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Executive summary

In 2011, the former Department for International Development (DFID) announced its intention to bring
bilateral aid to China to an end, moving instead to a new kind of partnership on global development issues.
This transition recognised that China had become a major trading partner, investor and donor for developing
countries around the world, as well as an important player on global challenges such as public health threats
and climate change. In April 2021, the Foreign Secretary announced a cut to bilateral spending by the
Foreign, Commonwealth and Development Office (FCDO).' This note outlines the policy context up until this
announcement and the relevant spending from 2015 to 2019.

Since 2015, UK aid to and with China has scaled up again, with a range of other departments and funds using
aid to support diverse partnerships between the UK and China in areas of mutual interest. This has resulted in
the emergence of a complex mosaic of aid programmes and activities engaging? China, in order to support its
development (which we refer to as aid 'to' China), UK-China partnerships on global development challenges
(aid 'with' China), and work with third countries on their engagement with China (aid 'on’ China). In 2019, it is
estimated that £82 million in UK bilateral official development assistance went towards engaging China. As it
is difficult to gain a complete picture from information in the public domain, this information note offers an
account of the extent, nature and purpose of UK development cooperation with China, to support informed
debate on a controversial topic.

UK aid supports a variety of UK strategic objectives on China, outlined in the National Security Council’s China
strategy as well as a number of broader UK development priorities. Aid-funded activities include research
partnerships between UK and Chinese universities, technical support for economic development through
the Prosperity Fund, climate change mitigation initiatives, health partnerships, small human rights projects,
scholarships and British Council programmes on education and culture. The majority of the aid goes to UK
research, academic and government institutions engaging China. This included £12.1 million for UK diplomatic
costs?in 2019, on the basis of the government’s judgment that 40% of diplomatic outcomes are aid-related.
We were unable to establish the basis on which this judgment was made.

In the last few years, DFID’s engagement evolved from joint projects with China in other developing countries
(“triangular cooperation’) towards dialogue with China about their respective global development policies
and supporting independent analysis and advice for third countries on their engagement with China, and this
approach is now being taken forward by the FCDO. According to the Chinese stakeholders we interviewed,
China welcomes the UK sharing its development cooperation experience. Through its Belt and Road Initiative,
China is the largest infrastructure financier in many African and Asian countries. The UK is encouraging China
to adopt international environmental and social standards for infrastructure projects and more widely. This will
improve their development impact while potentially creating commercial opportunities for UK companies.
Health is also a recurring theme of the partnership: the UK is helping China develop its primary healthcare
system, while engaging in joint research on antimicrobial resistance. According to UK government officials,
this support has also created opportunities for the UK’s health sector worth hundreds of millions of pounds.

China is expected to reach the income threshold to graduate from aid eligibility in the next four to six years.
This transition, already approaching, has been accelerated under the UK aid cuts announced on 21 April 2021.
We were informed in January 2021 that, so far, there had been little planning for this transition. According

to the March 2021 Integrated Review, collaborating with China on global issues, particularly climate change,
biodiversity and global health, remains a UK foreign policy priority. The government will need to consider
carefully how to manage the FCDO'’s transition away from bilateral aid, and any future transition for the aid-
funded partnerships with Chinese government and research institutions in other departments in an orderly way,
as set out in the recommendations to our 2016 review on DFID’s approach to managing aid exit and transition.*

! UK Official Development Assistance departmental allocations 2021-22, Foreign, Commonwealth and Development Office, 21 April 2021, link.

: When the word ‘engaging’ (or similar) is used it refers to all three elements, that is aid ‘to’, ‘with” and ‘on’ China.

3 The categories of diplomatic administrative costs eligible to be reported as Official Development Assistance (ODA), are set out in Articles 80 and 82 of the
Reporting Directives of the OECD Development Assistance Committee (DAC), link.

4 When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, link.
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Cooperation with China is among the more controversial elements of the UK aid programme.* In 2011,

in view of China’s rapid economic growth and rising global power status, the then Department for
International Development (DFID) ended its UK bilateral aid in support of China’s development.® Instead,
recognising China’s growing role in other developing countries as investor, trading partner and provider
of ‘South-South’ development cooperation, DFID transitioned to a partnership approach whereby aid
was used to engage China on global development issues.

However, other aid-spending departments have taken a different path. Since 2015, the Department

for Business, Energy and Industrial Strategy (BEIS), the Prosperity Fund and the Department of Health
and Social Care (DHSC)” have all initiated new aid partnerships with China, in areas such as research

and innovation, health, climate change and mutual prosperity. Alongside DFID, the former Foreign and
Commonwealth Office (FCO) and the Department for Environment, Food and Rural Affairs (Defra) also
continued to use aid to engage China. As a result, official® UK bilateral grant aid to China, which remains
a developing country and therefore eligible to receive official development assistance (ODA), has scaled
up again, reaching record levels in 2019.

The result is a complex mosaic of UK aid spent engaging China, in order to support its development (which
we refer to as aid ‘to’ China), UK-China partnerships on global development challenges (aid ‘with” China),
and working with third countries on their engagement with China (aid ‘on” China). It is difficult for the public
to gain a full picture of this relationship from information currently in the public domain.” The lack of clear
information has heightened the concerns of those who believe that the UK should not provide aid to China™
or who fear that the aid is not contributing to poverty reduction,” which is the statutory purpose of UK aid.”

This information note aims to shed more light on the subject by providing an account of the nature

and objectives of UK development cooperation with China. Its purpose is to improve transparency and
support informed discussion among parliamentarians and other interested actors. It builds on a 2016

ICAIl review of DFID’s approach to managing exit and transition in its development partnerships, which
included a case study of DFID’s transition away from traditional aid to China.” This information note will
explore how the UK’s aid engagement with China has evolved since then, culminating in the Foreign
Secretary’s announcement that ODA for programme activity undertaken by the Foreign, Commonwealth
and Development Office would be cut to £900,000.*

ICAl information notes shed light on aspects of UK aid that are of public interest. They are not evaluative,
although they may point to issues that would merit further investigation, whether by ICAl itself or by other
bodies. This note covers (i) the strategy and objectives of UK development cooperation with China, (ii) a
mapping of relevant UK aid spending, (iii) case studies of UK-China development cooperation in particular
thematic areas and (iv) a brief overview of the future context for UK aid engagement with China. The
information presented here is drawn from UK government statistics, strategies and programme documents,
interviews with UK government officials and a limited number of interviews with stakeholders in China,
including officials from six ministries, research institutions and independent observers. For reasons of national
security, we could not access some government documents and others could not be referenced in this

See Definition and Administration of ODA: Fifth report of session 2017-19, International Development Committee, paragraphs 100-101, p. 30, link.

In 2010-11 DFID’s bilateral programme spending in China was £22.9 million, link.

This department was known as the Department of Health before January 2018.

This refers to the aid that was formally recorded as being spent ‘in’ China, and reported in UK and global ODA statistics. If the ODA-eligible costs of UK
diplomatic activities (see Section 4) had been reported as bilateral ODA to China during 2016-18 rather than as ODA to the Asia region, then grant ODA to
China would have been marginally higher in 2018.

One reason for this is that UK national statistics on ODA spend follow the OECD reporting directives, which require reporting of ODA in respect to the
benefiting country rather than geographic location of any partners.

“These sickening aid bungs to China’s repellent dictators MUST end”, lan Birrell, Daily Mail, 25 November 2020, link.

See the concerns expressed by the International Development Committee about the costs of frontline diplomatic activity (constituting around 20% of UK ODA
to China) potentially being “badged as ODA without any additional targeting to lead to a reduction in poverty”. Definition and Administration of ODA: Fifth
report of session 2017-19, International Development Committee, paragraphs 109-110, link.

International Development Act 2002, section 1(1), link.

When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, link.

UK Official Development Assistance departmental allocations 2021-22, Foreign, Commonwealth and Development Office, 21 April 2021, link.
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report. We submitted a draft of this report to the government in March 2021, to enable them to check that it
was factually accurate. We had asked the FCDO for information on the planned 2021 aid cuts. Unfortunately,
the FCDO did not provide us with any information in advance of the Foreign Secretary's announcement.

2. Background

China’s rapid development and global rise

2.1 China’s economic development is arguably the most dramatic in recent history. Since the 1980s, over
800 million people in China have emerged from extreme poverty, which China claimed in 2020 to have
eradicated, although around a quarter of its population still live below the $5.50 a day poverty line.” This
progress on reducing poverty has been achieved through a wide range of economic and social reforms
and rapid economic growth.

2.2 Alongside economic development has come growing global prominence. With a population of 1.4 billion,
China is now the world’s second-largest economy and produces over a quarter of global manufacturing
output.”®In 2019, it exported $2.5 trillion in goods and had a trade surplus of $430 billion.” Foreign
exchange reserves of $3.2 trillion™ have enabled China to become a major global investor. Since 2013,
China has invested an estimated $770 billion on transport and connectivity infrastructure in countries
with which it is collaborating on the Belt and Road Initiative (BRI).”

2.3 China’s growing economic power also makes it a key player in international development cooperation. China
is the largest trading partner collectively for sub-Saharan African countries® and for many Asian countries
(including Indonesia and Pakistan).”’ China is Africa’s largest financier of construction projects® and is thought
to be the largest creditor to African countries,” fuelling disputed concerns that it uses debt to expand its
influence over them.?* It is both the world’s biggest carbon emitter, in absolute terms,* and a world leader in
renewable technologies,” making it an indispensable partner in the global response to climate change. China
is also asserting its growing military power in disputes over contested territories in the South China Sea.

