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Background Information

The Recommendation on Terms and Conditions of Aid was adopted by the OECD Development
Assistance Committee (DAC) on 28 February 1978. It succeeds to the 1972 Recommendation on
Terms and Conditions of Aid which was adopted by DAC at its High Level Meeting on 16 to 18
October 1972. The 1978 Recommendation invites DAC Members to extend their Official
Development Assistance (ODA) commitments from 84% (target set by the 1972 Recommendation)
to an average annual grant of at least 86% overall. Moreover, special provisions apply in the case of
least developed countries, where ODA should be primarily on the form of grants.

During its discussions in 2020, the DAC agreed on the need to update the Recommendation to reflect
the decisions taken by the DAC High Level Meeting in 2014, such as the revised ODA definition and
new measure of concessionality. However, DAC members expressed different opinions on the
substance of changes to be made beyond a technical update. See DCD/DAC/M(2020)11/FINAL. The
DAC will resume its discussion on this topic in 2022.



https://one.oecd.org/document/DCD/DAC/M(2020)11/FINAL/en/pdf
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PREAMBLE

The Development Assistance Committee, having reviewed the Recommendation on Terms and
Conditions of Aid adopted by the DAC at its High Level Meeting on 16th to 18th October, 1972,

APPROVING the progress made towards fulfilling or surpassing the objectives set out in this
Recommendation, and noting the favourable average terms of aid provided by DAC Members as a

group,

RECOGNISING the desirability for further improvement in the financial terms of Members'
programmes of Official Development Assistance, considered not only as a whole but also in their
application to the specific needs of individual developing countries,

REAFFIRMING that equal attention must also be given to the provision of an adequate and sustained
volume of Official Development Assistance,

RECOGNISING that the continuing differences in the terms provided by Member countries impair the
spirit of the common effort and render more difficult the maintenance of the most liberal standards of
terms,

BEARING IN MIND the special needs of the least-developed countries,

RENEWING its resolve to seek appropriate ways and means of advancing towards untying national
aid programmes and urging its Members in the meantime to mitigate as much as possible the adverse
effects of aid tying,

ADOPTS - one country having reserved its position' - the following Recommendation which
supersedes that of 1972:

. Coverage of the Terms Objectives

1. The objectives of this Recommendation apply to Official Development Assistance (ODA)
commitments, made on and after the 1st of January, 1978. ODA is defined as those flows to
developing countries and multilateral institutions provided by official agencies, including state and local
governments, or by their executive agencies, each transaction of which meets the following tests:

a) it is administered with the promotion of the economic development and welfare of developing
countries as its main objective, and
b) it is concessional in character and contains a grant element? of at least 25 %.

il Objectives for Financial Terms

2. In order to achieve a further softening of overall financial terms of ODA, Members should
endeavour fully to maintain or achieve as soon as possible an average grant element in their ODA
commitments of at least 86 per cent. In this connection the special value of grant assistance is
recognised.

3. Countries whose ODA commitments as a percentage of GNP are significantly below the
DAC average will not be considered as having met the terms target.

Il Recognition of Circumstances of Individual Recipient Countries and Harmonisation of
Terms

4. Members should relate the terms of aid on a case-by-case basis to the circumstances of
each developing country or group of countries. In particular, Members should provide a substantial
part of the assistance given to developing countries with the severest economic problems in the form
of grants or on very soft terms. Member countries which already extend a large proportion of their
assistance on soft terms, but concentrate it on a limited number of recipients, should aim to grant
increasingly soft terms also on their assistance to other recipients whose circumstances also call for
soft terms.
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5. The Development Assistance Committee will continue to review the current position and
prospects regarding the income level, the development performance, the balance of payments, the
debt servicing burden, etc. This should assist individual donors in formulating their terms policies and
may provide the basis for a common view on the terms appropriate to individual developing countries
or group of countries.

6. Members should make concerted efforts to harmonise terms at the level of the recipient
country. They should make use of consortia, consultative groups or other concerted aid operations,
where these exist, in co-operation as appropriate with the international bodies involved, in order to
reach a common view as to the appropriate terms at which assistance should be provided. Where no
such co-ordinating arrangements exist, terms harmonisation should be sought through an appropriate
form of consultation, the nature of which might be the subject of an exchange of views in the DAC.

