COMMISSION OF THE EUROPEAN COMMUNITIES

SEC(74) 3412 final Brussels, 11 September 1974

COMMISSION COMMUNICATION TO THE COUNCIL

ON THE COMMUNITY’S PARTICIPATION IN THE
UNITED NATIONS EMERGENCY OPERATION FOR
COUNTRIES MOST SERIOUSLY HIT BY RECENT
INTERNATIONAL PRICE MOVEMENT




At its session on 25 June 1974, the Council approved the text of the
letter to be sent by the President-in-Office of the Council of the
European Communities to the Secretary-General of the United Nations
Organigation reaffirming the Community's readiness to contribute *.
substantially to a special aid project for developing countries
most hit by the present orisis and specifying the conditions of such
participation. ‘

The first condition laid down by the Council for its participation
in the United Nations emergency operation linked the Cqmmunity
contribution (set at 1/Bth of the total amount with al ceiling of
#500 million) with that of other industrialised countries and with
that of oil-exporting countries which the Community expeocted

to take upon themselves Z/th and 1/2 of the total amount
respectively. |

For ite part, the Com "ssion had pointed out that, according to
its own estimates, the total amount of short~term needs of the .
countries most hit would be approximately ¥3,000 million.

; :
The second condition linked the Community®s patrtioipation
with an agreement on the terms for this exceptional aesistance
and with the ocriteria éf gselection of the recipient countries.

Progress has already been achieved on these two pointe since the
last seesion of the Council of Ministers.

not '
Todate,/bll the potential donor countries have informed the
Seoretary-(eneral of the United Wations of the definitive
amount they would ocontribute to the United Kationa?emergency

operation.



As regards the industrimlised countries, the following countries

have either contributed or firmly promised so to do the amounts

belowt
Canada $100 million
Japan %100 million*
Sweden g 20.2 million
Austria g 15.0 million
Norway ¥ 11.4 million
Finland ¢ 10,34 million
Teoland g 0.04 million

There will thus be a total of #257.0 million which will
in the main be provided bilaterally.

In addition, Yugoslavia, Australia and Switzerland, at a meeting
of potential donor countries held at the United Nations Headquarters
on 15 July, stated that they intended contributing to the emergency
operation although they were not yet in a position to specify any
~amount,

'Finally, at the same meeting, the Ambassador of the United States
stated fhat his country would decide on the amount of its

- gontribution, whioch might be supplied in the form of additional
food aid, once the resulte of the summer harvests were known.

He added that he hoped his country would make an important

contribution to the needs of the ocountries most hit.

At a later date, during another meeting on the representatives
of the eight most important potential donors which was held in
New York on 16 August, the Ambassador of the United States let
it be known that his country, for various reasons, would be '
unable to reply to the request of the Secretary~(eneral of the
United Wations before the end of September, that is to sgy
before the ninisterial meeting of potential donor countries

to be held on 27 September,

¥ The Japanese contribution might be brought up to S?OO million.

./



As regards the OPEC oountries; the situation is as follows:

In 1974 these countries made a conslderable effort to increase
their aid to developing countries. During the first eix months
of 1974, commitments for public aid for " '.1 development by OPEC
countries amounted to §4,412 million as against. §235 million

in 1972,

These commitmente of the firsgt six months already represent
5¢3% of the ORP of I1_a, 7.3% as regards Saudi Arabias, 3.76%

as regarde Kowait, and 2.2% as regards Iraq.

The major part of this ald was granted to Arab countries, Egypt
and Syria in partictlar; although certain countries; considered
by the United Nations in the list of countries most hit; are

also included among countries recipient of such aid.

Acocounting of these new flows of aid is not easy in the absence
of a notification system similar to that in existence for a long
time within DAC.

That is why the Secretary=General of the United Nations has
gent to all the potential donor countries, and particularly

to the OPEC countries, a questionnaire. The replies to this
questionnaire should make it possible to distinguish the flow
of oapital of all kinds from bileteral aid that might be
coneidered as a contribution to the émergency operation.

