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History of International Development
Cooperation as Aid

1-1 Introduction

Hello, everyone. | am Ryu Sang-yun. Welcome to Korean Economy and Foreign Aid.
| appreciate your interest in the history of Korean economy.

| have studied the history of the Korean economy since attending graduate school
in 1999. During my doctoral dissertation research on the development of the Korean
small and medium-sized textile industry in the 1950s, | became interested in foreign
aid policies that influenced the amount and price of raw materials imported.

| researched policy coordination between foreign aid authorities and the Korean
government, as well as aid allocation to corporations, and published papers on these
topics using official documents from the US National Archives and Records
Administration (NARA). | also collaborated with Professor Doo-wool Kim of Myong;ji
University to estimate the size of Official Development Assistance (ODA) received by
Korea.

Korea is a rare and notable example of a country that once received massive
foreign aid but has since become a donor country, achieving remarkable economic
growth. International development cooperation, known as foreign aid, has a long
history. However, there are many questions about its effectiveness. As a result, Korea's
history of foreign aid can provide numerous insights.
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This course aims to examine the last 80 years of the Korean economy from the
perspective of foreign aid. It focuses on the 1960s, when foreign aid played a
significant role in the stability and growth of the Korean economy, the 1970s and
1980s, when the role of aid changed, and the 1990s, when Korea finally shifted from
a recipient to a donor.

Here are the main questions we will attempt to answer in the course. First, how
did the provision of foreign aid to Korea evolve within the broader context of global
aid distribution? Second, how much aid was provided to Korea and what was its
composition? Third, how did the foreign aid to Korea influence its economy? Fourth,
how was Korea's progression from an aid recipient to a donor country accomplished?

This course may not provide complete answers to those questions. However, it will
help you gain knowledge from previous research findings. It also aims to impart
knowledge to students majoring in modern Korean history and Korean economic
history, as well as to inspire future research topics.

Let's take a look at the course outline now. This Korean Economy and Foreign Aid
course consists of 12 lectures. | will explain the contents of each week's lecture.

The Week 1 lectures will cover the history of international development
cooperation. Foreign aid for the economic stability and growth of developing countries
began after World War Il and was initiated by the US during the Cold War. Next, we
will look at how the number of donor countries has grown and how the goals of
foreign aid have shifted recently. To estimate foreign aid flow, we will discuss the
definition of ODA and use OECD statistics to outline the overall trend of foreign aid.
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The lectures in Week 2 will look at a statistical overview of the history of aid
sources and donations, with a focus on the Korean economy. Because the period when
foreign aid was critical to the Korean economy predates the establishment of the
international ODA concept, OECD statistics alone do not accurately portray its role in
the country's history.

Hence, we will compare the foreign aid statistics compiled independently by the
Korean government with the OECD's ODA statistics and summarize the findings. We will
then determine the size of foreign aid to Korea in comparison to other countries and
present the implications of these findings.

The lectures in Week 3 will cover how local practices in Korea developed and
transformed during the period of US-led aid provision from liberation to the early
1960s. The US did not only provide aid, but also demanded policy changes from the
Korean government to maximize the effectiveness of the aid.

The Korean and US officials established the Combined Economic Board (CEB) in
1952 to discuss and determine policy. We will look at how the CEB was formed, what
functions it served, and how it was eventually disbanded.

We will also review the records of the US foreign aid agencies preserved at the
NARA. Given the Korean government's lack of historical records, the US official
documents are crucial for understanding what was happening at the time. The CEB's
minutes have been well-preserved and can be used for interesting case studies on the
relationship between aid donors and recipients from various perspectives.
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The Week 4 lectures will introduce the aid provided by the UN during and after
the Korean War. Despite making up a small portion of the total, UN aid was critical to
the Neysan Report and UNKRA's major projects. In particular, the Neysan Report was
the first Korean economic white paper and development plan based on modern
development economics. The report was not officially adopted as government policy.
However, it influenced subsequent reports that followed and helped shape the thinking
of Korean economic bureaucrats.

We will explore how the Neysan Report was compiled and used, as well as
UNKRA's major projects that aided the economic recovery of Korea. There were
significant economic recovery projects such as construction of the Mungyeoung cement
plant and restoration of cotton textile facilities destroyed during the war.

