committee of Parliament and the Committee’s
decizgions are approved by Parliament when the supplementary appropristion bill is
passed near the end of the fiscal year, Loan commitments are additicnally subject
to an annual commitments ceiling contained in the main Finance Bill and set so as
to limit the rate of lcan disbursements in future years. These loan and preject
agreements are legally binding or the Danish Governmment.

S A1d appropriations lapse if they are not spent in the financial year for which
they are voted. b/ This is in accordance with general budgetary procedure in
Denmark. In principle, lapsing could lead to considerable losses of appropristed
aid funds, The Danish aid programme has grown rapidly in recent years and this,
together with the supplementary appropriations near the end of the fiscal year, has
inevitably increased the work-load of DANIDA. Meanwhile, DANIDA's establishment
has remained virtually static since 1971, largely as a result of public expenditure
curbs and economic difficulties. INone the less, annual aid disbursements have

kept pace with appropriations.

6. The main factors responsible for this achievement are:

(a) The large vroportion of aid nrovided to rultilateral institutions whieh
has helped to lower administrative burdem of the increasing programme, and poses
Tew disbursement problems to Denmark;

(b) DANIDA's internal budgeting procedures which are designed to allow for
the tendency tc underw-spend and for the end-year adjustment to the aid
appropriations. There is a policy of budgetary over-commitment and spending
performance 1s monitored periodically throughout the year;

(¢} The use of country-programming covering a large proportion of bilateral
project and technical aid;

(d) Budgetary flexibility achieved via the judicious use of the somewhat
complicated general budgetary procedures and a certain latitude allowed DANIDA by
the Ministry of Finance and the Finance Committee of Parliament.

Te There are two main sources of budgetary flexibility. First, prayments under
certain heads can be brought forward from (and/or carried forward to) the next
financisl year to compensate for under or over-rayments in relation to aid loans
may be advanced or delayed according to the needs of the aid budget. These
adjustments are not, in theory, cumulative in that the funds budgeted for different
heads in the following fiscal vear are effectively debited or credited accordingly.
Second, where funds have been committed for the year in which they are appropriated
(which means broadly that there must be a legal agreement stipulating the funds to

be advanced in the fiscal year), they may be disbursed within two and a half months
after the end of the fiscal year.

9/ Cr shortly afterwards in certain cases - see below.

[eva
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8. It may be argued that the pressure to keep disburserments exactly in line with
appropriations in order to avoid losses Lo the programme is harmful, encouraging
ill-considered aid decisions and reducing the effectiveness of aid. DAWIDA
officials contest this and, while maintaining that DANIDA is understaffed, argue
that the pressure to spend is desirable in that, without it, a pipeline of
undisbursed funds could easily accumulate., This would conflict with the objective
of increasing real resource transfers to least developed countries.

Future planning

a. As earlier indicated (see para. 3) Demmark's aid disbursements are planned
in the context of a five-year rolling programme for aid appropriations designed to
achieve gspecifie ODA:GNP targets for each vear.

10. Hultiyear pledging to individuel recipients takes place in two ways; first,
via commitments of loans or project aid approved by Parliament, and second, via
country programming in relation to the four main or recipient partner countries.
Cnly the former is legally-binding in the Government. The latter, i.e. country
programming, is an indicative plannines exercise, which excludes loans, and is
carried out on the basis of four or five years rolling plans for the individual
countries. The country programmes are drawm up in conjunction with the recipient
countries. The programme figures are expressed in terms of current prices.
Adjustments within limits to allow for cost increases are permitted in respect of
those larger projects which require initial Parliamentary approval and further
adjustments are possible if they can be justified. Otherwise, there is scope for
the reallocation of funds within the country programme and this, combined with
the actual growth of aid receipts (usually in excess of indicative plan figures)
helps to prevent the adverse effects of inflation on project planning.

Multivear pledpging

11. Denmark currently has a medium-term rolling plan for its aid programme (see
above). Its existence is believed to have helped Demmark to maintain the growth
of the aid programme during the current recession. Apart from individual project
and loan commitments, the multiyear pledging of aid to individual countries is
restricted to the four main partner countries and is a moral rather than
legally-binding obligation to provide aid up to the amounts indicated for future
years. Given constitutional constraints, it is as firm as is possible. Although
an extension of the present programming approach is being considered, it is
unlikely that Denmark would extend the system to more than a few of its current
aid recipients. Apart from the administrative problems of so doing given DANIDA's
small staff, it is felt that in many cases the amount of aid given is so small as
to render the procedure inappropriate. TFurther, some recipients are not themselves
in a position to enter into a planning exercise covering four to five years. The
provision of indicative aid figures alone to such recipients might improve their
planning potential but Denmark is not prepared to "pledge™ aid without knowing how

food
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it is to be spent. Finally, Denmark is unwilling to lose the flexibility presently
enjoyed under the current partial programming approach to bilateral aid (which
might be interpreted as a way of saying that there are certain of its recipients
with which Denmark does not wish to enter into a longer term or closer aid
relationship than at present exists).

Maintaining the real value of aid appropriations

12. Current procedures for aid planning and appropriations ensure a growth in the
real value of aid appropriations consistent with GNP tergets - so long as there is
not a decline in GI'P. Planned disbursements to individual recipients are not
automatically protected from the effects of inflation but this is not deemed
necessary or desirable., While the aid programme continues to inerease, resource
transfers to individual recipients tend to be more than maintained in real terms
and there is some formal provision for cost adjustments in respect of individual
projects. Automatic protection is considered to be undesirable because it would
reduce the Flexibility of the programme.

Non--lapsing authority

13. Denmark is not prepared to endow aid appropriations with non-lapsing authority.
It would run counter to established practice and create an undesirable precedent for
other ministries. Moreover, it could well lead to the emergence of pipeline
problem.

Recyecling of interest and amortization

14. Return flows of interest and amortization on past development loans revert to
the Treasury., There is no need to alter this practice. Return flows of interest
are now negligible and scheduled to disappear with the current interest-free loan
policy. Meanwhile, since =2id is planned net of amortization, return flows of
amortization are effectively recyeled to the aid budget when the gross
appropriations are made.

Development tax

15. The officisl view is that a direct link between development assistance and the
question of taxation could have a negative impact on the necessary positive
attitude of the population towards development assistance. Further, officials
point out that, given that the provision of international aid is seen - or at least
promoted ~ as a social welfare obligation akin to that underlying domestic social
welfare provisions, it would be inconsistent to make a special case of aid,
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FINLAND

Annual appropriations, disbursenents and commitments

1. The Finnish aid programme is financed entirely from central government funds
appropriated annually by Parliament prior to the fiscal year (January to December).
Appropriations, which are voted for gross aid disbursements, are of two sorts:
estimate and transferable. c/ Istimate appropriations can be exceeded within certain
limits with the approval of the Ministry of Finance, and beyond those limits with
the approval of the Cabinet. (So far, however, the problem of Finland‘s aid budget
has been one of underspending rather than overspending.) Transferable
appropriations have to be used within two years after the budget year. The
development credits (or loans) appropriation is an estimate, arnd unspent portions
lapse at the end of the year. All other appropriations in the aid budget are
transferable appropriations and are effectively non-lapsing for three years.