The instructions atitached to the questionnaire specify that

the emergency aid must

(1) be committed for pasyment before 30 June 1975,

(i1) finance the maintenance of essmential importe of
reoipient countries,

(111) be granted in the form of gifis or, if need be,
in the form of concessional-term loans,

(iv) be additional to the normal aid programmes,

(v) be granted to thome countries most hit that are

~ included in the list drawn up by the Secretary-

General of the United Nations.

o/s
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The replies to thies questionnaire will probably not be available

» before the meeting of 27 September. Nevertheless, thanks to

the work of the World Bank, we know the size of the effort of
ald by the OPEC countries to the developing countries, particularly
those to be helped by the emergency operation (see Annex).

During the first six ﬁonths of 1974, the Arab countries and Iran
have granted commitments of aid to the countries most hit that
indeed meet the criteria laid down by the United Nationas, up to
an amount of 3&,057 million. Thie estimate does not take into
account aid the terms of which are not known, nor does it take
into account ald granted after the begimning of Avgust 1974

- (in particular through the Iran-India agreement of 2 September). .

In addition, Venezuéla and Algeria have offiocially announced
to the Secretary~Ueneral of the United Nations that they would
contribute to the emergency operation for amounts ofﬁuﬁ,f&
#100 million and ¥20 million respectively. Venezuela has
already paid 330 million to the speciel United Nations account
which receives the multilateral contributions to the emergency

operation.

At the restricted meeting of the main donors on 16 August,

the delegate of Iran stated that his country was prepared to
follow Venezuela's example by contributing to the special
account subject to the industrialised countries doing the same.
He then asked what were the European Community®s intentions

in thig matter.

To sum up, the contributions of the OPEC countries to the emergency
operation and the equivalent bilateral aid exceed #1,100 million
(1,180), if they are considered in the same light as contributions

from the industrialised countries referred to above.

The Council had subjected the implementation of the Community
contribution to an agreement on the methods for granting such

ald and on the criteria of seleoction of the recipient countries.

In this connection, the Secretary-General of the United Nations
carried out an assessment of the minimum requirements of the
comtries moet hit with the help of the technical services

placed at his disposal by FAO, the IMF, UNCTAD, PNUD and World Bank.

A
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The oriteria for identifying the countries concerned are very
close to thome that had been proposed by theCommission in its
¢ommunication of 29 May., The list published by the United
Nations on 9 September includes some 30 countries whose income
per capita is generally below S?OO end, in any case, always
below 400,

For each one of these countries, estimates have been made

of the loss in terms of trade due to price movements that had
occurred between 1972 and 1974 as well as of the residual deficit
in the balance of payments expected for 1974 and 1975, These

projections may be considered as a measure of the additional

finanoing requirements as against the normal and regulaf supplying

of external capital of which these countries benefit and whioch
these projections take into account (see Annex).

The total amount of the loss in terms of trade suffered in
1974 by these countries is esgtimated by the United Natioms
at #3,600 million, while their uncovered deficits, after the

~ intervention of various compensatory factors with regard to

their current balances and capital, ere estimated at
#2,250 million in 1974 and ¥2,300 million in 1975.

The list published by the United Nations only differs from

that which would have fully met the criteria proposed by the
Commission in as much that it inoludes a few countries whose
critical position can be explained by other factors rather than
by the fecent development of international prices (such as

drought, diminishing of exportable gquantities).

On the basis of this report on information that it has been
able to glean, the Commission considers-that the condition .

‘laid doﬁﬁ by the Oouhcil,with_regar&‘to.the.seieotion oriteria

of recipient countries and to the method of distribution among
them of emergency aid may be deemed to be met.

On the other hand, it would seem that not all the conditions

laid down by the Council as regards participation of other
potential donor countries have been met as yet. Certainly, the
effort of the oil-producing countries is an important one
although less than/%ggut‘1/3rd than the maximum amount considered.

Moreover, several industrial countries have stated that they would

provide substantial contributions, and some of these cowntries

have not exoluded the poseibility that theme contributions /



might be inoreased. Nevertheless, the abstention of the United States
is the real problem in as much as the Council debates had olearly shown
that, in the mind of certain of its members, it was understood that 1/6th
of the emergency operation would be borne by the United States.