Box 1: The Belt and Road Initiative

Launched by Xi Jinping, the president of the People’s Republic of China, in 2013, the Belt and Road

Initiative (BRI) is an ambitious strategy to improve connectivity across Asia, Europe and Africa through

the construction of transport and other infrastructure — much of it in developing countries. It is a central
pillar of Chinese foreign, development and investment policy. As of January 2021, around 140 countries are
thought to have signed memoranda of understanding with China to participate in the BRI.? While the UK is
not one of those, the Department for International Trade has signed an agreement to guide collaboration
on infrastructure projects in third country markets between UK and Chinese companies in third countries.
There is significant interest in the BRI from UK businesses. For example, in January 2018 Standard Chartered
agreed a deal with China Development Bank worth up to $1.6 billion over five years to fund corporate
finance projects and trade finance transactions linked to the BRI.%®

$5.50 a day is the poverty line recommended by the World Bank for use in upper-middle-income countries. These poverty figures are based on the latest data
available on China (for 2016) at PovcalNet, link.

T World Manufacturing Production: Statistics for Quarter I, 2020, UNIDO, 2020, p. 12, link.

v Data sourced from International Trade Centre’s Trade Map database, link.

® China Dec FX reserves fall slightly to $3.211 trln, Reuters, 7 February 2021, link.

” Investments in the Belt and Road Initiative, C. Nedophil, IGF Green BRI Center, Beijing, 2021, link.

20 Based on data for 2018, from World Integrated Trade Solution, World Bank, link.

2 Based on data for 2018, from World Integrated Trade Solution, World Bank: Indonesia (link); Mongolia (link); Pakistan (link).

The development impact of Chinese development investments in Africa, R. Cooper, K4D, September 2019, link.

Africa’s growing debt crisis: Who is the debt owed to?, Jubilee Debt Campaign, October 2018, link.

Some claim this is an intentional strategy by China, which they refer to as ‘debt trap diplomacy’ (link), although a number of research studies have disputed
these claims (link, link).

The World’s Top 10 Carbon Dioxide Emitters, R. Rapier, Forbes, 4 December 2019, link; in per capita terms China is the 47th largest.

How China Became the World’s Leader in Green Energy, S. Malcomson, Foreign Affairs, 28 February 2020, link.

Figure sourced from IIGF Green BRI Center, link.

Chinese, British banks sign deal on Belt and Road cooperation, XinhauNet, 1 February 2018, link.
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China as an aid recipient

2.4 Despite rapid economic growth, China faces major development challenges. Industrial development has
been concentrated in coastal and urban areas,” leading to slower progress in poverty reduction in rural areas
and levels of inequality that are among the highest in the world.® It faces serious public health challenges
from a high burden of non-communicable diseases.” Environmental degradation is a major concern, with 48
Chinese cities featured among the 100 across the world with the worst air quality.*? China also faces significant
governance challenges, with high levels of corruption,® weaknesses in judicial process,* constraints on
freedom of expression® and human rights abuses, most prominently in Xinjiang, Tibet and Hong Kong.*

2.5 Under current Organisation for Economic Co-operation and Development (OECD) rules, a country is
no longer eligible for ODA once its gross national income (GNI) per capita has passed the threshold of
$12,535 for three consecutive years. Given that China’s GNI per capita was $10,410 in 2019, it is currently
ODA-eligible but is likely to cross the eligibility threshold within the next four to six years.

2.6 Net ODA from OECD countries to China has declined since the early 1990s, when it was almost $2.5 billion
annually, and turned negative in 2013 due to loan repayments exceeding new disbursements. ODA grants
to China peaked at $1.2 billion annually during the period from 2004 to 2008, before stabilising at around
$600 million since 2013. ODA loans to China averaged around $1.4 billion annually between 1995 and 2008,

before stabilising at around $500 million since 2017 (see Figure 1).*

Figure 1: OECD Development Assistance Committee (DAC) ODA to China
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Total amount of grant ODA and ODA loans minus any loan repayments. Since 2013, the OECD-DAC reported

Net ODA
negative levels of net ODA due to loan repayments from China exceeding new aid disbursements.

Gross ODA loans ) .
Gross ODA loans: Total amount of loans without factoring in repayments.

Grant ODA Transfers made in cash, goods or services for which no repayment is required.

Note: This data is presented in USD millions constant prices, with 2018 as the reference year — this means adjustments have been made to cover inflation
in the donor’s currency between the year of the data point and 2018.

Source: OECD-DAC development statistics online, table 23, Aid (ODA) disbursements to countries and regions (link), in constant 2018 US dollars.
For more detail on currency adjustments see link.

2 China’s regional disparities: Experience and Policy, S. Fan, R. Kanbur and X. Zhang, Review of Development Finance, January-March 2011, link.

30 China’s income inequality in the global context, J. Han, Q. Zhao and M. Zhang, Perspectives in Science, March 2016, link.

3 China’s biggest, most neglected health challenge: non-communicable diseases, S. Tang, J. Ehiri and Q. Long, Infectious Diseases of Poverty, April 2013, link.
2 World’s Most Polluted Cities, IQ Air, 2019, link.

B China and global integrity-building: Challenges and prospects for engagement, U4 Issue 2019: 7, Chr. Michelsen Institute, link.

34 Arbitrary Detention, S. Biddulph, in Handbook on Human Rights in China, S. Biddulph and J. Rosenzweig (eds.), link.

» Freedom of opinion and expression, H. Abuié, in Handbook on Human Rights in China, S. Biddulph and J. Rosenzweig (eds.), link.

36 Human Rights Watch World Report 2020, China: Events of 2019, Human Rights Watch, link.

7 GNI per capita, Atlas method (current US$), World Bank, link.

3 The ODA figures to China quoted in paragraphs 2.6 to 2.8 are based on constant 2018 USD.
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2.7 Germany is by far the largest OECD donor to China, providing $522 million in net ODA in 2019, and is
the only country currently providing more grant aid to China for development projects® than the UK,
at $92 million in 2019. Since 2009, Germany has ended its traditional bilateral aid to China and focused
on building partnerships on global development issues and areas of mutual interest. Both Germany and
France also provide concessional development loans to China.

China’s development finance

2.8 Chinais also a substantial provider of development finance, a role it has been playing since the 1950s.
Chinese aid — which it describes as ‘South-South cooperation’ — has increased rapidly since the mid-
2000s and in 2019 was estimated to have reached $5.9 billion,*® making China the seventh-largest donor
country. In 2018, the Chinese government established the China International Development Cooperation
Agency (CIDCA) from the structure of the Ministry of Commerce’s (MOFCOM) Department of Foreign
Affairs, which was separated from MOFCOM. While CIDCA now oversees project policy and approval,
MOFCOM still oversees project implementation.

2.9 China’s approach to aid is distinctive in a number of ways. In 1964, China set out eight basic principles of
foreign assistance, which still drive Chinese aid today. They include mutual benefit, non-interference,
solidarity and South-South collaboration.* China also combines its grants with other forms of official finance,
investing in sectors such as infrastructure, natural resources and manufacturing. China has a complex
architecture of institutions involved in managing these investments, including state-owned policy banks.*

2.10 InJanuary 2021, China published a white paper entitled China’s International Development Cooperation
in the New Era. It includes new emphases on cooperation with multilateral agencies, delivering global
public goods and supporting the Sustainable Development Goals.* It identifies the BRI as a commercial
component of China’s international development cooperation.*

The history of UK-China development cooperation

211 The UK’s development partnership with China has evolved through a number of phases over the past 15
years. DFID first signalled its intention to end traditional aid to China in 2006 and began exploring the
possibility of collaborations with China on development in third countries (‘trilateral cooperation’). The
department began to scale down its bilateral aid to China in 2009-10,* contributing to total UK bilateral
grant ODA to China falling from £49 million in 2009 to £15 million in 2011 (see Figure 2). DFID formally
ended its aid for China’s development in 2011, in accordance with government policy, following strong
media criticism of aid to growing powers such as China and India.* However, rather than ending aid
engagement, DFID transitioned towards a new partnership with China, involving ‘trilateral cooperation’
and collaboration on global development issues such as climate change. Our interviews suggested that
Chinese partners were interested in using trilateral cooperation to deepen their knowledge of other
developing countries and learn from the UK’s experience as a development partner.

212 Anew era of UK engagement began with the then prime minister David Cameron’s state visit to China in
2013 and his proclamation of a ‘golden era’ of trade and investment relations with China in 2015.
In support of this engagement, a number of other UK departments began providing aid to China, most of

R Both Germany ($392 million) and France ($100 million) reported higher levels of grant aid to China than the UK in 2019. However, in both cases, around three-
quarters of these grants related to the imputed public costs of Chinese students studying in France and Germany (in other words, they were not supporting
development projects engaging China).