The Week 5 will focus on the trend of the Korean exchange rate policy, which was
hotly debated with the US government during the period of the US-led aid provision
from liberation to the early 1960s. The Korean government did not have control over
its exchange rates at the time. The was due to the US interfered with Korea's
exchange rate policy by using aid as leverage. The US aimed primarily at price stability
rather than economic growth in Korea by realigning the exchange rate.

We will learn how the official exchange rate of 500 hwan per dollar was set in
August 1955, what economic stabilization policies were implemented in the late 1950s,
and how the rate lost its significance, resulting in revision. We will also review how
exchange rate policy shaped the Korean government's overall economic policy stance.

The Week 6 lectures will discuss how US aid was distributed to Korean companies
through the Korean government in the 1950s, using the FOA/ICA non-project aid case
as an example. FOA/ICA aid is classified into project aid and non-project aid, the latter
of which provided funds to import necessary goods to rebuild the economy such as
fertilizers and raw cotton. Since the US prioritized price stability, the majority of the
aid was non-project aid.
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Not only was the amount large, but it also covered a wide range of beneficiaries.
Any company could benefit because it was distributed through a competitive bidding.
Thus, we will examine how non-project aid was distributed and the process was
changed, and how much aid was distributed to each corporations using the NARA's
documents. It may interest you that the companies that are still in operation appear in
the 70-year-old documents.

The lectures in Week 7 will focus on the US's project aid in the 1950s which
aimed to foster manufacturing companies. The project aid allocated the necessary
imported goods and advisory services to carry out specific projects. Project aid received
less funding from the FOA/ICA program than non-project aid. The majority of project
aid was allocated to transportation projects. However, some manufacturing projects
attracted the attention of the economic sector.

In this regard, we will focus on projects for the fertilizer plant construction and the
SMEs' factory construction. Construction of a fertilizer plant was required to increase
agricultural productivity without relying on imports.

Hence, we will look at the process and challenges faced during the Choongju
Fertilizer Plant construction. We will also look at the project selection and support
processes that helped SMEs recover from war damage, expand facilities, and build new
factories in the early 1960s.

Week 8 will examine the trends in US surplus agricultural aid and its impact on the
Korean economy. The US used its surplus agricultural products to provide foreign aid.
Large quantities of the aid were provided to Korea through the PL480 program. Wheat
and raw cotton were the most important items. They were an important food source,
but they were more important for manufacturing.
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Using available data, we will cover the composition and trends of surplus
agricultural and determine which companies were received. We will also investigate the
effect of the aid on the Korean economy.

Week 6 to 8 focuses on the aid which was provide as a grant. In Week 9, we will
shift our focus to ODA loans, specifically the Korean government's loan receipt policy
and the trends. The definition of an ODA loan, also known as a concessional loan, will
be discussed in Week 1 lectures. This type of loan is remarkably beneficial to the
country borrowing the funds. However, this definition did not exist in the 1960s when
the Korean government began seeking loans.

As a result, information on policies and statistics on concessional loans is difficult
to come by. Instead, we will understand the overall trend by comparing the Korea's
policy and statistical date on public loans with those of OECD. This lecture will also
cover materials on individual loans to assist interested researchers.

In Week 10, we'll look at technical assistance and how it differs from tangible
support, as well as its trend. Technical aid includes expert invitations, the dispatch of
scholarship or trainee students, and specialized research or services on
recipient-country issues. We will examine technical assistance by resource and type
using OECD statistics and the Korean Science and Technology Yearbook.

The lectures in Week 11 will focus on how Korea has transitioned from a recipient
to a donor, as well as the trend of Korea's ODA to developing countries. Korea joined
the Development Assistance Committee (DAC), the OECD's donor club, in 2009.
However, when Korea was receiving significant amounts of aid in 1960s, the provision
of aid had already begun with technology transfers.
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In 1996, Korea joined the OECD but faced a Asian Financial exchange crisis in
1997. In the 2000s, it established an ODA system and sought membership in the DAC.
This week's lectures will examine the trend of Korea's ODA and its institutional efforts
to establish an ODA system using OECD statistics. We will also look at some case
studies to get a sense of the situation.

In the final week, we will discuss the effectiveness of foreign aid. Despite the
growing trend of significant ODA to developing countries each year, questions remain
about whether this aid is producing comparable developmental outcomes. Korea has
shifted from a recipient to a donor country as a result of its economic growth. Hence,
its expertise can offer valuable insights into the debate.