Should all Community action therefore be suspended dependent on a
decision of the United States? On the contrary, in the expectation
of such a decigion, would it not be better to allocate to the emergency
operation a first Community tranche which would correspond to the
contributions already made by the other industrial donor countries

and oil-producing cquntries?

For ite part, the Commigsion considers that another postpbnement
of the initiating of Community action within the framework of the
emergenocy operation is not conceivable, in view of the inoreased
urgency of the most pressing requirements (sometimes, as in the
case of Bengladesh, aggravated by new oatastrophe), and in view

of the vital role played up to now in this matter by the Community,
and finally in view of the ohain effects of all countries asgked

to ocontribute which might be expeoted from the beginning of the
world®s action set in motion by the Community's decision to set

its own action in notion, if only partially.

After the statement made by the Ambassador of Iran in New York on

16 August, it would indeed seem clear that, not only Iran but also
several Arab countries of OPEC, exﬁect either practial proof of the
Community?s intention to contribute directly to the special’acocount
of the United Nations, or the Community's avoidance to act in order
to use this as a pretext for their own abstention. It would indeed
seem clear that the oilw-producing countries of the Middle East do
not wish to give the impression, by preceding the industrial
countries in this matter, that they are the countries most
respongible for the difficult situation of the developing countries =
mogt hits



5s Consequently, the Commimeion proposes that the Council:

(1)

(2)

()

recall and confirm the decision of principle taken on
25 June 1974 as well as the distribution oriteria indicated
in partioular in the Commiseion commmication for the Counoil

(coM(74)815) of 29 May 1974 (ps 4),
take note of those contributions already committed, ooming

. in particular from the OPEC countries, and, at the meeting

of 2T September, solemmly invite all the potential donor
countries. that had not already done so to make known ‘the
definitive amount of their contributions, |

decide the implementation of the procedure to include in the 1974
budget en expenditure of 150 million (as indicated in Annex I,
this sum may be included in the 1974 Budget without increasing
the national contributions as laid down at the moment of the

: édopt;on of this Budget by the Council. Moreover, an amount

of 210 million wnits of acoount has been provided for in the
preliminary draft budget for 1975 to cover the balance of the .
operation to be adopted by the Council in January 1975) as

an advance on the final Community contribution to the
emergency operation, it being understood that the lattert's
definitive amount would be determined not later than in -
January 1975 within the framework of the decision of

25 June 1974 and in proportion with the total amount of
contributions of the other potential donorsthatwill be known
by then.

- Ag regards the method of using this amount of 150 million, the Commission
propoges that the Counocils

(1)

pay $30 million to the special account of the United Nations

- since it would appear that the existence of a multilateral

component in the Community's contribution »
(a) gives more flexibility to the international coordination
- :of emergency aid by the United Nations (as shown
recently by the aid granted to Bengladesh thanks to the
payment made by Venezuela to cover the cost of transport
of food aid supplied by the EEC),

o/



(2)

(b) will have an obvious effeoct on certain oil exporting
countries who will then decide (this is proved by
a number of sfatements,) also to contribute by this
method, & method which has until now only been
validly used by Venezuels and Algeria (Iceland
has also paid $40,000 to the special account),

(¢) would make it possible to ensure the presence
of the Community as such in the supervision of the
emergency operation at United Nations level and
guarantee its rights to have a say on the administration
of the operation, ’

Allocate directly the balance, i.e..$120 million to the
countries mégt hit within the framework of the operation
of the United Nations. This means that this amownt of
$120 million would be distributed smong those countries
fully me@ting the oriteria proposed by the Commission in
its conmmication to the Cowncil of 29 May 1974 (COM(74)815
Pe 4).

The exact amount and the nature of the emergency aid will
be determined within the framework of the list drawn up by
the UN Secretary-General and that drawn up by the Community,

'in relation to the information forwarded by the United Nations

‘on these countries' main requirements and on emergenoy aid

already received by them or promised to them,

e operations will be examined and approved by the Oouncil, .
"~ ena proposal of the Commission, in the usual way.:



ANNEX I

STATEMENT OF THE 1974 BUDGET

A, The statement of the use made of appropriations as at 31 August
and the estimated additional expenditure resulting from the latest
Commission'é Proposals to the Council show that the Commission's
expenditurs certainly remaine to a great exteht within the limits

of the expenditure approved by the Counoil. Although there might

even be a probability of some savings, it is hevertheless unreasonable
to take these into acoount four months from the end of the finanocial
year.