40 Estimating China’s Foreign Aid: 2019-2020 Preliminary Figures, JICA, link.

@ Aid ‘With Chinese Characteristics’; Chinese Foreign Aid and Development Finance Meet the OECD-DAC Aid Regime, D. Brautigam, Journal of International
Development, July 2018, link.
« Policy banks are state-owned banks that focus on promoting strategic policy agendas, rather than making commercial returns. They include EximBank and

China Development Bank, although only Exim Bank is formally part of China’s aid system. See China’s Foreign Aid: A Primer for Recipient Countries, Donors and
Aid Providers, L. Lynch et al., 2019, CGD, July 2020, link.

8 China's International Development Cooperation in the New Era, Xinhua Net, 2021, link.

a4 However, only around one-fifth of China’s lending to BRI countries could be categorised as equivalent to ODA: see China’s Foreign Aid: A Primer for Recipient
Countries, Donors and Aid Providers, L. Lynch et al., 2019, CGD, July 2020, link.

"5 Statistics on International Development 2012, Table 14.3, DFID, June 2013, link.

d When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, p. 13, link.

“ "China, Britain to benefit from 'golden era’ in ties — Cameron”, Reuters, 18 October 20715, link.
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which also pursued benefits for the UK as a secondary objective, a goal DFID was not suited to pursuing
given its departmental focus on reducing poverty. This included programmes through the Newton Fund
(established in 2014) and the Global Challenges Research Fund (2016), overseen by the Department for
Business, Energy and Industrial Strategy (BEIS), which supported UK organisations in developing research
and innovation partnerships in China. These partnerships were welcomed by the Chinese partners we
interviewed as helping China draw on valuable UK expertise. The Prosperity Fund was launched in 2016

to promote inclusive economic development in middle-income countries, overseen by the National
Security Council, with China as its largest planned programme (see Section 4 below).

213 With more UK departments involved, UK bilateral aid to China began increasing again from 2014. In 2019, officially
reported levels of bilateral grant ODA to China reached £68.4 million, their highest recorded level in real terms
(see Figure 2). Bilateral ODA was also provided to China through the loans and equity investments provided by
UK’s development finance institution, the CDC Group, until it ended new operations in China in 2014.

214 A new memorandum of understanding on development cooperation was agreed between the two countries
in 2015, with the stated aim of refocusing the partnership around global development, with fewer sectors
of engagement.* The engagement has also been shaped by annual high-level dialogues between the
governments, including on economic and financial issues (since 2008), energy (since 2010) and health
(since 2013). From 2016, DFID led on organising an annual UK-China Development Forum, focused on global
development issues. The Foreign, Commonwealth and Development Office (FCDO) convened the latest
forum in December 2020. It announced it would cut ODA for programme activity to £900,000 in April 2021.4

Figure 2: Official UK grant ODA to China and key moments in UK-China aid engagements, 2005-19

I Programmatic events/decisions I The Conservative Thg Chinese president’s New bllatgral Frossfgovernment funds & programmes
Party comes to visit to the UK marks the target China, including:
| Political events/decisions | Povver in 2010 start of a ‘golden era’in Newton Fund
with a manifesto UK-China relations, Prosperity Fund
com@tment. to summarised in a joint Clobal Antimicrobial Resistance Innovation Fund
end aid to China. statement.
Spend through existing channels increases, including:
The former Department for The former DFID Formgr ForAeign & ;omrﬁgnwealth Office (FCO)
£80m International Development (DFID) ends its bilateral Fr@thne d\plf)rnatlc activity
first signals its intention to end aid aid programmes British Council
to China in its country strategy. in China.
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Source: OECD-DAC development statistics online, table 2a, Aid (ODA) disbursements to countries and region (link)
Note: These figures were generated by converting $s to £s using the OECD’s official exchange rates (link)

2.5 Inour2016 report on DFID’s approach to managing exit and transition, we noted that the publicity that had
been given to ending DFID aid for China’s development in 2011 had potentially created the impression that
all UK aid for China was being phased out. Against that background, we concluded that the reasons for
continuing and then scaling up UK aid to China had not been adequately communicated to the UK public.*®

8 When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, Box 7, p. 16, link.

UK Official Development Assistance departmental allocations 2021-22, Foreign, Commonwealth and Development Office, 21 April 2021, link. o
When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, p. iii, link.
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3.2

3.3

UK government strategy and architecture

There is no single purpose for UK development cooperation with China. Instead, it is one among the
various tools used to deliver a range of strategic objectives defined by the National Security Council
(NSC), which is the cabinet committee responsible for foreign policy and national security matters,
chaired by the prime minister.” The NSC sets thematic and geographic strategy, including on China,
covering the depth and breadth of UK-China engagement and China’s growing global role. While the
strategic approach to China is not public, government evidence to the UK Parliament® states that it
covers the following seven broad thematic areas of focus:

- trading safely to ensure maximum economic benefit to the UK while protecting national security
+ China’s global role and the rules-based international system

« countering security threats

+ Hong Kong

+ human rights

« people-to-people links

- digital and technology.

Supporting these areas of focus is a further cross-cutting strand, to increase capability and expertise on
China across government to support all thematic areas of focus.

The government’s strategic approach to China is underpinned by detailed interdepartmental
implementation plans, which are used to monitor and direct progress through meetings of the China
National Strategy Implementation Group, chaired by the deputy national security adviser.”® Some of
the implementation activities involve spending that falls within the ODA definition, such as technical
assistance and funding for development-related research. The FCDO informs us that UK aid is used to
support all but one* of the seven thematic NSC areas of focus for China.

A number of other UK government bodies have a role in UK aid engagement with China, with associated
strategic objectives. These include:

« UK embassy, Beijing: Led by the UK ambassador to China, the embassy coordinates and ensures
coherence of departmental activity (including the work of four other offices in China* which, together
with the embassy, form the ‘China Network’) in pursuing the UK’s strategic objectives. Its 2019-20
China Network Business Plan focused on ten objectives, including sustainable and inclusive growth in
China, global public goods (including climate change and health), China’s role on development and
health security in Africa, China’s role in the rules-based international system, reform, human rights
and UK values, and educational and cultural collaborations. The business plan was refreshed in May
2020 and now includes a stronger emphasis on global health and tackling climate change among its
headline objectives.

« COP26 China group: To support strategic engagement with China ahead of COP26 - the next UN
climate conference, which the UK will co-host with Italy in 2021°® — the UK embassy in China has
convened a COP26 core team. The UK’s COP26 China strategy focuses on objectives around achieving
‘net zero’ emissions, green growth, nature and the role of China in UN Framework Convention on
Climate Change processes.

The permanent members of the NSC currently include the Chancellor of the Exchequer, the Secretary of State for Foreign, Commonwealth and Development
Affairs (although before September 2020, both the Secretary of State for International Development and the Foreign Secretary were members of the NSC), the
Secretary of State for the Home Department, the Minister for the Cabinet Office, the Secretary of State for Defence, the Secretary of State for Business, Energy
and Industrial Strategy, the Secretary of State for International Trade and the Attorney General.

China and the International Rules-Based System: Government Response to the Committee’s Sixteenth Report, Foreign Affairs Committee, 18 June 2019, p. 14, link.
Based on information in China and the International Rules-Based System: Government Response to the Committee’s Sixteenth Report, Foreign Affairs
Committee, 18 June 2019, p. 14, link.

UK government spending engaging China on issues related to Hong Kong cannot be reported as ODA, as Hong Kong has not been eligible to receive ODA
since 1997.

In Chongging, Guangzhou, Shanghai and Wuhan.

COP26 had been planned for 2020, but had to be postponed to 2021 due to the COVID-19 pandemic.



https://publications.parliament.uk/pa/cm201719/cmselect/cmfaff/2362/2362.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmfaff/2362/2362.pdf

- Belt and Road Initiative strategic oversight board: This body was established in 2017 to monitor
developments around the BRI and to support a coordinated response from the UK. The board meets
quarterly and is supported by a working group. The board aims to promote adherence to UK strategic
priorities and approaches among departments engaging with the BRI, including the need to support
positive development outcomes, support social, labour and environmental standards, increase
transparency and promote debt sustainability.

+ Prosperity Fund steering groups: Each of the Prosperity Fund programme strands has its own steering
group of officials from across government, who advise on and help monitor ongoing programme
delivery. These steering groups generally involve officials from the FCDO (previously DFID and the
FCO), the Department of International Trade and others.

Figure 3: The governance bodies guiding UK engagement with China

The governance bodies guiding UK engagement with China and how they are linked oo

‘ National Security Council ‘

N

China National Strategy Implementation Group (NSIG)

Prosperity Fund steering groups Belt and Road Initiative (BRI)
for each programme strand strategic oversight board

Beijing COP26 core group E - Country-focused governance structures Central & programmatic governance structures ]

e Representation of UK government departments across governance bodies -+

UK Beijing Embassy

National Security Council
and China NSIG

UK Beijing Embassy

Beijing COP26 core group

Belt and Road Initiative (BRI)
strategic oversight board

Prosperity Fund steering groups

*Note: Prior to the FCDO's formation, from merging the Department for Acronyms: Foreign, Commonwealth & Development Office (FCDO),
International Development and the Foreign and Commonwealth Officein Cabinet Office (CO), Home Office (HO), Department for Business,
Sept 2020, both of the former departments were represented on these bodies. Energy & Industrial Strategy (BEIS), Ministry of Defence (MoD),

Department for International Trade (DIT), Department of Health and
Social Care (DHSC), Ministry of Justice (MoJ), Department for
Environment, Food & Rural Affairs (Defra)

Source: Compiled using information provided to ICAI by the FCDO
and other UK government departments.
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4.5

4.6

UK-China development cooperation

To gain a full picture of the UK’s aid engagement with China, it is necessary to look at a number of
categories of statistics.