2. The aid budget is divided into four heads (excluding that for administrative
expenditure): multilateral assistance, bilateral grant assistance, development
credits and humanitarian assistance. and, further, into subheads. The bilateral
grant assistance and development credits heads also include a plan of utilization
indicating appropriations for the three programme countries and aggregate
appropriations for other countries. PFarliamentary approval is reguired for
reallocation of funds between heads and subheads. Reallocation of funds within a
plan of utilization under a subhead or head can be approved by the Cabinet.

3. When approving the budget , Parliament also authorizes the Government to make
commitments for current year and two succeeding years. The authorization for

the latter two years covers only a part of the projected appropriations in the
following two years. It appears (from DAC sources) that the ceiling on authorized
grant commitments for the current fiscal year corresponds with last year's
appropriations and that for lcans is generally above the current year's
aprropriation figures. Commitments and pledges to individual countries and
multilateral organizations are always subject teo Parliamentary approval.

k., The carry-forward provisions for multilateral, humanitarian and bilateral grant
ald have permitted the emergence of pivelines, due to disbursement delays. That for
mitilateral aid is relatively small - currently just over 10 ner cent of anuual
appropriaticns for that head, while that for bilateral grant sid is just under a
quarter and that for humanitarisn assistance is roughly 16 per cent of respective
appropriations. These pipelines, however, are not taken into account when annual

¢/ These appropriation types exist in the rest of the budget together with
fixed appropriations. Fixed appropriations lapse if unspent in the fiscal year and
can only be exceeded if Parliament approves a supplementary budget.
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budgets are prepared. Thus, although the pipelines lead to some loss in the real

value of the aid appropriated to recipients, they do not adversely affect the level
of subsequent appropriations.

5. There has also been some growth in the pipeline of committed but undisbursed
funds. This is especially marked in relation to loans (or development credits).
Loan commitments are made under individual loan agreements which usually involve
disbursement over a four-year period. This period may be extended by mutual
agreement. Thus, while appreopriated loan funds lapse if not spent, commitments are
effectively rolled forward. Since the disbursement rate for loans has been
relatively poor (between 1970 and 1975 some 40 per cent of total appropriations
lapsed), 4/ and commitments have been increasing, the commitments pipeline for
loans has grown considerably, amounting to twice the level of the 1975 loan
appropriations at the end of 1975. C(learly, time-lags between commitments and
disbursement effectively reduce the value of aid allocated {although some time-lag
is inevitable given that loan commitments cover a multiyear disbursement period).

Forward planning

6. The annual aid budget 1s planned in the context of a five-year rolling plen
for all budgetary appropriations. The aid budget rolling plan is prepared by the
Ministry of Foreign Affairs, "adjusted” by the !Ministry of Finance and submitted
to Parliament together with the rest of the plan as an annex to the annual budget.
The plans are made in constant prices but are subject to annual revision and do not
in any way authorize ministries as to future expenditure.

T. Aid programming takes place in respect of three countries via three-year
rolling programmes revised annually. The aid totals for the second and third years
are indicative only, and made in current prices on the basis of Parliament's advance
commitment authorization (see para. 3 above)}. The planning figures given to
recipients are thus less than likely appropriations. The multiyear agreements
entered into with individual recipients are legally binding as far as they do not
exceed authorizations given by Parliament (and as far as this authorization can be
considered legally binding in international law). The allocation of funds to
different projects within the country programme can be changed during the annual
consultations between Finland and the recipient country. No special provisions
exist to allow for the effects of inflation on any forward commitments.

d/ Although it improved (along with disbursements under other heads) in 1975
with lapsing funds accounting for 19 vper cent appropriations.

/ooe
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Multiyear pledging
8. This exists in respect of programme countries and, to a lesser extent, of other

bilateral and multilateral recipients. There is no evidence to suggest that
Finland proposes to change its current procedures.

Protecting the real value of aid appropriations

9. All projected appropriations in the five-year rolling plan sre set in constant
prices. This device clearly provides no protection against cuts in the projected
appropriations, and without such protection inflation-proofing is of only limited
value. The Finnish authorities are, however, considering the possibility of
adovting a target date for achieving the 0.7 per cent ODA:GIP ratio. If a tarpget
date were adopted and ai¢ planning were changed accordingly (e.g., in line with the
other Nordic countries' procedures) so as to ensure meeting the target on time then
the real value of aid approrriations (and their growth) would be assured.

Hon-lapsing authority

10. Grants can already be carried forward and while annual loan appropriaticns are
lapsing, committed loan funds may be disbursed over a four-year period. The latter
arrangement appears to provide sufficient flexibility but has led to the growth of
a significant pipeline of undisbursed commitments.

Recyeling interest and amortization

11. The Finnish view is that adoption of this part of the resolution would not in
practice increase the funds available (of which, it might ke added, there is
currently no shortage!). HMoreover, Finland intends to phase out loans to the least
developed countries among her recipients and has also decided to allow these
countries to postpone repayments of principal on past loans until 1980.

Pifty~three per cent of Finland's total aid disbursements in 1975 went to least
developed countries, but it is not clear how far the above policy would reduce the
level of return flows. The latter amounted to LUS 0.6 million in 1975, roughly

1 per cent of total disbursements, and consequently are not currently of major
significance.
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FRANWCE
Annual appropriation, commitments and disbursements
1. France’s aid is financed largely out of budgetary funds, though the Caisse

centrale de coopération &conomique (CCCE) also raises loans on the capital market.
Fach ministry presents estimates of its budgetary requirements and the aid
appropriations for disbursement are voted annually by Parliament in the lois de
finance. France adheres strictly to the principle of annual budgeting, with the
result that each programme authorization voted by Parlisment is legally binding for
one year. However, supplementary budgets, (lois rectificatives de finance) are not
unknown, and the lMinistry of Co-operation has obtained increases in its over-all
ceiling to cope with excess expenditure on technical assistance in the last two
years. The impression given by aid officials was that multiyear pledging would only
be feasible if France had an annual target for the volume of aid disbursements. At
present, under the seventh Development Plan (1976-80), France intends to raise

its net aid disbursements to 0.7 per cent of GNP by 198C, though with the
gqualification that it expects other industrialized countries to do likewise. Aid
represented 0.62 per cent of GNP in 1976, but there is no systematic plan to achieve
individual targets in the intervening years of the plan. In view of the current
budgetary crisis (French ODA represents a heavier burden on the budget than on the
balance of payments) and the poor economic situation, it now seems less likely that
the C.7 per cent target will be achieved by 1980; it was moreover felt that it would
not be an appropriate time to introduce & form of general multiyezr planning of aid
even of a non-legally binding nature.

2. However , precedents have been set in the adoption of multiyear plans for other
types of government expenditure under the seventh five-year plan. Under the loi de
programme , the Ministry of Defence was allocated a rising annual proportion of the
national budget (16 per cent in 1977) for each of the five years of the plan, though
difficulties in implementing this multiyear arrangement are already being felt.
Similarly, the programme d'action prioritaire committed a global sum to export
promotion over the five-year period 1976-1080. The possibility of including overseas
aid in this latter arrangement (which involves a non-legally binding multiyear pledge
fixed in 1975 prices, not as a proportion of government spending) was considered

but rejected on the grounds that too many ministries and too many types of credit
were involved.,

Multiyear pledging

3. Lack of enthusiasm for formal multiyear planning is echoed by aid officials.
Since a legally binding commitment is not possible beyond one year, given the strict
budgetary rules, moral and political commitments to individusl recipient countries
are considered more suitable for long-term projects where each tranche is voted
annually within the individual ministry's budget, while recipient countries, in so
far as they are themselves in favour of the multiyear planning of aid inflows, can
normally count on the same volume of aid as the previcus year as a minimum. Iuch

/.
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therefore depends on the long-term political relationship between the recipient
country and France. Most of the countries aided by the Ministry for Co-operation
negotiated long-term co-operation agreements circa 1961 on independence. These
agreements encompassed military, cultural and economic co-operation but were of a
general nature not involving the stipulation of fugures relating to aid transfers.
At present these agreements are being renegotiated, the intention being to set up a
commission mixte for each recipient country within whieh the nature and extent of
France's medium-term interventions would be ocutlined. Such commissions mixtes are
already operating for 10 of the 26 countries in question, but in the case of oue
West African country, an early entrant into the scheme, the over-all aid figure
fixed for 1976-19T7 had to be renegotiated owing to subsequent disagreements on
projects previously accepted by the commission mixte.