In this regard, Week 12 lectures will begin with international and academic debates
about the effectiveness of foreign aid. We will then go over the current debates, with
a focus on aid to Korean. Because there are numerous negative criticisms, we will
focus on a few specific counterarguments.

We have looked at the introduction of this course. Next time, we will examine the
process of US-led foreign aid after the end of World War Il.
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1-2 Beginning of Post-War Foreign Aid: 1940s-1950s US

Hello, everyone. We previously looked at an overview of the lecture content. In this
lecture, we will explore how the US-led aid began after the end of World War II.

After 1945, International development cooperation was used as a means of power
competition during the Cold War. Amidst the US-Soviet regime competition, the US
began providing large-scale aid to European countries to prevent the spread of
communist forces into Europe such as Greece.

The US-led aid was prominent until the 1950s after World War I, particularly with
Korea receiving significant aid. Let's take a closer look at the origins and changes in
US foreign aid. Since aid was often distinguished by the name of the US aid agency,
such as FOA and ICA aid, we will discuss their evolution.

Not long after the end of World War Il, the US initiated the so-called ‘Marshall
Plan' in 1948. The Marshall Plan, the nickname for the US aid program, helped rebuild
the economies of war-torn Western Europe. Thus, it was regarded as the starting point
and poster child for foreign aid.

This plan was named after then-US Secretary of State George Marshall. This is his
photograph. At the Harvard commencement in June 1947, he announced the US
willingness to provide aid European countries in exchange for the development of a
common plan for economic recovery. Let us now look at an excerpt from the speech.

“The truth of the matter is that Europe's requirements for the next three or four
years of foreign food and other essential products - principally from America - are so
much greater than her present ability to pay that she must have substantial additional
help or face economic, social, and political deterioration of a very grave character.”
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“It is already evident that, before the United States Government can proceed much
further in its efforts to alleviate the situation and help start the European world on its
way to recovery, there must be some agreement among the countries of Europe as to
the requirements of the situation and the part those countries themselves will take in
order to give proper effect to whatever action might be undertaken by this
Government.”

In response, Western European countries organized the Organization for European
Economic Cooperation (OEEC), in April 1948. The OEEC was the predecessor of the
OECD. The US Congress enacted the Foreign Assistance Act of 1948 or Economic
Cooperation Act of 1948 to help Western European countries revive their economies.

This is the first page of the Act as displayed on the NARA's website. The act led
to the establishment of the Economic Cooperation Administration (ECA) and the
Marshall Plan.

President Truman, who was re-elected in November 1948, outlined four pillars of
foreign policy in his January inaugural address. First, unwavering support for the UN,
second, a continuation of the world's economic reconstruction program, the Marshall
Plan, third, a united front with democracies, and fourth, technical assistance to
developing regions.

The fourth pillar was called Point Four. To realize this vision, the International

Development Act was enacted in June 1950. The act established the Technical
Cooperation Administration as a parallel agency to the ECA.
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At that time, the Cold War was escalating, resulting in a shift in US aid policy. As
a result of the Chinese Civil War in October 1949, the Nationalist government fled to
Taiwan, and the People's Republic of China was established. In June 1950, the Korean
War broke out. Consequently, US foreign policy shifted its emphasis to containing
communist aggression, leading to the strengthening of the global capitalist and security
system.

This is an organizational chart of the ECA, as of July 1950. There were two
divisions. The European Program Division and the Far East Program division. European
countries, Taiwan and Korea had a mission, or a local office. The major aid recipients
were regions and countries directly confronting the Soviet Union and the Chinese
Communist Party.

The Mutual Security Act of 1951 was enacted in October 1951, a year after the
outbreak of the Korean War, and the Mutual Security Agency (MSA), was established to
replace the ECA. The Director for Mutual Security, the MSA's head, became in charge
of overseeing and directing military, economic, and technical assistance.

MAS and TCA replaced ECA. MAS was responsible for economic aid, TCA for
technical aid, and the Department of Defense for military aid. However, in practice, the
MSA and TCA were divided on a regional basis, with the MSA covering Europe and
Asia, especially Southeast Asia, and the TCA primarily covering Latin America.

This is an organizational chart of the MSA, which, like the ECA, covered Europe
and the broader Far East.