First, there are official statistics on the UK’s bilateral aid to China. These are generated from information
reported by departments on aid spent to promote China’s development and in accordance with the
international rules on aid reporting.” The reporting is overseen by a dedicated Foreign, Commonwealth
and Development Office (FCDO) (previously the Department for International Development (DFID))
statistics team and has become increasingly detailed in recent years.*®

However, these official statistics only provide a partial view of UK bilateral aid to China. A second portion
is spent through multi-country programmes, for which spending is not reported separately by country.”
We asked aid-spending departments to calculate this amount, to the best of their ability.

Athird portion is the UK’s multilateral aid that goes to China. An estimate of this is included in the aid
statistics, although for reasons set out below it is only an approximate figure.

For the purposes of this review, we are also interested in a fourth category: UK aid spent engaging with China
on global development issues, or working with third countries to support their engagement with China,
which we describe as UK aid ‘with”and ‘on” China, respectively. Appropriately, neither of these categories are
reported as aid to China in the statistics, because their purpose is not to support China’s development.

In this section, we present an overview of the UK’s aid engagement with China across departments and
funds, and how this relates to each of these four categories.

Overview of UK aid spending engaging China

4.7

According to official UK bilateral aid statistics, the UK spent £68.4 million on aid to China in 2019, up from
£44.7 million in 2015.°° Table 1 presents the breakdown of this aid by department or fund over the period
from 2015 to 2019. A detailed mapping is provided below (see 4.15 onwards). Just over half of UK aid to
China reported during this period was reported by the Department for Business, Energy and Industrial
Strategy (BEIS) and spent through the Newton Fund. The former Foreign and Commonwealth Office
(FCO) was the next largest spender, at just over a third of the 2015-19 total, followed by the Prosperity
Fund, at around 10%. The Department of Health and Social Care (DHSC) and the Department for
Environment, Food and Rural Affairs (Defra) reported smaller amounts. Over this period, DFID did not
report aid to China, which had come to an end in 2011.

These guidelines are based on the OECD-DAC’s Converged Statistical Reporting Directives for the Creditor Reporting System, link.

For example, in 2015 the UK government began publishing spending by country for each individual department. Previously this data had only been published
for DFID.

Instead, aid reporting guidelines direct departments to report this spending at the programme level, and under the category of ‘developing country
unspecified’.
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Table 1: UK aid ‘to’, ‘with” and ‘on” China by department/fund, 2015-19

Official UK bilateral

Bilateral
ODA 'with' and

UK bilateral ODA to China
spent through multi-

ODA to China

epartment | 201 | 2016 | 207 | 2018 | 209 | 201 estimate) {200 st

BEIS (Newton Fund) £181m £26.3m £24.4m £34.7m £33.0m

BEIS (i) GCRF and
(i) climate finance
programmes

Former FCO,*including:

« British Council

« Chevening Scholarship

« Frontline Diplomatic
Activity

« International Programme

- Great Britain China

£26.3m £129m £11.7m £14.4m £28.1m

Centre

Prosperity Fund £7.6m £6.6m £4.2m £7.3m
DHSC £09m £2.2m

Defra £0.3m £0.2m £0.3m £0.09m £0.03m

Former DFID (i) China
office and (ii) centrally
managed programmes

country programmes ‘on’ China

(i) £3.4m; (i) £1.3m

£4.8m

(i) £1.7m;*
(i) £20m

Total e smlgazomleaaomiessomiesaam _germ | goom

Source: Statistics on International Development (table A4f, link, link, link, link, link), DFID (2016-20 editions), information shared with ICAI.

Note: Figures for additional ODA to, with and on China are only reported for 2019, as complete data could not be collected across the period 2015-19.
The description of “FCDO’s ODA for programme delivery”, used in the Foreign Secretary’s 21 April 2021 written ministerial statement (link) is not directly

analogous to any of the categories outlined in this table.

* During the period from 2016 to 2018, aid-related frontline diplomatic activity was recorded at the Asia regional level and therefore did not appear in
the bilateral aid statistics as aid to China. The larger FCO figures for 2015 and 2019 relate largely to this change in reporting method.

*This figure is based on reporting for fiscal year 2019-20.

4.8 Most of this aid (at least 68% in 2019) to China was given to UK research and government institutions
working in or with China. Grants from the Newton Fund for research partnerships between the UK and
China (£33 million in 2019) went almost entirely to the UK partner organisations (universities and research
institutes), with the Chinese government providing ‘matched funding’ to the Chinese partners.® The
FCO’s reported aid to China in 2019 included £12.1 million for ‘aid-related frontline diplomatic activity’,
based on its assessment that 40% of diplomatic costs are aid-related and can therefore be charged to the
UK aid budget on the basis of international aid rules (see Table 3). The FCO’s work with China through the
Chevening Scholarship programme also channels most of its aid spending (£1.7 million in 2019) to British
universities to cover the costs of scholarships for Chinese students.

49 UK aid to China also went towards projects that engaged Chinese partners through training, technical
support, research, advocacy - including an emphasis on securing secondary benefits to the UK
(the Prosperity Fund) — and promoting the UK’s ‘soft power’ (FCO support to the British Council for
educational and cultural collaborations (see Table 4)).

o In our report The Newton Fund: A performance review (ICAl, June 2019, link) we asked whether this approach was consistent with the spirit of the UK

government’s commitment to keep all UK aid untied, that is, not requiring goods and services it purchases to come from UK providers.
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410 We identified an estimated additional £4.7 million in UK aid spent in China through multi-country climate
finance and research programmes overseen by BEIS (see Table 1).

411 Finally, we identified an estimated additional £8.6 million in UK bilateral aid spent in 2019 to collaborate
‘with” and ‘on’ China on development issues in third countries or at the global level, through DFID's China
office programmes, some DFID centrally managed programmes and DHSC (see Table 1).

4.2 Overall, we calculate that UK bilateral aid engaging China totalled around £82 million in 2019. In showing
the full picture of UK aid to and with China we are not suggesting that the aid statistics are inaccurate.
The same exercise would be needed to calculate total UK aid engaging any country.

UK multilateral aid to China

413 UK aid statistics also estimate the amount of aid provided to China through the UK’s core support for
multilateral organisations. These organisations record their spending by country and a share of this is
imputed to the UK. However, due to some multilaterals not reporting detailed data to the OECD and
the specific methodology used for this calculation, these figures are only approximate.®?

414 In 2019, imputed UK multilateral ODA to China was estimated to be £4.4 million, down from £11.2 million in
2015. Most of this ODA was channelled through the Global Environment Facility (GEF),® but it also included
(declining levels of) aid spent through EU institutions and some modest spend through the UN system.**

Table 2: Imputed multilateral share of UK aid to China

o5 | 206 | 207 ] 208 | 200

£11.2m £9.8m £6.2m £6.1m £4.4m

Source: Statistics on International Development 2019 (table A10), DFID, link.

Mapping bilateral UK aid by department and fund

415 This section presents an overview of the main departmental portfolios of UK bilateral aid spending engaging
China, which sit under the six departments/funds who oversee ODA spending. Eleven distinct portfolios
are identified, and for each the levels of spending, the types of programmes and partnerships and other
important characteristics are presented. Unless stated, these portfolios involve official bilateral aid spending
in China, and tables are presented to illustrate statistics for portfolios not already detailed in Table 1.

BEIS — Newton Fund and Global Challenges Research Fund

Background — BEIS oversees the work of two ODA-funded research innovation funds, the Newton Fund
(established in 2014) and the Global Challenges Research Fund (established in 2016):

« The Newton Fund was initially designed (in 2013) as a non-ODA fund promoting research and
innovation partnerships in emerging economies. Since its repurposing as an ODA fund in 2014, its
official primary objective has been producing knowledge and technologies that will support poverty
reduction, and its secondary objectives focus on strengthening the UK’s ‘soft power’, global leadership
on development research and cooperation and trade. The Newton Fund’s China programme is called
the UK-China Research and Innovation Partnership Fund, and it is its biggest country programme.®
The Newton Fund channels its funding almost entirely through UK research institutions, with Chinese
partners funded through matched funding.

e Not all multilateral organisations report this data, although 94% of the UK’s core multilateral contributions were covered by this calculation in 2019. The

methodology applied to calculate these figures only imputes multilateral aid to donors in years in which they made actual disbursements to the core budgets
of multilateral organisations. As a result, even though the UK has historically been the largest donor to the Green Climate Fund (GCF), because it did not make
a disbursement to the GCF in 2019, none of the GCF’s $100 million loan extended to China in 2019 was attributed to the UK’s funding. The FCDO has recently
published a revised methodology for its calculation of UK imputed multilateral shares. link.

The GEF is an international organisation, established on the eve of the 1992 Rio Earth Summit, to provide funding to tackle environmental issues globally.

UK multilateral aid to China will continue for as long as China remains ODA-eligible, regardless of any decisions made on the future levels of UK bilateral aid to China.
The initial planned budget of the Newton Fund in China was £170 million, a quarter of the Fund’s total budget.
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+ The Global Challenges Research Fund (GCRF) was established to promote research collaborations
on global challenges with research partnerships led primarily by UK institutions. Projects on China are
delivered largely through multi-country programmes where spending is not disaggregated by country,
so are not reported in official UK bilateral aid figures as spending to China, but do in actual fact fall into
the same category of spending (see Table 1).