L.  For countries outside the scope of the Ministry for Co-operation and the
Secretariat of State for the Overseas Departments and Territories (DOM/TOM), the
only facility for multiyear planning is the moral commitment embodied in the annual
protocoles financiers (loan agreements) drawn up with the Treasury that the volume
available is not likely to diminish from year to year. There is however no means
of guaranteeing its rate of increase.

5. Finally the only part of French aid expenditure which can be said to be
multiyear planned is the share (albeit large - it was 47 per cent in 1975) of
technical assistance. This is largely due to the fact that contracts for technical
assistance personnel are usually of two years’ duration and salaries are indexed

to compensate for inflation.

Preventing the erosion of the real value of aid

6. As indicated above, technical assistance expenditure is adjusted for inflation
on an individual basis by indexation of salaries. This can, however, mean that the
actual number of co-operation personnel provided diminishes in relation to the
planned level, while the budgetary appropriation for aid remains fixed. The other
alternative is to diminish the funds available for capital aid (in the case of the
budget of the Ministry of Co-operation). Mention has already been made of the
possibility of supplementary budgets to finance overspending, but the basic rule of
budgeting in current prices and on an annual basis applies to all French government
expenditure. Estimates of expenditure on projects mey include a 10 per cent margin
for inflation, but this seems rarely adequate, even on the faster disbursing
projects. Constant-price budgeting is not allowed under French budgetary rules.

Bon-lapsing provisions

T. The annusl programme authorizations may or may not lapse according to which
ministry is in receipt of the credits. Broadly speaking, all aid allocated to the
Francophone world is endowed with non-lapsing authority while expenditures in other
countries are much more closely controlled. The budget of the Ministry for
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Qo~operation is voted to the credit of the Fonds d'Aide et de Coopération (FAC),
and once here it remains available until disbursed. Technical assistance
commitments are automatically disbursed within the year, while for committed
project aid there is an automatic carry-forward from one year to the next. In the
past, even non-committed budgetary funds were allowed tc remain in the FAC without
lapsing for three or four years, but in the present budgetary situation this is
unlikely tc be the case. Similar rules relating to non-lapsing apply to the budget
of the DOM/TOM Secretariat of State, and any other loans which CCCE makes on its
own behalf (mainly toc the Ivory Coast, Gabon, Senegal and the United Republic of
Cameroon) are cutside the scope of legislative control. In the case of grants and
loans to the rest of the world, however, only one tenth of the credits voted in the
annual budget can be carried forward (for one year only) in the case of technieal
co-operation. Any undisbursed residue must return to the Treasury. Capital aid
(usually in the form of Treasury loans) is divided up into annual payment credits
which, if undisbursed after a year, lapse and return to the Treasury. Thus the
countries which France considers to be cutside her specific political and cultursal
sphere of influence seem to be much more harshly treated on this count.

Recyeling of loan backflows

8. A large proportion of French aid is given in the form of grants, therefore the
setting up of a special fund to rechannel return flows from loans was not considered
to be particularly useful. It would moreover confliet with the rule that government
receipts return to the general goverhment budget and cannot be carmarked for
specific purposes. Virtually all the credits disbursed by the FAC are in the form
of grants: locans represent only 1 per cent of the total. Amortization and interest
payments on loans from the Treasury (which are voted gross) return to the Ministry
of Finance as do return flows on development loans from other ministries. Only
where CCCE intervenes to make loans on its own account from money raised on the
capital markets (usually in Germany, Switzerland and France) with a treasury
guarantee do the hackflows remain in CCCE to be used as funds for new investment.

9. Though there is no provisicn for a special fund fer recycling the backflows on
government loans, it was polnted out that since the volume of new lcans plus the
costs of debt rescheduling far exceeds government income from interest and
amortization payments on past loans, the French Government considered that, in
practice, such receipts were recycled to development assistance, though there could
be no special provision for assuring that they were supplementary to the ceiling
voted in Parliament for the aid budget, or to the ceiling imposed by the Ministry of
Finanee on government lending.

Development tax

10. OCwing to the principle on non-affectation of government receipts, the idea of

a development tax to finance aid expenditure was not regarded favourably.
Parabudgetary taxes require special legislation to permit their use for s specific
purpose. Though a few precedents exist - for instance, the annual tax on television
owners iz used to finance the operations of the broadcasting authority - it was not
considered likely that Parliament would approve such a procedure for development aid.

[on.
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GERMANY , FEDERAL REPUBLIC QF

Annual appropriations, commitments and disbursements

1. Bach year, requests for expenditure 4o be made in the following year arc
presented to the Federal Parliament in the Federal Ministry for Feonomic
Co-operation (BMZ) aid budget, Einzelplan 23. In practice, however, there are two
aid budgets, since Parliament authorizes not only annual cash disbursements but
also votes fresh commitments each year for expenditure in the next four years. In
some cases, Parliamentary commitments suthorizations even stipulate the years when
disbursements can be made. Both buldsets are legelly binding and thus there is =
very close connexion between annual cash appropriations voted by Parliament and the
level of commitments previously approved for disbursement in that year. All cash
appropriations are based on previous commitment authorization, with the exception
of emergeney relief aid and some multilateral payments. A disadvantage of the
system is that any multiyear commitment appears in its totality in that year’'s
comritment budget, even though its disbursement may not besin until later.
Furthermore, because of the double limitation on expenditure, disburscments in a
given ycar cannot effectively be raised above a level which exceeds the
cormitments autherization votedé in the past. Where the level of commitments
authorizations is adequate, however, supplementary budgets to raise the level of
cash apprepriations to meet current year obligations can be introduced, as was the
case in 1975.

2. Planning for cash payment authorizations is undertaken by the BMZ in a
nzdium~term plan covering a four-year pericd and rolling forward each year. The
over-all volume of aild within the multiyear plan is projected to follow the expected
increase in GIP, though the recent spending curbs, introduced in order to reduce

the growing deficit in the Federal budget have seriously affected the medium-term
plan. Forward planning with Parliament approval is, however, possible to the

extent that authorized commitments to specific types of aid are lepally binding.