The aid agencies were reorganized after the US administration changed. When
Republican President Eisenhower, a proponent of small government, took office in
1953, discussions about the integrating non-military aid management began. The
emphasis was on integrating MSA and TCA.
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As a result, the Foreign Operations Administration (FOA) was established in August
of that year. The FOA consolidated the regions that previously divided between MSA
and TCA into four regional divisions. Here is an organizational chart of the FOA,
showing the Far East Division, Europe Division, Latin America Division, and Near East,
South Asia, and Africa Division.

Shortly after the FOA was established, the US Congress reexamined foreign aid
management to rationalize budget spending. Therefore, the Mutual Security Act of
1954 was enacted, ensuring that military and economic aid be administered by a
permanent agency rather than a specialized one like the FOA.

In June 1955, President Eisenhower established the International Cooperation
Administration (ICA), as a pseudo-independent agency within the Department of State.
As a result, the ICA inherited all of the FOA's responsibilities, and foreign aid was
clearly regulated by the Secretary of State, who oversaw the ICA. The organizational
chart shows the Secretary of State at the top.

Following the Democratic Kennedy administration, the Foreign Assistance Act of
1961 was enacted and the ICA was replaced by the current Agency for International
Development (AID).

Here is a flowchart that summarizes the history of U.S foreign aid agencies. The
ECA was established at the start of the Marshall Plan, and the TCA followed with the
Point Four program. As the Cold War situation changed, the ECA was replaced by the
MSA and TCA, which ran concurrently. With President Eisenhower's inauguration in
1953, the two agencies were replaced by the FOA. The FOA became the ICA, and later
the AID, the current one.
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We learned about how the US government spent nearly a decade overhauling its
aid agencies through a series of trials and errors, which initiated foreign aid programs
after World War Il. In the following lecture, we will talk about the history of other
countries' foreign aid efforts since the 1960s.
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1-3 Expansion and change in Foreign Aid: Post-1960s

Hello, everyone. Last time, we looked at the US foreign aid policies from World
War II until the 1950s.

This lecture will explore the history of foreign aid, covering its expansion to other
countries in the 1960s, prioritization of poverty reduction in the 1970s, emergence of
structural adjustment worldwide in the 1980s, and reform and revitalization efforts in
the post-Cold War era of the 1990s.

After Western European and Japanese economies recovered in the 1950s, they
began to restructure their foreign aid agencies in the 1960s. In 1961, France's Ministry
for Cooperation, Germany's Ministry of Economic Cooperation, Sweden's Agency for
International Assistance, and Japan's Overseas Economic Cooperation Fund were
established, and in 1964, the UK's Department of Overseas Development was
established.

When the OEEC, established under the Marshall Plan, was expanded into the OECD
in 1961, the Development Assistance Group (DAG), founded in 1960 as a forum for
developed countries, was institutionalized as the OECD Development Assistance
Committee (DAC).

The OECE DAC played a key role in introducing the concept of ODA and compiling
global ODA statistics by collecting data from member countries each year. We will
discuss the concept of ODA in the following lecture.

During the 1960s, many international multilateral aid agencies were founded. The
World Bank established the International Development Association (IDA) in 1960 and
the UN established the World Food Program (WFP) in 1961.
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In 1946, the UN Conference on Trade and Development (UNCTAD) was established,
followed by the UN Development Program (UNDP) in 1965 and the UN Industrial
Development Organization (UNIDO) in 1966. During the 1960s, the international
development cooperation system expanded beyond the US to major countries and
organizations and was improved.

The 1970s were challenging for developing countries due to a series of adverse
events. The famine and the oil shock were the most notable. In the early 1970s, a
drought persisted for several years in Central Africa, and famine struck Ethiopia and
Bangladesh in 1974,

Furthermore, in response to the Fourth Middle East War in 1973, OPEC member
countries imposed an oil embargo, resulting in the first oil shock. The second oil shock
occurred at the end of the 1970s as a result of OPEC's production cut and internal
unrest in Iran. Oil shocks benefited oil-exporting countries but developing countries that
relied on imported oil experienced economic challenges such as surging prices and
increased external debt.

Despite continuous foreign aid since the 1950s, the gap between developed and
developing countries has widened rather than narrowed. Moreover, even when the
state-led economy grew, poverty persisted. This led to criticism of the existing
development assistance approach.