Based on a new policy applied from April 2020, both the Newton Fund and the GCRF are placing renewed
emphasis on their spending on partnerships with Chinese organisations focusing on achieving global
development impact, for example focusing on global public goods such as climate mitigation.

Main partners — The overarching relationship is managed through China’s Ministry of Science and
Technology, with a very wide range of academic and research institutes involved in partnerships.

Project focus — At least 330 projects have been funded by the Newton Fund, on a wide range of topics.
The largest partnership is the Climate Science for Service Partnership Programme (CSSP), which supports
a collaboration between the Met Office and its counterpart in China on climate science issues. The GCRF
has funded over 30 projects in China, focusing mostly on health issues.

Impacts — ICAI reviews on both the GCRF*® and the Newton Fund® identified concerns about both
funds’ emphasis on assessing impact based on academic metrics (such as articles published) rather than
development ones. We did, however, come across some development-related impacts being achieved,
including research on antimicrobial resistance (AMR) leading to a ban on antibiotics being used for
animal feed in China,®® and the CSSP helping to improve water management along the Yangtze river.’

Former FCO - frontline diplomatic activity

Table 3: Frontline diplomatic activity reported as ODA in China and share of total diplomatic costs

o | 2o | 2w | 208 ] 209 |

£8.7m £91m* £9.3m* £13.2m"* £12.1m
% of diplomatic costs N/At N/At 31% 40% 40%

*In these years, this spending was not reported in official statistics on UK bilateral aid to China but included as part of UK regional ODA spend in Asia
t This data was not made available to the review team

Background — The former FCO’s costs related to diplomatic staff assigned wholly or in part to aid-
related duties are reported as ODA,” and referred to as frontline diplomatic activity (FDA). The UK has
reported these costs as ODA since 2011, initially on the basis of staff activity reporting, which resulted in
31% of diplomatic costs in China being reported as ODA in 2017. From 2018 a figure for the proportion

of diplomatic activity that was aid-related was calculated by individual diplomatic posts through the
business planning process, and agreed to be 40% for China.” This proportion of all categories of
diplomatic costs that are ODA-eligible’ has since been reported as FDA. However, limited detail was
shared with us on how this FDA percentage was calculated, and we have not been able to determine the
specific thematic areas, activities or staff it relates to.

66 Global Challenges Research Fund: A Rapid Review, ICAIl, September 2017 (which included a desk-based case study on China), link.

o The Newton Fund: A Performance Review, ICAI, June 2019, link.

68 See ‘Slowing the Spread of Antibiotic Resistance’, Newton Fund, link.

©? Seasonal Forecasts for the Yangtze River Basin, Met Office, 2017, link.

o This category of ODA is identified by the OECD-DAC and governed by rules set out in Articles 79-82 of its Reporting Directives. link.
7 The process that was pursued is explained in FCO Frontline Diplomatic Activity — Methodology Review 2017, pp. 6-7, link.

7 These categories of costs are set out in Articles 80 and 82 of the OECD-DAC’s Reporting Directives, link.
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Focus — The FCO’s China Network Business Plan identified diplomatic activity related to ‘grand challenges’
(such as emissions reductions, AMR and healthcare) and ‘global challenges’ (such as green finance, debt
sustainability and the Asian Infrastructure Investment Bank) as ODA-related, and ‘foreign and security
policy’, ‘reform, human rights and values” and ‘serious organised crime’ as partially ODA-related.

Impacts — There is no separate reporting of the results emerging from FDA, as these are overhead costs
which support the whole of government in its ODA delivery and are only the portion of administrative
spend not captured elsewhere. Given that FDA constitutes around 20% of UK ODA to China, formally
reporting on its impacts would help the government to be accountable for this ODA.

Former FCO — British Council

Table 4: British Council ODA spend

£7.0m £11.4m £10.0m £10.8m

Background — The British Council is a non-departmental public body overseen by and operating at arm’s
length from the FCDO. Its ODA spending is focused on educational and cultural collaborations to pursue
mutually beneficial outcomes for both countries, and it is seen as an important tool for ‘soft power’ by
the UK government.”

Main partners — The British Council has partnerships with many Chinese stakeholders on its ODA-
funded work — its key counterpart on the education portfolio is the Ministry of Education and on cultural
activities it is the Ministry of Culture and Tourism.

Project focus — ODA collaboration is focused on two sectors: i) education, including higher education
partnerships, inward and outward mobility, education services, gender, youth and schools, and sport
(including a partnership with the English Premier League)™ and ii) arts and culture, including international
exchanges, cultural heritage development, craft partnerships, and exchanges.

Impacts — Educational programmes were reported to have built sustainable, long-term partnerships
between UK and Chinese educational institutions, with significant benefits also flowing to the UK’s
tertiary education sector. A cultural programme advised China on the first deaf-led film and arts festival
in 2017. In some cases, development and UK interest outcomes were hard to disentangle.

Prosperity Fund

Background — The Prosperity Fund was launched in 2015 to promote sustainable economic development
and poverty reduction in middle-income countries. The Fund also has an explicit secondary benefit

goal of promoting global business opportunities, including for the UK. The Fund has a global budget of
£1.22 billion over 2015-22 and is overseen by the National Security Council. The early phase of the Fund
involved small-scale projects managed directly by the Fund, with multi-year programmes launched in
2018-19 and overseen by external implementing partners.

Main partners — These include the China National Development and Reform Commission and the main
ministries relevant to each sector programme, such as the National Health Commission, the National
Energy Administration, the Ministry of Ecology and Environment, the Ministry of Finance, the Ministry of
Commerce and the Ministry of Education.

7 The Integrated Review of Security, Defence, Development and Foreign Policy details planned spending on the British Council under the category of ‘Soft
Power’, p. 101, link.
7“ This programme is called ‘Premier Skills” and involves training football coaches and referees, and teaching English to children, in 19 developing countries, link.
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Project focus — There are currently five programme strands being implemented; business environment,
financial services, energy and low carbon economy, infrastructure and health. Work on two additional
programme strands — skills and global partners (programmes for building the capacity of Chinese civil
servants) — was discontinued in 2020 due to strategic reprioritisation and budget cuts. All of these
programme strands are focused on collaborations in China, except for the infrastructure strand, which
focuses mainly on influencing the activities of Chinese companies in third countries.”

Impacts — The Prosperity Fund’s multi-year programmes are still at a relatively early stage of
implementation, and primary purpose results reported to date are largely focused at the output level

(for example, training provided and research undertaken). The energy and low carbon economy strand

is reported to have helped support China’s commitment to achieve net zero emissions by 2060. The
Prosperity Fund has also promoted secondary benefits to the UK, especially through the health strand
(see Section 5), and through supporting the trading of China’s currency and the issuing of Chinese bonds
in the UK, as well as through promoting infrastructure collaborations.

Former Department for International Development

Table 5: Former DFID China office ODA spend

£8.1m £74m £2.8m £1.7m

Note: spending not reported in UK bilateral aid to China statistics (focus on third countries or global goods)

Background - Since 2011 DFID’s China engagements have been focused primarily on using aid to partner
‘with” China on global development issues, but have also supported third countries and other actors to
engage more effectively ‘on” China’s development role and impact.

Main partners — These include the Development Research Center of the State Council, the Ministry of
Commerce, the Ministry of Finance, the Ministry of Environment and Ecology, the National Forestry and
Grasslands Administration, the National Health Commission and a range of UK and international research
organisations.”

Project focus — Following the 2011 transition to a global development partnership, DFID’s focus was
primarily on trilateral cooperation projects on agriculture, community-based disaster management and
health. Current projects focus on collaborations with the Chinese government on aid and development
policy, research on China’s global development impact and forest governance.

Impacts — DFID support is reported to have helped China’s Development Research Council to launch and
develop the Center for International Knowledge on Development and supported the introduction of new
laws regulating the timber industry.

Other departmental portfolios

In addition to these larger aid portfolios engaging China, there are a number of more modest-sized portfolios
of aid programmes supporting collaboration with China, as illustrated below:

FCO/FCDO - International Programme — This is a portfolio of small projects, with an overall budget
of around £1 million. These projects are focused mainly on rule of law and democracy issues, but also
maritime security and global peace, security and governance. Projects have helped to highlight concerns

” Despite this nuance, which means this collaboration is analogous to those of DFID with China, the Prosperity Fund’s infrastructure programme spending is
reported as UK aid to China, unlike DFID’s spending in engaging China.
7 These include the Center for Global Development, China International Development Research Network, the Institute of Development Studies and the South

African Institute of International Affairs.




about human rights in Xinjiang, highlight issues around freedom of speech and press freedoms, and
input to maritime confidence-building in the South China Sea.

FCO/FCDO - Great Britain China Centre — Through £0.5 million of grant funding annually and additional
project funds, the former FCO has been partnering with the Great Britain China Centre — a non-
departmental public body established in 1974 - to advance the UK’s interests with China through political
dialogues, legal exchanges and capacity building on issues related to judicial reform and the rules-

based international system. Projects are reported to have led to practical improvements to policies and
practices related to pre-arrest detention and access to legal defence support.