7. The absence of harmonisation of donors' aid terms is liable to be particularly harmful to
poorer developing countries. In extending aid to such countries Members should not only take account
of the circumstances of the country itself but also be guided by the terms of the donors extending their
aid at soft terms to that country. Members who hitherto have provided funds on harder terms, should
do their best to come as close as possible to the average terms of all bilateral DAC donors to the
individual country.

Iv. Special Terms for Least-Developed Countries

8. A group of least-developed countries has been identified by the UN for which, apart from any
other special measures, the softest possible terms of aid are appropriate. Official Development
Assistance to these countries should be essentially in the form of grants and, as a minimum, the
average grant element of all commitments from a given donor should either be at least 86 per cent to
each least-developed country over a period of three years, or at least 90 per cent annually for the
least-developed countries as a group.

9. DAC Members should endeavour fully to extend their ODA commitments to other countries
whose needs are the greatest on the best grant element possible.

V. Regular Review of Implementation

10. The achievements of individual Member countries in implementing the agreed objectives set
out above will be regularly appraised in the DAC as part of the Aid Reviews. In addition, the DAC wiill
review each year the progress under the various provisions of this Recommendation.

VL. Need for Non-Project Assistance and Local Cost Financing

11. While acknowledging the advantages of the project approach, Members recognise that it is
necessary to consider the overall needs of the developing country as well as its balance of payments
and other factors, and that it may be appropriate to provide aid to finance general import costs or local
costs of development, or both. With respect to local cost financing, Members shall take into account
the Guidelines on Local Cost Financing adopted by the DAC on 27th October, 1977.

VII. Review of Other Officially Extended or Supported Flows?

12. The objectives of the Recommendation apply to Official Development Assistance. In
addition, however, other officially extended or supported flows are of continued importance as a
source of finance. DAC Members, therefore, agree to review more fully, in consultation with other
interested Committees of the OECD, their basic approaches to extending such flows to developing
countries, and their relationship to aid and development considerations. Further, the DAC will keep
itself informed of the incidence of other officially extended or supported flows and their geographic
distribution, especially with respect to those developing countries with severe external debt situations.

T ltaly lifts its reservation in 1993.
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"Grant element" is the difference between the face value of a financial loan commitment and the discounted
present value (using a 10% discount rate) of the service payments to be made by the borrower during the
lifetime of the loan, expressed as a percentage of the face value.

Including officially extended and officially guaranteed private export credits as well as officially guaranteed
private foreign investment.



About the OECD

The OECD is a unique forum where governments work together to address the economic, social and
environmental challenges of globalisation. The OECD is also at the forefront of efforts to understand
and to help governments respond to new developments and concerns, such as corporate governance,
the information economy and the challenges of an ageing population. The Organisation provides a
setting where governments can compare policy experiences, seek answers to common problems,
identify good practice and work to co-ordinate domestic and international policies.

The OECD Member countries are: Australia, Austria, Belgium, Canada, Chile, Colombia, Costa Rica,
the Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland,
Israel, Italy, Japan, Korea, Latvia, Lithuania, Luxembourg, Mexico, the Netherlands, New Zealand,
Norway, Poland, Portugal, the Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Tulrkiye, the
United Kingdom and the United States. The European Union takes part in the work of the OECD.

OECD Legal Instruments

Since the creation of the OECD in 1961, around 460 substantive legal instruments have been
developed within its framework. These include OECD Acts (i.e. the Decisions and Recommendations
adopted by the OECD Council in accordance with the OECD Convention) and other legal instruments
developed within the OECD framework (e.g. Declarations, international agreements).

All substantive OECD legal instruments, whether in force or abrogated, are listed in the online
Compendium of OECD Legal Instruments. They are presented in five categories:

o Decisions are adopted by Council and are legally binding on all Members except those which
abstain at the time of adoption. They set out specific rights and obligations and may contain
monitoring mechanisms.

o Recommendations are adopted by Council and are not legally binding. They represent a
political commitment to the principles they contain and entail an expectation that Adherents will
do their best to implement them.

o Substantive Outcome Documents are adopted by the individual listed Adherents rather than
by an OECD body, as the outcome of a ministerial, high-level or other meeting within the
framework of the Organisation. They usually set general principles or long-term goals and have
a solemn character.

o International Agreements are negotiated and concluded within the framework of the
Organisation. They are legally binding on the Parties.

o Arrangement, Understanding and Others: several other types of substantive legal
instruments have been developed within the OECD framework over time, such as the
Arrangement on Officially Supported Export Credits, the International Understanding on
Maritime Transport Principles and the Development Assistance Committee (DAC)
Recommendations.
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