As regards expenditiure, the Commission therefore proposes to
inorease the budget approved for 1974 by 124 million u.a. falling
under Title IX, Chapter 94, corresponding to the 150 million dollars
proposed in the dooument to which muat be added 14 million u.,a. for
refunds to the States for this additional oontribution falling under
Title II Chapter 29,

B, In a previous commmication (29 May), the Commission had pointed
out that the Community's ocustoms revenue during the finanoial year 1974
vwould exceed the estimates agreed upon when the budget was adopted,
beocause of the geneial inflation noted in all {the national budgets.

At the beginning of September, this estimate can be more detailed,
In view of the precise results commmnicated by the Governments for the
first six months of the year, and of the foreseable development to the
~ end of the financial year, an increase in revenue of about 290 million u.a.
is to be estimated under customs duties (+)

(+) This inorease only corresponds to the revenue in seven of the Member
Stataq, the own resources paid by the United Kingdom and Ireland
being related to expenditure. :



ANNEX I -2 -

On the other hand, the estimates of agricultural revenue
(levies and sugar quota contributions) must be reviewed and lowered
by about 140 million u.a.

Overall, it would therefore appear that the foreseable revenue '
for the finenoial year 1974, if the national contributions of the
seven countries other than the United Kingdom and Ireland are maintained
at the levels recorded in the 1974 budget, will be in surplus by some '
140 million wea. (+).

As regards revenue; the Commission therefore proposes that the
1974 budget be amended by showing an additional amount of revenue
‘of 138 million u.a. corresponding to the above expenditure, without
altering the national contributions of the seven countries other than
Ireland and the United Kingdom.

Ci Details of these operations are shown below. More specifically,

an additional preliminary draft budget will be forwarded to the Counoil

a few days after +his oommunication. It will inolude & detailed table-
- of farm levy estimates, of sugar quota contributions and of ocustoms

duties for the seven countries concerned.

(+) Figure worked out by taking into account reference amounts and
the inorease of contribution from Ireland and the United Kingdom.



‘Overall, the é,dditional budget might be finanoed as follows!
Revenue ~Million u.a.

The Six plus Denmark + 123

Own resources ‘ +138°
Ireland plus the UK + 15

Expenditure

Contribution to the emergency operation in

respect of developing countries most hit + 124

10% refund of own rescurces + 14

total 4+ 138



_ ANNEX II =1~

Bilateral financial aid of 6il—equﬁiné_¢6u1f{trips'tb the developing
‘countries in 1974
(a8 &t 5 August 1974)

‘Teble I.  Public development aid per donor sountry.

\ Commitmen‘!is 1974‘ -_ Pa,yment:19"74 ]
‘Counttty : —
Million § % GNP Miilion §_
l“j_ugerié.l ‘ 3,5 sea
Iran o 1.78642 5,33
Iraq | 191,2 2,22 2,8
;;wait 301,7 3,76 ' 144,4
Libya 13,7 0,18 197,6
Wigeria 0,8 cos : - 0y4
Qaﬁér , 24y ) 24-
-Saudi Arsbia 1,168,4 7,30 181,1
ok Bntrate, 22,7 v | sons
Total 4443242 . 1.033,8




ANNEX 1II ' -

w
1]

Pable 2 | ~ Main reoipient countries of OPEC bilateral aid .