FCO/FCDO — Chevening Scholarships — Chevening is a global scholarship programme overseen by the
FCDO. Chevening scholars are selected based on their motivation to develop their career in order to
establish a position of leadership in their own country, and all candidates commit to returning home for
a minimum period of two years following their award. Since 2015 Chevening has supported 328 Chinese
scholars, and China has the largest alumni network of all its country programmes. In 2019 Chevening
reported ODA spending of £1.7 million.

BEIS — International Climate Finance (ICF) — This is a portfolio of climate change mitigation projects
spending an estimated £3.3 million (largely grants) to engage China during 2015-19, but not reported

as UK bilateral aid to China (as they are delivered mainly through multi-country programmes). Projects
focus on issues such as carbon capture, usage and storage, emissions trading, green finance and energy
sector transition. Programmes are mainly implemented by multilateral institutions, which are able to
pool funding from a range of donors and contribute niche expertise, although BEIS ICF has one bilateral
technical assistance programme working in China, focused on green finance. Projects are reported to
have helped support the alignment of China’s green finance standards with international best practice,
promote the phase out of coal and feed into China’s ‘net zero’ policy.

DHSC - Global Health Security and Global Health Research — DHSC is supporting a range of research
programmes engaging with China, spending around £2 million of ODA annually. On global health
security, DHSC is supporting research by UK institutions through its Global AMR Innovation Fund, with
Chinese partners supported by the Chinese government. Global health research programmes involving
Chinese institutions focus on issues such as salt consumption, road safety, vaccine development and
atrial fibrillation. DHSC views its research projects with China as supporting global public goods (in other
words, research with global application), and since 2019 it has not reported these as spending in China.

Defra — Darwin Initiative and Illegal Wildlife Trade Challenge Fund — These funds spent less than
£100,000 of UK ODA on China in each of the last three years. They mainly engage on issues related to the
illegal wildlife trade, for example demand emerging from China for illegal wildlife products.
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Thematic case studies

This section presents analysis from three thematic case studies, which explore areas of engagement
with China that involve multiple departments collaborating and combining programmatic activity with
influencing objectives. These case studies aim to provide a richer description of where and how UK aid
works with China, and focus on the most substantive areas of UK-China aid engagement and on areas
where improving public knowledge would be of value.

DFID’s Global Development Partnership with China
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The Department for International Development's (DFID) engagement with China on third countries and
global development issues, which began in 2011, is referred to as its ‘Global Development Partnership’
with China. To support this partnership DFID has maintained a China office, staffed with 10 to 12 people.

This partnership initially involved a significant focus on ‘trilateral cooperation’. However, in recent years
trilateral projects have been less actively pursued, due primarily to a shift in DFID priorities in favour of
policy dialogue on global development issues. Chinese partners we interviewed also suggested that
these projects did not always meet their expectations. In this initial phase of the partnership, DFID also
funded work on forest governance, commissioned research into China’s global development impact
(as a public good and to support partner countries), supported UK non-governmental organisations
operating in China and engaged in policy dialogue on development issues with the Development
Research Center of the Chinese State Council.

DFID’s engagement with China continued to evolve on the basis of a memorandum of understanding
agreed in 2015, which included a joint commitment to promoting the UN Sustainable Development
Goals, and through a DFID Business Plan in 2016, which added a focus on engaging China on its non-aid
investments in developing countries and on global issues such as climate change.”

From 2018, the National Security Council adopted the Fusion Doctrine,”® which called for greater synergy
between the UK’s various tools of external engagement, including aid. The role of DFID’s China office
became more concretely focused on ‘development diplomacy’, which is the approach now being
pursued by the Foreign, Commonwealth and Development Office (FCDO). DFID’s aid programme
expenditure was therefore reduced, although aid funds were still seen as valuable in building partnerships
with Chinese government, research and other institutions and providing a platform for policy dialogue.
There was a focus on knowledge generation through DFID’s support for China’s Development Research
Center to launch and develop the Center for International Knowledge on Development. DFID also served
as a ‘front office’ to other UK departments interested in engaging Chinese partners on development
issues, helping to ensure a coordinated and coherent approach.

We learned from our interviews with Chinese stakeholders that the UK’s developing country and
thematic expertise, as well as its strong capacity within China, are highly valued. The UK’s flexible and
practical approach to development collaboration is also welcomed by its Chinese counterparts.

In recent years DFID, and now the FCDO, also increased their support to African and Asian countries
to assist them in engaging with China. For example, the departments commissioned a series of papers
by the Overseas Development Institute in 2020 and 2021 to map the impact of COVID-19 on the
Chinese economy and its trade and investment flows — important information for developing country
governments seeking to mitigate the impact of the pandemic on their own economies.”

The shift to a development diplomacy role necessarily implies a long and uncertain results chain. While
the objective is to relieve poverty in developing countries, the impact depends upon the UK successfully
influencing China’s highly consequential trade and investment practices in developing countries as a
means to this end. The extent of that influence is difficult to assess and we have not attempted to do so.

When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, link.
National Security Capability Review, HM Government, March 2018, p. 10, link.
Pulse 2: China navigates its COVID-19 recovery — outward investment appetite and implications for developing countries, ODI, February 2021, link.



https://icai.independent.gov.uk/wp-content/uploads/ICAI-Review-When-aid-relationships-change-DFIDs-approach-to-managing-exit-and-transition-in-its-development-partnerships-1.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/705347/6.4391_CO_National-Security-Review_web.pdf
https://odi.org/en/publications/economic-pulse-2-china-navigates-its-covid-19-recovery-outward-investment-appetite-and-implications-for-developing-countries/

Some influential voices have also cautioned against overestimating this influence®® and it is fair to view
this influence as uncertain. The challenges involved in securing this influence also serve to highlight
questions about whether this partnership is attempting to engage across too many policy agendas.

Infrastructure development in third countries
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China is the largest financier of infrastructure in many African and Asian countries, and the Belt and
Road Initiative (BRI) is a vast undertaking with the potential to be an accelerator of trade and economic
development. However, it also carries significant risks for countries and communities, including around
social and environmental costs and debt sustainability.

UK engagement with the BRI, which includes both ODA-funded and non-ODA activity, aims to maximise
the development benefits and minimise the risks of this initiative. It is also intended to secure commercial
opportunities for UK companies in the design and delivery of BRI investments. In this instance, there

is potentially strong alignment between the primary goal of maximising development results and
secondary benefits to the UK: if BRI projects meet international environmental, social and governance
(ESG) standards, they are more likely to offer opportunities for UK companies.

In recent years, UK government departments have used between £2 million and £3 million annually to
engage Chinese actors on infrastructure standards. This spending has supported the Prosperity Fund

in implementing a pilot project in Kenya, which is promoting the application of ESG standards to a road
construction project involving Chinese and Kenyan companies, and in training Chinese infrastructure
companies and researching their practices in relation to issues such as community consultation, gender and
inclusion. It has also supported DFID in commissioning research on the risks and opportunities of the BRI.

The UK also engages China on infrastructure standards through policy dialogue in a range of multilateral
institutions and forums, including the Asian Infrastructure Investment Bank (AlIB), the Multilateral
Cooperation Center for Development Finance (MCDF) — both initiated by China — and the G20. The

UK was a founding investor (contributing $611 million® in paid-in capital) in the AlIB, and has engaged
with China to ensure that its governance, ESG and procurement systems and procedures are in line with
international best practice.® The MCDF is a technical assistance facility designed to raise the quality of
infrastructure investments, in accordance with international standards, the Sustainable Development
Goals and the Paris Climate Agreement.® The UK has supported efforts to ensure that the MCDF
applies strong ESG standards through systematic engagement with the Chinese Ministry of Finance

and multilateral development banks during the design phase of the initiative. Through the G20, which
includes China, the UK played a leading role in the adoption of a set of quality infrastructure investment
standards. While the standards are voluntary, G20 members are currently exploring how to track their
implementation.

Across these interventions, the UK is pursuing a consistent set of priorities, focused on ESG standards,
transparency and debt sustainability. DFID provided advice on these issues to the other UK government
departments involved, helping to ensure a coherent approach.

Influencing the BRI programme in relation to ESG standards is a very ambitious undertaking, and will
need to be sustained for some time if it is to secure change. In our interviews, Chinese actors stated
that they value the UK’s expertise on quality infrastructure standards. However, the responsible UK
departments are aware that commercial and other incentives may work against China’s adoption and
implementation of international standards in BRI.

The UK Parliament’s Foreign Affairs Committee concluded in its 2019 report China and the International Rules-Based System that “we must recognise that there
are hard limits to what cooperation can achieve; that the values and interests of the Chinese Communist Party, and therefore the Chinese state, are often very
different from those of the United Kingdom”, link.

As per guidance from the OECD-DAC, 85% of this capital contribution was reported as ODA.

See Business Case Summary Sheet: The UK’s Shares of the Asian Infrastructure Investment Bank, HM Government, p. 21, link.

MCDF website: link.



https://publications.parliament.uk/pa/cm201719/cmselect/cmfaff/2362/236202.htm
http://iati.dfid.gov.uk/iati_documents/5684801.odt
https://www.themcdf.org/

Global health
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Public health is a recurring theme in the UK’s development cooperation with China. Four UK departments
and funds have used aid to implement health-related activities. These include efforts to strengthen
primary healthcare services and modernise the pharmaceutical market in China (Prosperity Fund), trilateral
cooperation in Africa and Asia on malaria and maternal and child health (DFID), combating antimicrobial
resistance (Department of Health and Social Care (DHSC)) and collaborations with academic and scientific
institutions (DHSC and Department for Business, Energy and Industrial Strategy (BEIS)).