3. Although Germany has an extensive system of country-programming for its aid,
in particular with its 20 countries of concentration, the strict budgetary rules
referred to above mean that a firm commitment on aid volume can only be made for
the first year of a country programme. Some major reciplents (notably India) have
exceptionally received firm commitments for the first two years of their programme,
but BMZ is reluctant to extend this practice since the sums committed for both
years have to be voted in the annusl commitments budget, thus in practice reducing
he amount available for other country prograrmes. Recipient countries are
usually given to believe that they can expect at least an equal arount of aid (in
nominal terms) in future years, but future volume indications of a more precise
nature cannot be given, even though planning totels for the four years of the
multiyear programme are calculated for internal purposes.
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Multiyear pledging
4,  Subjected to a strict annual budgeting of both commitments and cash

disbursements, the German Government cannot pledge its aid beyond the coming
financial year. All estimates of public expenditure appear within a four-year
rolling plan, revised annually, and the BMZ establishes a medium-term plan for its
aid programme on the basis of this, but both plans are subject to substantial
alteration (as occurred in 1976) and firm guarantees on totals can only be given
for the coming year. For individusl country recipients with which the German
Government has established general advance agreements, the over-all volume of aid
can be committed firmly only for the first year. In view of the need for
Parliamentary authorization the German Govermment is unwilling to give indications
of aid volume beyond the first year, though a few exceptions for major recipients
have been made.

Protecting the real value of aid against ercsion

2. Budgeting in constant prices is contary to German budgetary practice, though
de facto adjustments in the over-all volume of aid are made as the rolling plan
comes up for renewal each year. Disbursements are nevertheless dependent on
previocusly authorized commitments, the value of which might have been eroded by
inflation in the case of slow-maturing projects. The BMZ's share of the Federal
budget is indieated for four years in advance within the context of the rolling
plan for public expenditure. Monetary totals are derived from the share allocated
to Einzelplan 23. But these indications of shares are subject to alteration by
the Cabinet. Thus, in 1976, when the BEM? share was reduced frcm 2.3 per cent to
1.G per cent, there occurred a 13.2 per cent decrease in BMZ budget in nominal
terns, and a further decrease in real terms. Disbursements to individual
recipients can only be adjusted on an ad hoc basis to compensate for increased
costs to the extent that items in the cash appropriations budget are not exceeded.

Non-lapsing authority

6. Unused cash appropriations voted in the Federal budget normally lapse at the
end of the financisl year. Although they may be carried forward for one further
vear under special provisions, the amount carried forward has to be included in
the following year's total for cash appropriations when Parliamentary approval

is sought, so in aggregate there is no benefit from the non-lapsing provisions
which can be applied,

Recyeling loan backflows

T, Since 1971, Germany has maintained a revolving fund for amortization payments
on development losans (Tilgungsverrechnungskonto}. All return flows of
amortization are held by the Kreditanstalt fir Wiederaufbau where they are used

fove
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to finance new loans. The fund currently accounts for around 10 per cent of total
German capital aid. At present, repayments of interest return to the Federal
budget. The BMZ considered the possibility of recyeling these backflows directly
into the aid programme but judges that opposition from the Finance Ministry (rather
than from Parliament) would effectively prevent such an initiative at present.

Development tax

8. A special Federal tax to finance the German aid programme would be acceptable
neither to the Government nor to the major parties, particularly in view of the
substantial tax reforms introduced in 1976, the concern about the budgetary
deficit, and the general lack of interest shown by the German public for
development issues. Voluntary contributions to non-government organizations
active in the aid field (particularly the churches) are considered a more suitable
means of raising the individual's level of involvement with the developing world.

Joen
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ITALY
Annual appropriations and forward planning
1. Parliament dces not exercise over-all control over aid volume as a whole,

since bilateral loans are financed by credit institutions whose assets are all
privately owned. A secparate appropriation of funds to cover interest subsidies is
voted by Parliament to cover disbursements over a multiyear period (currently for
the period 1976-1980). Approcpriations for contributions to multilateral
organizations are voted separately, and a further separate vote provides
approepriations for bilateral grants. Since 1971, technical assistance expenditure
has been the subject of a special law covering & five-year period. Apprcpriations
were voted in 1971 for disbursements in individual years of the programme, and
supplementary financing was made available to extend the programme to 1976. A
new draft law on technical co-operation to cover annual disbursements for the
pericd 1977-1980 is scheduled for spproval by Parliasment in 1977.

2. In recent years, multilateral contributions and the technical co-operation
programme have been the main elements of Italian net ODA flows. Although
appropriations for interest subsidies for bilateral loans have Teen made it is not
cxpected that any new bilateral development loans will be made before 1978 in view
of the unfavourable situation on the private capital market. Tt is for this
reason that the system of multiyear planning adopted for technical co-operation
could serve as a model for a law to co-ordinate financial aid, which does not
currently benefit from any systematic forward planning. Despite both inflation
and the fgll in value of the lire, budgetary appropriations made in 1971 for the
five~year technical co-operation programme were adequate to ensure growth in

real terms. The new draft law provides for total expenditure of $184 million for
the pericd 197T7-1980 with increasing annual nominal figures for disbursement in
each year of the programme. Recipient countries which are in a positicn to
reimburse some of the costs of the programme will be expected to do so under the
new law, and such revenues will be recyecled to ensure that the new programme
continues to expand.

Multiyear pledging

3. The only part of the Italian aid programme which can be said to be multiyear
planned is the technical co-operation programme. Commitments to individual
recipient countries can be undertaken within the limits set by the annual
disbursement allocations fixed under the programme. Budgetary allocations for
interest subsidies are voted in advance, but it is not clear what happens to these
when (as is currently the case) finance from the capital market for development
loans is not forthecming. Multilateral commitments often suffer from delays in
obtaining Parliamentary approval, and conseqguently are often paid in arrears.



a/32/1k49

English
Annex
Page 23
Maintaining the real value of aid appropriations
4.  Disbursements under the technical co-operation programme are fixed in lire

at current prices, but allowances for increased costs in the future years of the
programme are made when framing the law. The rest of the Italian aid progremme
seems to be undertaken on an ad hoc year-to-year basis, is heavily dependent on
the state of the capital market and Italy's own balance-of-payments situation, and
i1s consequently not protected against inflationary erosion. Moreover, Italy
employs no mechanism to ensure that annual aid appropriations follow the trend in
GHP.

Non-lapsing authority

5. From the limited information available, it appears that budgetary
appropriations lapse if they are not disbursed in the financial year for which they
are voted. The financial year runs from January to December.

Recyeling of loan backflows

6. The Italian Government does not make bilateral development loans on its own
account, offering only interest subsidies which are paid out of the grant aid
budget, plus its guarantee. Repayments of interest and principal therefore revert
to the credit institutions which provided the loan. Since 1975, however, Italy

has been requesting the richer developing countries to reimburse some of the

costs of the technical co-operation programme, previously provided as grants. Such
contributions will form a revolving fund to be used solely for the technical
co--operation programme.,

/oo
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JAPARN

Approprigtion, commitment and disbursement procedures

1. In Japan, the principal sources of financing for the aid budget are the
regular appropriations from the Parliament which finances mainly grants and
multilateral contributions, and special cost-bearing funds which consist largely
of pension and postal funds. While precise figures are not available, it appears
that as much as 50 per cent of Overseas Economic Corporation Fund (OECF) funds
originate from the trust funds, while the remaining 50 per cent is accounted for
by Parliamentary appropriations.

2.  With respect to loan projects, disbursements take place on the basis of annual
Parliamentary authority which ensures that once project implementation commences a
fairly precise profile of disbursements can be anticipated. When underspending
takes place, it is not generally possible to switeh resources to other projects

or arecas. Owing te the stringent conditions which exist as regards disbursement
procedures, Japan tends to experience a ratio of annual disbursements to total
commitments of about 18 per cent. An expansion in aid programmes will have to come
either via significant changes in the policies and procedures regarding
disbursements or a significant expansion in the commitments base.