, | Commitments 1974 .
Countiry Wiliton e
Bgypt 1,723~ 35,7
Syria ' 1.478,5 - 30,6
Pakistan 645,17 13,4
India ) . C247,- 511
Mamritanid 145,6 | 3=
Zafre o 101,4 2,1 .
Yugoslavia ‘ 100, ~ - 2,1 ¢
Jordan. . 97,1 2=
Somalia - 89,4 1,9
| Other developing 200, 4 : 4,2 .
|—countrien- =
Total , 4.828,1 - 100,-
of which.PDA 4041242 1 91,4
of which PDA to . | . -
countries most hit| '1.057,1 (2 21,9
(1) :

(1) These are_the countries shown in the list published § September by the '~
N SeoretmfGenaral, which inoludes_, ‘among the countried mentioned -
‘above .Pakistan, Indie, Meuritanis and Somalia. ™’

(2) “The _pomponent MWgift" included in this aid amounts to an averass of 35%.



ANNEX III

Selection oriteria of recipient countries and assessment of their requirements

On 9 September 1974, the Secretary-Gensral of the United Nations
published & list of those countries most hit as well as an assessment of

their financing requitements for 1974 and 1975.

The method adopted by the United Nations hardly differs from that
which had been chosen by the Commission end used for its preparatory studies
for the proposals included in the commumnicationa to the Council of 20 March
and 29 May 1974, ‘

The Commission had at that time adopted the following criteria for
selecting the countries most seriously hit by the recent international prioce

movements:

(a) countries having suffered; between 1972 and 1974, a serious deterioration
in their terms of trade

(b)  the poorest countries (annual per capita income below F300)

(¢) countries so indebted that that are unable to consider having recourse
to a loan or to the special IMF faocilities.

Therefore there remained 25 to 30 countries whose net deterioration
in terms of trade was estimated at about $3,000 million for 12 months.

The Secretariat-Oeneral of the United Nationsm, with the help of
the IMF, the IBRD, UNCTAD, PNUD and FAO, have made an estimate of the
normal and foreseable development of the main headings of the balanoce

of paymente for each country whose per capita income is below $400.

Thus, the list of countries most seriously hit included all those
countries whose balance of payments will show, in 1974/1975, & residual
deficit, that is to say not oovered by the normal inflow of capital
corresponding to commitments or or agreemeﬁts made before ‘the bheginning

- of 1974,



ANNEX IIT -2 -

Because of this, the United Nations list included a few countries
whose balance of payments difficulties are not due mainly to the deleterious
effect of recent international prioce movements on their terms of trade,

but rather to other factors (drought, reduced exportable quantities,
‘deterioration in the remaining ‘normal® balance of capitalse) eto.).

In therother hand, the United Nations list exoludes a few countries
where the effect of the deterioration in terms of trade is compensated by
various faotors (improvement in the balance of "invisible" services for
example).

The total asmount of térms of trade losses suffered by the countries
included in the United Nations list is estimated by that organization
at $3,600 million for 1974.

The total amount of residual defioits shown by the balance of payments
of thgse countries is estimated by the United Nations at ¢2,300 million for
1974 and at the pame amount for 1975.

The difference between the estimate made by the United Nations of terms
of trade losses and of residual deficits can be explained by the play of
compensatory factors, either at the level of current account balanoce
(increase in quantities exported or in services revenue) or at the level
of the balance of capitals (increase foreseen as early as 1973 in the net

_inflow of oapital into these countries).

The examples below illustrate these differences in several ways:

Source
(1) Inaia United Nations EEC
Terms of trade losses 1972-T4
(as against 1972) (million §) 1,803 1,814
Residual deficit 1974 (million §) _ - 820
1975 (million P) 880

1974 + 1975 1,700
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Source
(2) Kenia ‘United Nations EEC
Terms of trade losses 1974 i
(as against 1972) (million §) 155 . 167
Residual deficit 1974 (million g) 84
1975 (million ¥) ' 137
1974 + 1975 221
(3) Chana
Terms of trade gains (million §) + 95 47
Residual deficit 1974 (million g) ~ 23
' 1975 (million g) - 82
1974 + 1975 | - 105

To implement the Community contribution to the emergency operation,
the Commission proposes that the seleoction oriteria of recipient countries
proposed in its commmnication of 29 May be retained, but that there should
be an’ assessment of these countries! requirements on the basis of balance
of payments projections worked out by the United Nations Agencies.

In these ciroumstances, only those countries most hit by the recent
international price movements would be conpidered in view of the magnitude
of their essential i{t_eédé and of the emergency assistance already received

or promised.