As a result, the focus of assistance has shifted from state-led aid focused on
national economic growth to providing practical assistance for reducing individual

poverty.
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The concept of basic human needs emerged during this time. Hence, laying the
groundwork for adequate food, clean water, shelter, sanitation, healthcare, basic
education became critical. The aid strategy shifted towards basic-level interventions,
prioritizing basic consumption for poverty alleviation over investment in development.
These projects were increasingly carried out in collaboration with NGOs. As such, this
period was marked by the growing role of NGOs in aid efforts.

The rise of multilateral aid was another feature of the 1970s. During this decade,
IDA loans increased in tandem with rising contributions from major developed countries.
The European Development Fund greatly increased its aid to developing countries in
Africa and the Caribbean that were former colonies of European Community members,
the forerunner of the EU.

Multilateral aid had a strong developmental focus due to the relatively low
diplomatic or profit motives of donor countries. However, in the 1980s, anti-multilateral
aid sentiment led by the US made financing difficult, resulted in a decline in the
proportion of multilateral aid.

The 1980s, like the 1970s, were difficult period for most developing countries.
Following the second oil shock in the late 1970s, the global economy experienced
stagflation, causing developing countries to face an external debt crisis. Mexico
declared debt default in 1982, and developing countries including Latin America faced
the external debt crisis.

Consequently, developing countries were subject to structural adjustments.
Previously, the World Bank focused on supporting infrastructure projects, while the
IMF's role was to secure emergency international balance of payments. However, they
implemented the Washington Consensus, to reform the recipient countries’ economic
policies rather than providing favorable financing. The reforms aimed to reduce the
government's role and increase market functions domestically while promoting free
trade and investment internationally.
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Against this backdrop, stagflation led to the decline of Keynesianism and the rise
of neoliberalism represented by the policies of Thatcher in the UK and Reagan in the
US. Asian emerging industrial countries, such as Korea, served as models for
market-friendly reforms due to their success in export-led industrialization.

In the meantime, NGOs that gained influence since the 1970s spoke out against
the aid strategy of structural adjustment.

The Cold War ended in the 1990s, and donor countries became less aware of the
need for aid. During the Cold War's ideological competition, the US and other countries
provided significant aid to third-world countries. However, they no longer saw the need
to do so.

In addition, the fall of socialist regimes in Eastern Europe resulted in the
dominance of market economies and democracy. As the US-led market economy
consolidated, the concept of globalization emerged. The IMF and World Bank worked
hard to implement the Washington Consensus in developing countries.

In the mid-1990s, structural adjustment policies were criticized for exacerbating
poverty and weakening protective measures for the vulnerable. This sparked the Jubilee
2000 movement, which demanded that developed countries cancel the debts of
developing countries, with far-reaching consequences.

In response, the Millennium Declaration, adopted at the UN General Assembly in
2000, and the subsequent Millennium Development Goals (MDGs) were established. The
MDGs comprised eight goals including ending extreme poverty and hunger, providing
universal primary education, promoting gender equality and women's empowerment,
reducing child mortality, improving maternal and child health, combating AIDS, malaria,
and other diseases, ensuring a sustainable environment, and building international
partnerships for development.
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Achieving the eighth goal in terms of aid quantity required donor countries to
provide ODA equivalent to 0.7% of their GNP. As a result, total aid increased once
more during the 2000s.

Beginning in 1990s, the focus of development cooperation shifted to issues such
as the environment and women's empowerment. Amidst concerns about environmental
devastation from rapid industrialization in developing countries, the Rio Summit, or the
UN Conference on Environment and Development, adopted the Rio Declaration and
Agenda 21 in 1992. it emphasized environmentally sound and sustainable development.

In the same year, 92 countries signed the UN Framework Convention on Climate
Change. In addition, the Kyoto Protocol in 1997 and the Paris Agreement in 2015 were
critical steps in addressing climate change.

The 1990s marked the rise of gender issues in the development field. Gender
issues have been a hot topic in developed countries since 1980s, gaining even more
global attention following the Fourth World Conference on Women in Beijing, China in
1995.

After the 1990s, good governance became a significant concept in international
development discourse. However, when neoliberal structural adjustment policies failed to
produce the desired results, the blame was shifted to the governance of the recipient
countries.

In this context, the effectiveness of foreign aid was significant. To increase this,
recipient countries' governance must meet certain standards, and aid should contribute
to improving their governance. However, considering good governance as a prerequisite
for aid resulted in a problem where countries in dire need did not receive adequate
assistance.
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In this sense, the MDGs were widely regarded as a success for presenting specific,
well-defined targets and detailed indicators. However, the MDGs were also criticized for
neglecting global issues such as economic inequality, human rights, and climate change.
As the MDG's 2015 deadline approached, the UN adopted the Sustainable Development
Goals (SDGs) to address these shortcomings and set new targets by 2030.