3. Budgetary procedures in Japan require all expenditures to be authorized on an
anmial Pasis. Although it is not possible to undertake legaily binding commitments
for aid for a pericd exceeding one year, multiyear commitments may be undertaken
since the Parliament in practice honours the commitments undertaken by the
Government. In this regard, the budgetary policies and practices with respect

to external aid are consistent with procedures adopted for domestic expenditures,

Multiyear pledging

L. Mthough Tormal country programming, cencompassing advance pledging of aid to
recipients, is not undertaken in Japan, the aid institutions do undertake a broad
economic analysis of each major recipient, together with an assessment of the
recipient's capital requirements over a longer term period. This analysis does not.
however, form a basis for multiyear pledging of assistance. However, as Japan's
ald programme expands and the administration of aid is centralized, systematic
country programming and multiyear pledging is expected to become a feature of the
ald programme,

Hon-lapsing provisions

5. In Japan, undisbursed aid funds that are voted by Parliament nay be carried
forward from the current budget to the next year. Up to 50 per cent of the aid
budget resources come from special trust funds such as the postal and pension funds,
which are made available to the Japanese aid institutions for undertaking

/...



A/32/149
English
Annex

Page 25

commitments. If such commitments with regard to the ceiling provided by the
special funds are not entered into in a given year, the funds in effect lapse and
revert back to the special trust funds. Since commitments to the full extent of
the available budgetary authority are not entered into, in practice lapsing does
not pose a serious problem.

Interest and amortization receipts

6. Reverse flows con account of amortizstion payments, together with government
subscription and borrowings from the Trust Fund Bureau constitute the funds of
the ¥xim Bank and OECF and becomes available for new lending. Interest receipts
on past loans by the Exim Bank may be used to mecet a part of the bank‘’s operating
costs.

Maintaining the real value of disbursements

T-  The Japanese budget is voted and appropriated on the basis of current prices
as is the rest of the domestic budget. In times of rapid inflation, therefore,
there is frequently the danger that the real value of commitments in the pipeline
may erode substantially. The aid budgeting procedures do not contain provisions
to meet contingencies such as cost overruns in a systematic way. As regards
individual projects, funds are made available on an ad hoc basis to counteract
the effects of cost overruns. Cccasionally, as a regult of the revaluation of
yen, it is alsc possible to allocate the extras resources available for purposes
of mitigating problems of cost cverruns but this remains a rather small and
insipgnificant sum.

Development tax

8. This proposal is nct viewed favourably by Japanese aid officials principally
because it is not likely to find much political support in the Parliament.

/ov.
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HETHERLAHDS

1. The annual budget for development co-operation is presented to Parliasment by
the Minister for Co-operation and voted by the Lower House in September, It is
broken down into ODA items and non-ODA items, the latter including information
activities within the Netherlands, subsidies for interest payments on the loan
bprogramme , structural adjustment within the Netherlands and the reception of
immigrants. The Government declared on taking office in 1973 that, irrespective
of any economies that might prove necessary in the govermment budget, the gross
amount allocated to development co-operation (i.e. in both parts of the budget)
would reach 1.5 per cent of net national income at factor cost in 1976. This
share, representing commitments and corresponding to 1.22 per cent of GHP at
market prices, was reached in 1976 and it is the intention of the Government®s
multiyear plan for expenditure to maintain this level until 1980. A1l politiecal
parties are committed to maintaining a high level of aid in future years:; all are
agreed that the 1.5 per cent of GNP figure should be regarded as a minimum for the
beginning of the next decade, while the two progressive parties favour a new
target of 2 per cent. This seems to reflect the substantial support for and
avareness of development questions on the part of the general public in the
Ketherlands.

2. Within this target for gross comitments relating to all development
co-operation activities, the level of net disbursements of QDA reached (.75 per cent
of GNP in 1975 (meeting the United Nations target for the first time) and

0.8 per cent in 1976. It is planned to increase the share of ODA disbursements by
0.05 vper cent of GIP per year over the next four years, arriving at 1.02 per cent
of GWP for net ODA disbursements in 1980. The HWetherlands authorities plan to
achieve this latter target by (a) a progressive reduction of the proportion of
non-0ODA items In the aid budget: (b) a shift from commitments budzeting to
disburseuent budgeting; and (¢) drawing-down of the sizeable amount of aid in the
pipeline.

3. In the past, the method of fixing a nominal figure for the amount of aid to
be committed in advance in a multiyear programme for aid and deriving the aid:GHP
ratio from this meant that the real value of this aid was subject to erosion by
inflation. Since 1975, the budget figure for aid has been fixed as a ratio to

net national income so that the real value of the aid ceiling is not affected by
inflation. (Itis however, adversely affected by unexpectedly slow rates of growth
of national income.)} Aid programming can still proceed with nominal indicative
figures, but these now form a financial statement outside the budget accounts
proper. Flexibility is allowed to the extent that overexpenditure on any budget
items relating to development aid can be made as long as the over-all aid ceiling
is not exceeded. In response to the United Hations Secretary-General’s appeal for
aid for the most seriously affected developing countries in 197h, a supplementary
budget was approved, though this was an exceptional occcurrence.

/os
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Multiyear pledging
4, Hultiyear planning of zid is now done within a four-year rolling programme, in

the light of the annual share of aid: net national income pledped by the Government.
It is adjusted annvally so that each year a further year is added to the planning
period. It is also adjustable within the budget year to permit disbursements to be
made according to changing priorities, in particular to channel funds into direct
aid ¢/ and into disaster relief operations. Wew commitments of bilateral aid are
now made for the first year only. In the past, technical assistance pledges were
made to target countries for the whole period of the multiyear plan, while
financial aid was pledged firmly for the first year, with the undertaking that the
recipient could expect at least the same nominal amcunt in the following years.
This striet planning procedure (which resulted in a rapidly increasing pipeline of
undisbursed commitments) has now been sacrificed in favour of increased flexibility
within the aid plan. Moreover the shift to disbursement budgeting is being made in
anticipation of the new Accounting Law (Comptabiliteitswet) which is expected to
come Into force in July 1977. It will require all government departments to budget
on the basis of expected annual cash disbursements. Under the old law, all
commitments had to be voted in the annual budget presented by the Minister for
Development Co--operation even though they were intended for disbursement cver
several years. With the non-lapsing authority which the Dutch Govermment accords
to its aid appropriations (as it does also to military and sea reclamation
expenditures) this meant that the pipeline (Stuwmeer) of undisbursed commitments
became very large. Until 1973, funds in the pipeline consistently exceeded the
annual budgetary appropriations for aid. By 1976, it had decreased in relative
terms (though its size had increased in nominal terms) to 57 per cent of the

anhual aid ceiling.

5. Although still in a transition stage, the move towards budceting on a cash
disbursements basis is a means of providing a closer link between the annual a2id
budget and the multiyear rolling-aid programme. Dutch procedure is thus
characterized by a firm undertaking to malke available a given volume of aid in
future years. This volume is derived as a share of national income and not vice
versa. Individual categories of aid expenditure are drawn up within a rolling
four-yesr plan, but the tendency is to increase the amount of flexibility within
this plan. Thus, while the Hetherlands Govermment iz firmly committed to providing
developing countries as a whole with firm indications of its aid flows in future
years, it is now less inclined to provide individual recipients with multiyear
plans for its aid expeunditures, preferring to increase or decrease disbursements
according to the performance of the recipient country and the need to divert
budgeted funds to emergency situations.