These collaborations have a strong emphasis on sharing the UK’s own health expertise and promoting
the UK’s life sciences sector. The Prosperity Fund has been using the National Health Service’s (NHS’s)
expertise to support China’s primary healthcare system, as well as sharing the experiences of UK drug
regulators with their Chinese counterparts. DHSC’s support for research on antimicrobial resistance and
BEIS-funded research collaborations (especially through the Newton Fund) have enabled UK researchers
to develop partnerships with Chinese-funded researchers.

The UK’s health collaborations in China can potentially help to both address China’s health needs and
promote commercial benefits for the UK’s health sector. The Chinese government recognises that its
primary health system faces weaknesses and UK expertise could help to fill these gaps. In addition, China
faces a significant burden from non-communicable diseases, which research collaborations on new
health treatments and technologies can help to address. So far, the projects have reported few examples
of direct health impacts for the population of China, especially poor and marginalised groups, but it may
be too early to observe these, especially given the time required to realise benefits from research.

We did, however, note some examples of health interventions that were specifically focused on rural and
other resource-poor settings. For example, a number of Global Challenges Research Fund (GCRF) projects
have focused on developing cost-effective health technologies or treatments adapted to these contexts.

Of the various aid-funded health engagements with China, the Prosperity Fund has the most explicit
focus on secondary commercial benefits for UK companies, alongside primary development impact.
Documents reviewed and information shared by officials in interviews indicate that the secondary
benefits of Prosperity Fund ODA have included £912 million of UK exports to China. We were also
informed by officials that the Prosperity Fund health programme had leveraged its existing relationships
with Chinese organisations to help the NHS to secure personal protective equipment (PPE) during the
early months of the COVID-19 pandemic. We have not verified these results.

The global health programming also includes policy dialogue with Chinese government institutions. For
example, DFID’s Global Health Support Programme was also used to fund a series of high-level UK-China
Health Dialogues, which have aimed to strengthen UK-China collaborations on a range of health issues.




6. The future of UK aid engagement with China

6.1  Given that China is expected to graduate from Official Development Assistance (ODA) in the next four
to six years, we asked the responsible UK government departments to explain how they are planning
to manage this transition and how they might engage with China on development issues beyond this
date. We were informed that, so far, there has been little discussion on these questions. This seems to be
largely because the planned multi-year cross-government spending round has been delayed, and partly
because more pressing funding issues are demanding attention (see below). Some departments also
appear to view China’s ODA graduation as a challenge to be addressed in a few years’ time.

6.2 One option raised by interviewees was that UK government staff in China whose salaries are currently ODA-
funded could be brought onto the non-ODA baseline budget of their parent departments, reversing a step
taken by some departments following the 2015 Spending Round.?* The Foreign Secretary’s April 2021 written
ministerial statement does not reference this issue and it is unclear to us whether this has been implemented.

6.3 Theissue of transition has been brought into immediate focus by the cuts to FCDO ODA for programme
delivery in China that have been introduced following the government’s decision to reduce the
ODA spending target from 0.7% to 0.5% of Gross National Income (GNI) in 2021. It has already been
announced that cuts will be made to the Newton Fund and the Global Challenges Research Fund
(GCRF),® which may affect their China programmes. The Integrated Review of Security Defence,
Development and Foreign Policy,?® published on 16 March 2021, suggested that collaboration with China
on global issues, including climate change, biodiversity and global health, will remain a priority, as will
engagement on quality infrastructure. Considering this, it is unclear whether and how departments
will collaborate on these issues following the aid cuts. The lack of preparation for a China transition will
make it harder for the responsible UK departments to exit from their programmes in an orderly way, as
recommended in our 2016 review of DFID’s approach to managing aid exit and transition.?’

6.4 Among other recommendations, ICAl’s report on the transition of aid relationships outlined the
importance of implementation plans, coordination among departments and clear communication to the
public when undertaking these changes. Regardless of any immediate changes to ODA spending, China’s
looming graduation from ODA eligibility means that planning for the changes in the development
partnership was required.

Box 2: April 2021 cuts to aid to China

On 21 April 2021 the Foreign Secretary submitted a Written Ministerial Statement to parliament which
outlined the Foreign, Commonwealth and Development Office (FCDO) departmental official development
assistance (ODA) allocations for 2021/22.88 In this statement he stated that "/In China, | have reduced
FCDO's ODA for programme delivery by 95% to £0.9 million (with additional ODA in this year only to meet
the contractual exit costs of former programmes)." He also clarified that "The remaining £900,000 will
fund programmes on open societies and human rights."

The description of “FCDO’s ODA for programme delivery” is hard to reconcile with the individual
categories we outline in Section 4. We identify 11 portfolios and seven of these are now overseen by the
FCDO - a December 2020 statement confirmed the Prosperity Fund would be moved onto the FCDO’s
baseline.®? The Written Ministerial Statement suggests that, once contracted exit costs are addressed, only
the Prosperity Fund — which had a budget of £16.5m for 2020-21 — will cease to spend programme funds in
China. We propose in Section 7 a line of enquiry on the government’s strategic approach to transition,

84 The Prosperity Fund resources allowed the roles of some FCO and diplomatic staff to be transferred from their department’s baseline budget to the ODA budget.

UKRI required to review Official Development Assistance funding, UKRI News, 11 March 2021, link.

Global Britain in a competitive age: The Integrated Review of Security, Defence, Development and Foreign Policy, HM Government, March 2021, link.
When aid relationships change: DFID’s approach to managing exit and transition in its development partnerships, ICAl, November 2016, link.

UK Official Development Assistance departmental allocations 2021-22, Foreign, Commonwealth and Development Office, 21 April 2021, link.
Correspondence from Foreign Secretary to Chair of International Development Select Committee regarding the future of the UK aid budget, FCDO, 2
December 2020, link.
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https://www.ukri.org/news/ukri-required-to-review-official-development-assistance-funding/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/969402/The_Integrated_Review_of_Security__Defence__Development_and_Foreign_Policy.pdf
https://icai.independent.gov.uk/wp-content/uploads/ICAI-Review-When-aid-relationships-change-DFIDs-approach-to-managing-exit-and-transition-in-its-development-partnerships-1.pdf
https://questions-statements.parliament.uk/written-statements/detail/2021-04-21/hcws935
https://committees.parliament.uk/publications/3683/documents/38142/default/

which is relevant both to the Prosperity Fund’s transition in this fiscal year and the longer-term transition
of other parts of the UK’s aid engagement with China.

The statement does not provide clarity on the future levels of ODA spending related to frontline diplomatic
activity and arm’s length bodies overseen by the FCDO (such as the British Council and Great Britain China
Centre) - which together constituted around a third of total official UK ODA spend engaging China in 2019
- given that these are not classified as core programme delivery by the FCDO. The statement also does not
provide clarity on the future levels of ODA spending by other departments. It would be for the government
to confirm exactly which of the funds will continue, and which will not. We are asking further questions of
departments about these cuts and will update this note in due course.

7. Conclusions

7.

—_

In the decade since DFID announced its intention to end aid for China’s development in 2011, two UK
departments and funds have built new aid partnerships and others have scaled up their aid spending
in pursuit of a wide range of strategic objectives. In 2019, official UK bilateral grant aid to China reached
record levels, but this has been followed by a cut announced in April 2021.

7.2 Much of the engagement relates to China’s role in developing countries and on global development, and
is therefore intended to benefit other countries. Even where China is formally recorded as the recipient,
most of the assistance goes to UK research and government institutions working with China and there is
a strong focus on securing secondary benefits to the UK.

7.3 The current aid relationship is increasingly focused on the idea of ‘development diplomacy’ — the use
of aid funds to support diplomatic engagement on public policy and global development issues. It is
beyond the scope of this information note to assess how influential UK aid has been in China. While the
UK departments offered examples of constructive engagement with Chinese partners and we received
positive feedback from Chinese stakeholders on the value of UK aid, the challenging political context
suggests a need to limit expectations about what influence UK aid can leverage. However, given the
scale of economic ties between China and other developing countries, even modest influence has the
potential for wide-ranging impact.

74 UK development cooperation with China remains controversial, and there are many voices arguing
that no UK aid should go to a rising economic power whose interests and values are not well aligned
to the UK’s.” In view of this criticism, it is notable that the UK government has published only limited
information on the objectives and nature of its development cooperation with China and limited
information on the detail of its cut in April 2021. There are complex issues involved and a more
informed public debate about how to address them would be beneficial. We outlined in our 2016 report
on transition that the reasons for continuing and scaling up aid to China had not been adequately
communicated; in this context, it is unfortunate that the FCDO have presented the recent announcement
as a 95% cut, without an explanation of the levels of spending across government that will continue.