The SDGs are designed to promote balanced development in all countries, with a
focus on three key areas - economic growth, social development, and sustainable
environmental conservation. The SDGs consist of 17 different targets.

The objectives are no poverty, zero hunger, good health and well-being, quality
education, gender equality, clean water and sanitation, affordable and clean energy,
decent work and economic growth, industry, innovation and infrastructure, reduced
inequalities, sustainable cities and communities, responsible consumption and
production, climate action, life below water, life on land, peace, justice and strong
institutions, and partnerships for the goals.

Let's summarize what we have learned so far. 1960s marked the expansion of
foreign aid to countries beyond the US. Western European countries and Japan
established aid agencies, as did multilaterals such as the World Bank and the UN. The
OECD DAC was also institutionalized during this time.

Poverty reduction became a priority in the 1970s due to the famine in Africa and
South Asia. The concept of basic human needs emerged, and the role of NGOs became
more prominent. Due to events such as the Latin American debt crisis in the 1980s,
structural adjustment became widespread.
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The end of the Cold War strengthened the Washington Consensus in the 1990s,
but NGOs criticized it. The Jubilee 2000 movement emerged in response, advocating for
debt relief, and making the improvement of recipient countries' governance a necessary
condition for aid. The MDGs and SDGs emerged from the continued efforts to reform
and revitalize foreign aid in the 2000s.

We reviewed the international trends in foreign aid from the 1960s to the present.
Next time, we will look at the concept of ODA as a first step toward comprehending

foreign aid statistics.
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1-4 Concept of ODA

Hello, everyone. We previously reviewed how foreign aid emerged and expanded as
a method of international development cooperation. Now, we will look at how foreign
aid is measured.

Foreign aid in international development cooperation refers to the goods and
services provided by one country to another. Official Development Assistance (ODA) is
the common concept for scoping aid and compiling statistics globally.

Two words in ODA convey the meaning of foreign aid. The first word, official,
implies that both the provider and recipient must be public entities. For example,
Korean religious groups that provide goods or build schools in developing countries
would not be considered ODA.

The second, development, implies that the goal of aid should be for development.
This term covers a wide range of areas, but military aid is clearly not considered ODA.

The final word, assistance, is the most complicated. If the Korean government
builds a school in a developing country without compensation, it is an aid. What if they
provide a loan to help build the school? Is it still considered ODA or not?

The Development Assistance Committee (DAC) defined ODA for the first time in
1969. ODA refers to the grants and concessional loans provided by official agencies to
developing countries and multilateral development organizations to promote economic
development and welfare in the recipients. For example, building a school without
compensation is referred to as a grant, whereas providing funds that requires
repayment is a concessional loan.
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The issue with concessional loans is how to determine the term, concessional.
Following 1970s, loans were defined by whether the terms met the requirement of a
minimum grant element of 25% at a discount rate of 10%. It means that loans with a
grant element of 25% or more were considered as concessional loans, and the amount
was counted as ODA.

The grant element is calculated by deducting the present value of repayments and
interest from total amount of the loan. The result is expressed as a percentage of the
total loan amount.

Because borrowing and repaying loans occur at different points in time, the amount
must be converted to its equivalent at the same point in time in order to be
compared. This is known as present value. If the annual interest rate is 10%, then 1
million won today has the same value as 1.1 million won in one year. This means 1.1
million won in one year is equivalent to 1 million won today. The interest rate used to
convert future value to present value is known as the discount rate.

Thus, the grant element which is the percentage of the loan amount that
represents a gain or a loss for the recipient or provider, from their respective
perspectives.

Simply put, If the recipient receives a loan with a 25% grant element at a 10%
discount rate, it is equivalent to receiving 25% of the loan as a grant. This is due to
the loan having more favorable terms, such as a longer deferment period or a lower
interest rate, when compared to the standard 10% interest rate.

ODA includes both grants and concessional loans. The term loan refers to both the
act of lending money and its annual repayment. Hence, the DAC defines net ODA as
the sum of grants and concessional loans provided minus concessional loan
repayments. Net ODA is also known as net imbursement.
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However, the World Bank's economists raised concerns about the requirement that
concessional loans meet a minimum grant element of 25% at a discount rate of 10%.