Freventing the ergsion of the real value of aid

G. The Netherlands authorities have successfully overcome the problem of
inflationary erosion of the aid ceiling by fixing the wvalue of the ceiling as a

e/ Broadly defined as aid to the poorest countries and population groups which
are affected by permanent or semi-permanent emergency situations other than short-
term natural disasters. /
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proportion of national income for the years up to 1980 and deriving the nominal
figure from the aid/net national income or aid/GNP ratio. The problem remains to
mesh the financial planning figures (for development co-operation as a whole and
for the ODA disbursements component) with the annual planned ratic, and this is
being achieved through increased flexibility with regard to adjustments between
faster and slower disbursin; budget items and through the introduction of aid
budgeting within the multiyear programme con the basis of expected cash disbursements.
The Dutch Government is however conscious that repayments of interest and principal
on loans Tixed in Duteh guilders - a currency which has apprecisted in recent

years against most major currencies including the United States dollar - nmight
impose an excessive burden on developing countries whose export trade is conducted
principally in weaker currencies. 1 has therefore proposced to one major recipient
of its development loans that, while the loans would continue to he expressed in
guilders, their value in terms of special drawing rights (SDRs) would be esteblished,
and any appreciation of the guilder in relation to the SDR which has occurred by
the time interest and amortization payments are due would be used as an index to
deflate the repayments. This would mean that the Netherlands would receive a
smaller aumount in guilders than the debt owed by the developing country, and a
further provision would be made that, in the event of the guilder depreciating
against the SDR, no adjustment need be made. Though no formal agreement on this
procedure has yet been reached, it seems to be an interesting initiative which

some other donors benefiting from strong currencies wight wish to consider.

Hon-lapsing authority

7. Traditionally, aid appropriations like those for domestic expenditure on
defence and sea reclamation are automatically endowed with non-lapsing authority
once vobed by Parliament. Under the new Government Accounts Law, however, the
Minister for Development Co-operation has to indicate which parts of his budget
are non-lapsing. Unspent appropriations which do not fall intoc this category will
require special approval ty Parliament if they are to be carried forward. Aid
officials did not, however, expect that there would be any losses under the new
accounting syster:, particularly as the aid budget would be drawn up increasingly on
z disbursement basis. Moreover, although it is the intention of Parliament to
reduce the size of the pipeline of undisbursed aid commitments (standing at an
estimated D.F1. 1,654 million in 1976), there is no insistence that this sum should
be all spent within one year, nor that the unspent portion sheuld lapse. An
example of a project commitment in the pipeline is a D.F1. 25 million migration
project for Indonesia which was committed three years ago and is expected to start
disbursing only in 1978,

Recycling of loan backflows

8. SGince 1975, the Hetherlands has adopted a system of making lcans on terms
corresponding to the cconomic situation and development prospecis of the recipient
country, as assessed by the Netherlands authorities, there being five categories of

fonn
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terms in addition to grants. Although the Govermnment has considered the possibility
of setting up a revelving fund for return flows on past development loans, no

action has been taken becausc it feels that the funds voted by Parliament for
development co-operaticn are adequate and the requests of the Minister are rarely
disputed. Parlismeat would look with a more critical eye on a system which
automatically rechannelled funds to a perticular activity. Thus the situation

will remain as it is at present, return flows on government loans reverting to

tae Treasury and bheing used as general revenue.

Development tax

9. The high level of aid and the ease with which budgetary appropriations for aid
are wade 1s also a reason why a special development tax is considered unnecessary
in the Hetherlands. It is also undesirable in view of the unfortunate experience
the Government has had recently in collecting revenue from a special tax it

impogsed to cover payments to the Kalkom fast breeder nuclear reactor project. So
many tax payers objected to this special tax on conscientious grounds that a
Turther special tax had to be devised for the objectors. Although aid issues
receive very Tavourable treatment by the general public in the Netherlands, a
similar reaction to a development tax could not be ruled out, and the Government
therefore prefers to continue to Tinance its aid budget out of general taxation.
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NEW ZBEALAND
Annual appropriations, disbursements and commitments
1. The aid programme is financed entirely from central govermment funds

appropriated anmually by Parliament. Appropriations are for gross disbursements.
Return flows of interest and amortization are channelled directly into consolidated
revenue and are not taken into account in the determination of annual
appropriations (but given the terms of New Zesland's aid, these flows are
negligible in relation to total aid). Appropriations lapse if not spent during

the relevant fiscal year, and there is no provision for supplementary
appropriations.

2. Disbursements have been maintained in line with sppropriations so that
lapsing has not resulted in a loss of funds to the budget. Indeed in the last two
years, there has been some overexpenditure of the aid allocaticn due to
"unexpscted overruns”. This disbursement performance has been assisted by an
over-commitment policy in relation to bilateral aid whereby the Ministry of
Foreign Affairs has been allowed to enter into commitments of {now) 130 per cent
of expected cash disbursements in the context of the Forward Aid Programme

{see below).

3. Formal aid commitments by the Government are constrained by the fact that
appropriations for expenditure are made anually by Parliament. However, the
Government is able to enter into formal commitments in covering future financial
years for individual bilateral projects and multilateral contributions provided
that they cen be covered by resources expected — on a conservative estimate - to be
available in future years. No automatic provision exists for offsetting the

effect of inflation on past commitments but the latter are regularly reviewed and -
depending on the priorities of developing partners - adjustments can be made within
thelr respective country allocations.

Future aild

L, Aggregate ald appropriations are determined annually in the context of
circumstances at the time and - as with other central government appropriations -
no planning figures are advanced for total aid appropriations in future years:
progress towards the 0.7 per cent target is thus an ad hoc affair.

5. Multilateral aid is not subject to any forward planning except in so far as
certain commitments are made on g multiyear basis. Bilateral aid, however, is
planned in the context of three-year rolling programme: <the Forward Aid Urogramme
{FAP). FPlanning figures for the period are adopted for bilateral capital and
technical assistance to cach of New Zealand's aid partners. These figures form the
basis for three-year country aid programmes drawn up in consultaticn with
individual recipients and, in principle, endorsed by government ministers prior to

[eus
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implementation. The figures for the second and third years are set in current
prices and are indicative only. None the less, it is believed that the existence
of FAP may help to protect the bilateral component of the programme when public
spending cuts are made,

Multiyear pledging

6. The FAP system, although not involving a formal commitment, is designed to
assist New Zealand's aid partners to plan the use of aid resources over a
three-year period. Clearly, the partial nature of the system, in the absence of
plan figures for total aid, could result in multilateral aid flows bearing the
brunt of any curtailment in total aid appropriations.

Maintaining the real value of aid appropriations

T. Government officials' comment on this point is that "Few Zealand remains
firmly committed to the 0.7 per cent target but the rate at which it moves towards
the target will inevitably be determined by its own economic situation'. There is
thus no provision to protect total aid appropriations from the effects of domestic
inflation.

Non-lapsing provisions

8. It is held that such provisions are not required as allocations have been
fully disbursed.

Recyeling return flows to the aid budget

9. This is not envisaged. In the light of New Zealand's predominantly grant
aild programme, it is also arguable that it is an issue of very minor importance.