7.5 Despite the fact that China is expected to graduate from Official Development Assistance eligibility in the
next four to six years, the UK government is yet to plan for a transition of its development relationship
with China beyond ODA. As a result, the government seems ill-prepared to deal with the reality of cuts
to its aid engagement with China. These same risks motivated ICAI to raise concerns in 2016 about DFID’s
lack of exit and transition planning in its aid relationships with emerging economies. It therefore seems
fair to ask how far government policy in this area has developed over this period.
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“These sickening aid bungs to China’s repellent dictators MUST end”, lan Birrell, Daily Mail, 25 November 2020, link.



https://www.dailymail.co.uk/debate/article-8983655/These-sickening-aid-bungs-Chinas-repellent-dictators-end-writes-IAN-BIRRELL.html

Lines of enquiry

7.6 This account of UK development cooperation with China has raised some important issues that may benefit
from further scrutiny by the government, International Development Committee, ICAI or other actors.

- Ensuring a pro-poor focus — How should the UK government ensure that poverty reduction, which is
the statutory purpose of UK aid, remains the primary focus of its remaining aid engagement in China?
Is there a need for more explicit rules on what elements of spending are reported as ODA in the UK’s
partnerships with middle-income countries?

- Taking a strategic approach to transition — How can the transition out of aid to China be managed
in a way that preserves the relationships that have been built with Chinese institutions? How will the
UK resource its continuing engagement with China on shared global development challenges, such as
global health threats and climate change, when aid can no longer be used?

« Improving transparency — How could the government better communicate to the public the nature
and purpose of UK development cooperation with China, including changes to the UK aid relationship
with China as spending reduces, to promote public understanding and informed debate?

- Development diplomacy - What has been learned about how to use aid effectively for policy
influence on global development issues? Is development diplomacy possible without project funding?
How can the UK departments distil learning from their development diplomacy in China for use in
other contexts? How will aid-funded spending on development diplomacy by UK diplomats in China
fall as FCDO aid programme delivery in China is cut back?




8.

8.1

8.2

8.3

July 2021 update to ICAl information note on
UK aid engagement with China

The Independent Commission for Aid Impact (ICAI) published the first edition of this information note

on UK aid engagement with China on 28 April 2021. While the note was awaiting publication, the foreign
secretary announced Foreign, Commonwealth and Development Office (FCDO) official development
assistance (ODA) allocations for programme delivery for 2021-22. In a Written Ministerial Statement,
published on 21 April 2021, he noted that “[i]n China, | have reduced FCDO's ODA for programme delivery
by 95% to £0.9 million (with additional ODA in this year only to meet the contractual exit costs of former
programmes)”. He also confirmed that “[t]he remaining £900,000 will fund programmes on open
societies and human rights”.” As outlined in the information note (see Table 1), in 2019 FCDO expenditure
accounted for just under half of the government’s total ODA spent engaging China, and FCDO’s ODA for
programme delivery accounted for only part of the department’s total ODA spent engaging China.

ICAIl was not provided with advance information about these reductions and was therefore not able to
report fully on these changes at the time. We were also not able to look into whether FCDO'’s announcement
signalled that reductions to aid engagement with China had been agreed in other departments. As a

result, our published information note stated that ICAI would ask further questions of FCDO and other
departments about these changes and publish an update. We asked the government to confirm:

- the budgets and, where available, expenditure across three financial years up to and including 2021-22
for the 11 portfolios outlined in our information note

+ which programmes were considered “FCDQO’s ODA for programme delivery” and were affected by the
foreign secretary’s announcement

« details of the contractual exit costs required for “former programmes”.

Based on the information provided, this update attempts to describe what reductions have been made
by the government to UK aid engaging China. It begins with changes to FCDO’s activities and then moves
on to those of other departments.

FCDO aid engagement with China
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In order to fully explore the impact of the Written Ministerial Statement on FCDO’s aid spent engaging China,
ICAl asked about the eight portfolios managed by FCDO outlined in our information note. These were:

i. British Council

ii. Chevening Scholarships

iii. Frontline diplomatic activity

iv. Great Britain China Centre

v. International Programme

vi. Prosperity Fund (which was moved on to FCDO’s baseline in 2021-22)
vii. Former DFID China office™

viii. Former DFID centrally managed programmes.”

In its response, FCDO confirmed that only two portfolios, the International Programme and the
Prosperity Fund, are categorised by the department as “ODA for programme delivery in China” and were
therefore covered by the Written Ministerial Statement. In 2020-21, the baseline year for the reductions,

UK Official Development Assistance departmental allocations 2021-22, Foreign, Commonwealth and Development Office, April 2021, link.

As shown in the information note, DFID China programmes engaged with China on global development issues, or worked with third countries to support their
engagement with China, and were therefore not reported as aid to China.

As shown in the information note, centrally managed programmes work with multiple countries and are therefore not reported as ODA to a specific country.



https://www.gov.uk/government/speeches/uk-official-development-assistance-oda-allocations-2021-to-2022-written-ministerial-statement

spending for these two portfolios totalled £17.48 million, comprising £16.7 million for the Prosperity Fund
and £0.78 million for the International Programme. ICAl was told that, in 2021-22, the Prosperity Fund

was to have no budget for working in China, beyond the contractual exit costs for its programmes, and
the International Programme was to be provided with a budget of £0.9 million to fund programmes on
open societies and human rights. This is how FCDO explains the meaning of the 95% reduction described
above. FCDO did not provide us with information on the contractual exit costs for the Prosperity Fund
programmes, on the grounds that these are still being negotiated.

8.6 In2020-21, the Prosperity Fund and the International Programme accounted for 35% of FCDO’s bilateral
aid engaging China, and 22% of the overall UK bilateral aid engaging China. We asked for confirmation
of the 2021-22 budgets for the remaining six FCDO portfolios, to better analyse the overall reductions
to ODA engaging China, but FCDO did not provide us with these figures. We were informed that in the
case of frontline diplomatic activity, the methodology for calculating this element of UK ODA is being
updated, and that Chevening Scholarships and British Council ODA figures are not budgeted by country.
In other cases, FCDO responded that it was not willing to share this information with ICAI at this time, and
that this information would be published in accordance with the “usual process”, in FCDO’s annual report,
in the Statistics on International Development, and on Devtracker.

ODA spending which engages China planned by other government departments

8.7 We also requested information on planned levels of aid spending engaging China in 2021-22 from the
Department for Business, Energy and Industrial Strategy (BEIS — including the Newton Fund, the Global
Challenges Research Fund (GCRF) and International Climate Finance), the Department of Health and Social
Care (DHSC) and the Department for Environment, Food and Rural Affairs (Defra). As a baseline, projections
for 2020-21, provided to us by the government, showed a 25% decline in Newton Fund spending in China
compared to 2019-20. Spending for the GCRF, DHSC and Defra had remained broadly stable.

8.8 BEIS responded that a 2021-22 budget for the Newton Fund’s work in China had not yet been finalised,
and that it was unable to provide portfolio budget information for the GCRF on the basis that its
partnerships “are thematically driven and challenge led and they don’t work in such a way as to budget
spend on a country basis upfront”. BEIS also did not provide information on the 2021-22 budgets of
individual Newton Fund and GCRF programmes that engage China.

8.9 DHSC responded that budgets for relevant programmes for 2021-22 had not yet been finalised.

810 Defra confirmed that for 2021-22 it was planning to spend £148,275 on two projects through the lllegal
Wildlife Trade (IWT) Challenge Fund which aim to reduce demand for IWT products among Chinese
nationals visiting Laos and Thailand.

811 Insummary, we are not able to provide a clear account of the budgets for the current financial year, and
thus any changes in ODA spending engaging China by government departments other than FCDO.

Conclusion

812 The Written Ministerial Statement of 21 April 2021 announced a reduction of FCDO’s ODA for programme
delivery in China of 95%. We have assessed the budget figures, and the reduction can be explained as
referring to the closure of the Prosperity Fund programme in China. This reduction only applies to 22%
of total government ODA expenditure engaging China. Of the remaining 78% of ODA spent engaging
China, the government did not provide ICAIl with budget figures for the 2021-22 year, and we are unable
to provide a description of changes in expenditure compared to previous years. FCDO also did not
provide us with details of contractual exit costs for programmes in China which are closing. Overall, it is
clear that the description of a 95% reduction applies to two funding channels provided by FCDO which
are considered “programme delivery... in China”, and therefore only a portion of total ODA spent by the
government on engaging with China. ICAI will continue to track emerging plans for UK aid engagement
in China and report on any significant new developments.




Annex 1: UK collaborations with China

Figure 4: Engagement by UK departments or funds with Chinese government counterparts
facilitated by UK aid spending, by sector

UK government

Q Chinese government o
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department or fund
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Treasury
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Prosperity
Fund
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Fund
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International
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China
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Science and
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National
Natural
Science
Foundation
of China

Chinese
Academy of
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People's
Court

Supreme
People's
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Note: This table highlights where ODA funded programmes enabled increased UK engagement with Chinese government counterparts on each
sectoral issue. This is not an exhaustive list. For UK stakeholders, the larger the funds, portfolios or programmes, the closer they are to the central
sector pillar. The figure does not indicate that ODA was transferred to or spent on these Chinese counterparts.

Other (former) DFID partners include: Development Research Centre (DRC)
and its Centre for International Knowledge on Development (CIKD).

Source: Compiled using information provided to ICAI through this review.

Acronyms:

Foreign, Commonwealth & Development Office (FCDO), Foreign & Commonwealth Office (FCO)
Department for International Development (DFID), Department of Health and Social Care (DHSC),
Department for Business, Energy & Industrial Strategy (BEIS)
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