In 1998, three World Bank economists introduced the concept of grant equivalents
in their report Measuring Aid Flows - A New Approach and suggested replacing net
ODA with effective development assistance (EDA) when measuring aid statistics. The
term effective means that the value of aid is equivalent to the value of the provider's
loss incurred by providing concessional loans.

They contended that in order to accurately calculate the amount of the provider's
loss, discount rates should not be uniformly applied at 10%, and that not all the loans
meeting a minimum grant element of 25% should be treated as aid.

They defined grant equivalent as the difference between the face value of loans
and the present value of principal repayments and interest, proposing to consider it as
aid. Using market interest rates instead of a uniform discount rate of 10% was also
proposed for calculating grant equivalents.

The economists used the World Bank Debtor Reporting System (DRS) to analyze
each loan conditions, calculate EDA from 1975 to 1995, and compared it to net ODA.
Government bond yields in major six currencies, USD, JPY, DEM, FRF, GBP, and CHF
were used as the discount rate. The analysis revealed that the difference between EDA
and net ODA increased in the 1990s.

If we know the loan conditions of individual loans and the major countries’ bond
yields, we can apply EDA and net ODA calculation methods to a variety of cases. For
example, | calculated the values of ODA and EDA using basic information from public
loans received by Korea from 1959 to 1974.

50




B2 2o o

SEQUL NATIONAL UNIVERSITY

The findings showed a declining proportion of ODA as public loans in the 1970s.
EDA, which is also classified as public loans, was significantly lower than ODA.

Although the report introduced a groundbreaking concept, their proposals were
almost rejected by donor countries. It wasn't until the 2010s that the discussion was
resumed to reconsider the concept of ODA. In 2012, the OECD DAC found that the EU
had increased projects with low grant elements due to funding shortages.

Loans with a grant element exceeding 25%, whether 25% or 50%, were counted as
ODA, incentivizing donor countries to increase loans with lower grant elements. In
essence, the practice was equivalent to reducing aid.

This prompted the World Bank report from 1998 to propose the concept of grant
equivalence again. The proposal was to prevent the trick of lowering the grant element
by only counting grant equivalents resulting from concessional loans multiplied by the
grant element as ODA. As a result, beginning in 2018, the OECD DAC replaced net
ODA or net imbursement with grant equivalents to aggregate ODA.

The discount rate and grant element criteria also changed to vary depending on
the income group of the recipient country. To rationalize affordability, a discount rate
of 9% was applied to least developed and low-income countries, 7% to
lower-middle-income countries, and 6% to upper-middle-income countries.

10% of the grant element was previously applied to all recipients. They do,

however, vary by income group, with rates of 45% or higher, 15% or higher, and 10%
or higher allowing low-income countries to obtain loans with a high grant element.

51

$on o e DRSS

ERATS BRI

r B\ 2 ‘)L"é(}—\\\"\




B2 2o o

SEQUL NATIONAL UNIVERSITY

To accurately calculate aid donors' losses from providing loans, the 1998 World
Bank report used government bond vyields in major six currencies as the discount rate.
The DAC also modified its ODA statistical method. They used interest rate differences
in global finance markets to calculate the precise gains that aid recipients received
from loans.

The table shows how ODA flows by country changed when applying a new criterion,
using the 2018 figures. Overall, in DAC countries, ODA flows were slightly higher when
calculated on a grant equivalent basis rather than on a net disbursement basis.
Germany and France report the opposite.

Japan's ODA flows significantly increased, possibly due to their provision of
relatively low-interest loans. ODA provided by Korea decreased even more than by
Germany or France, implying that the terms of Korea's grant aid were less favorable.

Let's summarize what we've discussed so far. ODA was first defined by the OECD
DAC in 1969. Since then, ODA has referred to grants and concessional loans provided
by official agencies to promote economic development and welfare in developing
countries. In 2018, the criteria for measuring concessional loans changed. A loan was
previously considered concessional if its grant element was 25% or higher at a
discount rate of 10%, and the full amount was counted as ODA

However, this created a problem in incentivizing the provision of loans with low
grant elements, so the measurement criteria were changed in 2018 to only count
grant equivalents as ODA. The grant element criteria now vary depending on the
recipient's income group.