/ene
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NORWAY
Annual appropriations, disbursements and commitments
1. Disbursements under Norway's aid programme are financed entirely from central

government funds appropriated annually by Parliament. The aggregate appropriation
figure for a given fiscal year (January to December) is worked out early in the
preceding year on the basis of the ODA:GNP target ration for that year contained in
the rolling four year aid programme. The target ODA figure is for gross aid (but
return flows of interest and amortization are currently negligible) and includes
expenditure on aid administration, public informstion and support for development
research. The latter is currently less than 3 per cent of total aid appropriations.
The GNP estimate for the coming fiscal year is made at estimated current prices for
that year, as is the appropriations figure derived from the estimate. Estimates
for actual appropriations in the three succeeding years are also made in terms of
the prices for the coming fiscal year. No adjustments are made to the total
appropriations for a given year once they have been voted (just before the start of
the fiscal year), but it is held that any discrepancy arising between the target
and the actual ODA:GNP ratio tends to be negligible.

2. The annual budget is voted in some detail. Appropriations are made for
individual programme countries (see below), multi-bi projects f/ and individual
multilateral organizations and for individual projects in non-programme countries.
Budgetary flexibility is provided by the existence of a budgetary reserve item in
the aid vote; by the possibility of amendments to the budget when it is voted (to
taeke account of changes occurring during the interval between its preparation and
its presentation); and by the possibility of supplementary appropriations (usually
two) during the fiscal year. The latter provide an opportunity for expenditure an
new projects to be approved and for funds to be reallocated between budget items.
The Ministry of Foreign Affairs has authority to reallocate funds within a given
country programme,

3. Appropriations for multilateral aid lapse if not disbursed during the fiscal
year, but appropriations for bilateral aid and for multi-bi projects can be carried
forward for two years. Given the relative ease of multilateral zid disbursement
and the existence of the budgetary reserve item, aid funds are effectively
non-lapsing. Norway has had some problems in disbursing its aid but these are
attributable more to the rapid growth of the programme combined with only a limited
growth in the numbers of aid personnel than to the relative lack of spending .
pressure resulting from the provisions on lapsing. The pipeline of undisbursed
funds which represented about one third of the 1973 budeget at the end of that year
has now been reduced to around 10 to 15 per cent cof the budget in any fiscal year.
This achievement is due partly to changes in the budgetary system involving some’

I/ Projects undertaken by multilatersl organizations with direct financial
support from Norway.

/oo,
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delegation of Parliamentary authority but mainly to changes in aid composition and
aid management. In particular, the streamlining of the country-programming
approach and increased flexibility as to the use of aid - for instance, for
budgetary and programme support, for locsl and recurrent costs - has helped to
reduce the pipeline problem.

L. There has been some concern, voiced by DAC, inter alias, that Norway's current
disbursement rate, achieved with only modest increases in administrative staff, may
be at the expense of aid effectiveness. The Norwegians, whose aid programme in
respect of its volume, composition and geographical allocation provides a mecdel for
most DAC countries, are not so concerned. Officials note that the disbursement
problems met by other donors are not unrelated to the restrictions they place on
aid use. And the point made by the Government in relation to budgetary support in
its recent report to Parliament deserves consideration by other donors:

"Tt is the CGovernment's view that, having assessed a country's general economic
position and its policies, it cannot permit the desirability for detalled
supervision and control to act as a hindrance to development ... :

extensive control activities will require a relatively substantial effort by
the donor country and not least by the recipient country both as regards
personnel and money, quite apart from the fact that such control measures may
have a delaying effect, It is therefore always necessary to consider whether
such control measures are in reasonable proportion to the desired results.” g/

5. Paliamentary approval is theoretically required for any commitment involving
expenditure from central government funds in future years. This approval is not
always sought nor is it always required since considerable authority has been
delegated to govermment and to the Ministry of Foreign Affairs specifiecally for
individual project agreements. Where approval is required it is customary to go
ahead with the agreements but to insert a clause "subject to Parliamentary
approval'. '

Fubture aid planning

é. The aid programme is planned in the context of a four year rolling programme,
which provides indicative figures at constant prices for total aid appropriations
in the three years following the current fiscal year and target ODA/GNP ratios for
those years. There is a firm political commitment to the targets, and especially
to the 1 per cent target. Consequently, wvrovided Norwey's economy remains healthy,
the growth in real terms of future aid appropriations is assured.

T. Multiyear pledging to individual recipients (as opposed to specific projects)
effectively takes place in relation to the seven programme country recipients and

g/ Norway's economic relations with developing countries, Report to the
Storting no, 94 (197hk-75), NORAD, p. 43.
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to one of twe other countries afforded special treatment - h/ although not as a
legally-binding commitment. Programme and "special case" countries are provided
each year with indicative figures for the rolling plan pericd. On the basis of
these, a detailed programme is put forward, appraised by the Norwegian Agency for
International Development (NORAD) and approved by the Ministry of Finance. An
agreement is then negotiated between Norway and the recipient covering aid
disbursements for the period, Plan figures for the last three years are indicative
only and expressed in current prices, but the recipients can treat these figures as
a mwinimum for their future aid receipts and can expect actual aid to increase in
real terms. There are specific provisions for underspending within the country
whereby - usually - the residual unspent allocation for any year goes to the local
Development Bank (either for specific approved projects or - as in the United
Republic of Tanzania now - under a general agreement relating to the use of such
funds). Funds for planned expenditure on agreed projects or programmes which are
diverted in this way are not permanently lost since they can be made up in
siubsequent years.

Multiyear pledging

8. As indicated above, Norway effectively "pledges" most of its bilateral aid.
The extension of this country programming system is limited by Norway's policy of
geographical concentration on countries whose policies are developmentally oriented
snd consistent with social justice. This policy reflects Norway's own
administrative constraint and its desire to use its aid to the greatest effect.
There are currently plans to extend the country programming approach to two other
countries. TFurther extensions are unlikely and, guite apart from Norwegian policy,
would be inappropriate in some cases given the deficiences in certain recipients'
planning.

Maintaining the real value of aid appropriations

9. The growth in the real value of aid is ensured by the pelitical commitment to
and public support for the ODA:GNP targets in the context of the rolling programme.
No need is seen for adjustments to appropriations during the fiscal year since good
estimates result in appropriations very nearly on target in any case. With a
rapidly growing programme, moreover, there is little case for fine adjustments of
this sort. Individual programmes and projects are similarly protected from the
impact of rising costs and no need is seen for any automatic indexation.

h/ For example, the Socialist Republic of Viet Nam which has received
reconstruction aid from Norway.

fon.
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Hon-lapsing provisions

10. Bilateral and multi-bi aid is effectively non-lapsing as a result of current
budgetary procedures., Multilateral aid is lapsing but this ecreates no problems for
those disbursing such aid.

Recyeling of interest and amortization

11l. Interest and amcrtization on past development loazns are paid into Treasury
funds but such flows are negligible (equal to 0.3 per cent gross disbursements in
1975) and no advantage is currently seen in adopting measures to recycle them into
the aid programme. As Norway develops its lcan aid programme, however, the
treatment of such flows will require consideraticn.

Development tax

12. Torway is against the levying of a separate tax to finance its aid programme,
chiefly on the grounds that it would be counter-productive to do so, having an
adverse impact on public support for the programme. Indeed, Norway has only
recently abolished its own development tax - a separately specified tax levied
directly - which financed most of its programme between 196hk and 19TLk.