In this lecture, we covered the definition of ODA and its changes. Next time, we
will examine OECD aid statistics based on ODA concepts we learned today.
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1-5 ODA Trends based on OECD Statistics

Hello, everyone. In our previous lecture, we discussed the concept of ODA. we will
use OECD statistics based on ODA concepts to examine trends in foreign aid.

This is the website of OECD's statistics. Anyone can view the statistics in the
development section.

The statistics are aggregated in both the donor country's currency as well as
current and constant dollars, providing useful insight into the trends and composition
of foreign aid. Statistics based on the grant equivalent criteria established in 2018 are
provided. However, for a long-term view, we will use statistics based on the net ODA
and or net imbursement.

The OECD's ODA statistics have some limitations. The 1950s statistics on foreign
aid mainly provided by the US is not available because the DAG, the predecessor to
the DAC, was founded in 1960. Since the statistics are based on figures from OECD
countries, China and the former Soviet Union's ODA was also not counted. Therefore,
they reflect mostly aid from developed countries.

The OECD website provides various methods for ODA statistics. We will look at
DAC1 and DAC2a, the most basic statistics. Let's first look at the characteristics of the
two statistics.

Both provide annual totals of foreign aid provided by individual countries and
multilaterals. However, the ODA flows reported differ. While DAC1 calculates the
amount of aid contributed by each country, DAC2a identifies the providers and
recipients during the implementation stage.
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The example scenario is where Country A provides aid funds to the multilaterals YV,
which then distributes ODA to Country B. DAC1 would count it as provided by Country
A, while DAC2a would attribute it to Y.

The main groups of donors for DAC1 and DAC2a are DAC countries, multilaterals,
and non-DAC countries. Due to the different criteria, when it comes to DAC's ODA,
DAC1 flows are larger than DAC2a's. When ODA provided by multilaterals is added to
DAC's DAC2a, the total ODA in DAC2a becomes comparable to DAC1. This is because
the multilaterals receive funds primarily from DAC countries.

To view the total net ODA flows calculated based on developed country-provided
aid, It is appropriate to either add multilaterals’ ODA flows to DAC's DAC2a’, or simply
view DACIT.

This graph depicts ODA trends in constant dollars without the effect of inflation.
The amount of foreign aid, which had been increasing since the 1970s, decreased in
the 1990s. Then, it resumed its upward trend at the turn of the century. As of 2020,
net ODA was around $150 billion in 2019, just before the COVID-19 pandemic, more
than four times the amount in 1960 of around $38 billion.

Let's consider the net ODA flows in relation to the income of providers. DACT
provides the ratio of net ODA to GNI for each country from 1960 to 2017.

Overall, net ODA as a percentage of GNP in DAC countries fluctuated over time,
reaching a peak of 0.51% in 1960 but falling to around 0.3% in the early 1970s and
near 0.2% in the late 1990s. It rebounded to around 0.3% in the mid-2000s, but with
no clear upward trend. As a result, only a few countries met the UN-recommended
ODA target of 0.7% of their GNI.
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Let's see how much of the net ODA flows originate from bilateral aid from DAC
countries and multilateral aid from multilateral organizations. Since the two proportions
add up to 100%, we will only consider multilateral aid.

In the 1960s, multilateral organizations were restricted. The ratio of multilaterals
rose from 2% in 1960 to 31% in 1977 and has since remained in the late 20% range.
In the late 1970s, the role of multilaterals in providing aid was solidified.

Finally, let's look at the distribution trend of recipient countries. The OECD divides
aid recipients into five major regions. Europe, Africa, the Americas, Asia, and Oceania.
Asia and Africa, with most developing countries, receive a higher proportion of ODA
flows.

In the late 1960s and early 1970s, Asia and Africa received roughly 40% and 20%
of aid respectively, indicating a significant difference. However, both regions have had
similar proportions since the late 1970s. Aid has increased significantly since the
2000s, without specific region dominance.

Asia is subdivided into Far East, South and Central Asia, and the Middle East. The
Far East region includes both East and Southeast Asian countries. Aid to the Far East
increased during the Vietnam War, decreased afterward, and peaked in the late 1990s
after the Cold War.

Following the relatively successful economic development of the Far East region,
foreign aid to Asia focused on South and Central Asia, as well as the Middle East.

We have now concluded our first lecture on the history of foreign aid from a

global perspective. In our next Week lectures, we will dive into the statistics that show
the history of providing and receiving foreign aid. Thank you.
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