/...
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SVEDEN

Annuel aid appropriations, disbursements and commitments

1. Apart from IBRD capital subseriptions made sworadically by the Central

Bank, i/ all Sweden's development assistance is financed by annual Parliamentary
approvriations from central government funds. The gross appropriations figure

for a given fiscal year is now determined in accordance with the 1 per cent
ODA:GUP budget. The ODA target figure is defined as aid sppronriations for
expected disbursements net of smortization and interest on past aid. (Actual
return flows of amortization and interest are paid directly into central
government funds.) The target figure includes charres for the administration

of the programme and associated Comestic expenditures (e.g. on public information)
wvhich accounted for 2.7 per cent of the 1976-1977 apvropriation. The GNP base for
the target is the estimated GNP for the calendar year in vhich the appropriation
is to be made i/ (i.e. 1977 for the fiscal year July-June 1977/78).

Appropriations are made before the start of the fiscal year {and budget proposals
are put to Parliament some six months before 1 July). TWo provision exists,
however, for any adjustment to the annual appropriations towards the end of the
fiscal year s¢ as to ensure thet the ODA tarpet is actually reached.

2, The aid programme budget is divided into three heads: multilateral aid;
bilateral aid; and administration, information, recruitment, etc. Fach head is
subdivided, providing allocations of aid to the main multilsteral organizations
and the more imrortant bilateral recipients and aid for specific purposes, e.g.
emergency =aid, humanitarian aid, international food aid. These allocations are
proposed by the Govermment, the budget having been prepared by the Swedish
International Development Agency (SIDA) and the Office for International
Developrent Co-omeration in consultation with other ministries. They are
scrutinized by a Parliamentary Standing Committee before being debated and voted
upon in Parliament, and generally the Standing Committee introduces some changes -
usually small - to the Government's proposals.

3. Once voted, the aid appropriations are non-lapsing. It is of interest to note
that this authority is not peculiar to aid appropriations tut shared by a
significant proportion of other budpetary appropriations. Uhile appropriations are
for expected disbursements in the fiscal year, actual disbursements have failed to
match appropriations in the recent past with the result that a pipeline of
undisbursed funds has accurmlated. At the end of 197L-1975, it was equivalent to
six months' appropriations but has since diminished - at least in relative terms -
as the disbursement rate has improved and total appropriations have increased.

The pineline is of undisbursed bilateral aid: multilateral aid disbursements pose

i/ Not inecluded in aid planning.

J/ Fiscal year GNP estimates are not available from the Ministry of Finance.

/eve
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the Government has accepted the ©.7 per cent GUP target, the
pmitment either orn the part of Government or rarlis
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governnent spending over a four-year vericd bub
ezt to revision and ald has nolt heen protected Trom
R 's seceptance of the tarsget.

10,  dultiyear pledging of wilateral aid takes place only in ths context of

individual sid ssresm

wnts (sece above)., There is no formal system indicative or
otherwise, for providing recinients with fisures for their total ald recipient from
Britain in future yesrs., iowever, the widely used svsten of agre qg a total szum
cf fimanmciazl aid for projects to he agreed later provides a useful, if partial,
multiyear fraumeworl for recipient planners. Multiyear pledging cf ”ult¢7ducral aid
alsc takes place only in the sense that some agreements constitute aid cormitments
for a multiyear period.

FProtecting aid appropriations from the effects of inflation

1l. Tnere is no provision for raising the ceiling on annual disbursements Lo teke
account of inflation during the fiscal vear. To the extent that future aid
expenditure is planned in constant prices, planned aid appropriations ars p
from inflation., However, because the government plans for aid expenditure may be

avised dovnwards (as recently occcurrad), this system does not ersure that the real
vziue of ald appropriations will be malntained from year to year.

robected

12, Aid 21locations to individual recinients are set in current prices and are not
automatically revised upwards to allow [or inflation, although the real value of aid
may effectively be protected by fresh aid agreements,

Hon-lapsing provisions

13, Although the general budgetary rule is that funds lapse if unspent, OO has
beer allowed & limited carry-over wrovision to wmitigste uaderspending © TOOlP”b of
the aid programme, The pece of inflation since 1074, when the carry-over maxizs
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et authority vsusllr takes the Torm of appropriations which nermit
e ineurred, fihe Agency Tor Isternsticnal Develovment (AID) therefore
Lo ELtBT into cbligations requiring either wdiate or future
1y when it hes boen granted authority
Coxrity to oolipete funds 13 Jranted
Lvear commitments cannot i dertazen by ALD,
ere undertaksn, the recipi are mads avar
Congr65510ﬁal & val which may not be fortheoning or v result in revisions 09
the ”ﬂfOfm@i comri menus Wy the time the funds are appropriated. Only after the
“’“ronfﬂdtlo 3 ned by the President can ALD btegiln to cowit and spenc
tae =unq~ DravL 1 s, Once Tunds nave been Obljtibub under the budget authority,
they oan rried forwerd from one yvear to the next until they have heen spent,
rrever AoJleng heve srisen as regards asccurulated funds in the pipeline that
pursen, Tae isleture has in the vpast expresgsed the view that
for for:ign sid 1d Le guided by the zbility of recipients to
EBOUTLES “rev1on1¢y YOLEG. s therefore continuous prassure on ALD to
spsure that excesspive scecumulation in the nipeline does nolt take place.
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repming of aid, it has been already noted
cannot be underteXen until the funds have heen appropristed,

srocess 1s an annual one, 1o practice legsally binding,
annot De undertalksi.

n par t nrajections of zid over the next five years in its

sion B0 the Office of Hanscement and Budget. These projections, however,
rovide only 2 very tentative basis for aid planning. For the totality of the
United States szssistance, authorization pow takes place for ab most two years in
advance.
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Se AT Lhe country level, the United States has evolved an elaborate system of
country programuing, wh;cn encompasses an anslysis and revisw of the reciplent's
over-alli wolicies as well as its performance and aid needs. The country gubmissions,
which have been somewhat simpliflaq in recent vears, indicate for each major
reciplient of assistance the magnitude of zid thet would he fortheoming over =

periocd of from turee vo five years &nd form a basis for the over-all ald prograsme
surmiitted to the Congress. The multivesr cowstry progra%ming is prepored in
consultation with the recipients and, as has been noted, is informsl in character
and not binding con the Government.

Yon=lansing provisions

6.  Approprizted funds may lapse unless they are obligated during the year in vwhich

they were apgropriated, In practice, however, the danger of lapsing ls minimized

since authority from Consress to carry over unohligated funds for obligation in the
following year is frequently granted,

Maintsining the real value of aid sppropriations

Te In the United States, cormitments are underta’en in current prices and
consequently, the problem of ercsion in the valus of unspent commitiwents is of
significance, AL the project level, however, the cuestion of cost-overrun as a
result of unforeseen price chonges poses fewer oroblems, since procedurss exist to
finance contingencies or to request supplementary funding. As ressrds the latter
point, £ID submits a request to Congress in the form of a notice to undertak
additional expenditures. IT the Congress does not object, AID acquires the
authority to proceed to incur additionnl expenditures for the project.

SO

Ioterest snd amortization payments

8. Ls resards treatment of reoverse flows on past lendings, until June 1975,

T@DBWMthS onn past ATD development loans and on Alliance for wress Loans wers
added to other funds available for obligation, However, since thal year, the funis
revert back to the United States Treasury. “he quasi-automaticity implied in the
alloecstion of reflows to approopriations was viewed by the Congress as circumventlng
its funcition,

Develonment talx

G This proposal is uot viewsd faveuravly by AID oftficials nrincivpally wecause 17
iz unlixely to find political support in \ongr 28,





