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1. Introductory.

Among the *nformation on which a development plan for an eccnomy must be
based the information about a considerable number of individual projects ranks
high., From it we must learn in which activities the country considered possessss
compawative advantages, that is, will be most successful in international compe-
tition and hence in enlarglng its national income. This information on single
projects can only be obtained at the cost of much work of many differeni experts
and hence requires much timeo This alofis may & the reason why the collection
of this information should be the work to be undertaken first of all. After the
information has been collected the projects must be selected; priorities must
be appertioned and this reguires an appraisal. This paper mainly deals with
the methods of appraisel availabis and the necessary information.

2. Description of Projects.

As a project we will usually consider a set of activities carried out in
an organized way by an institution immediately responsible for it. Most fre-
quently projects will be the construction and operation of a factory, a mine,

. & road, a raiiway, a school or a hospltal. We may also consider as a project

a well-defined measure of government policy (say, th@ institution of a consul-
ting service for farmers in a certain district or thc whole country) or a scheme
(say, a marketing echeme). As a ruie the discr’ptioa of such projects must be
given in considerable detail: all the information necessary to carry it out.
This implies a large number of technical details and specifications, time tables
for the various asctivities to be undertaken and sc on. While it 1s a matter

of the technicians involved to determine how this type of information has to
look, the economist in charge of the appraisal of ths project also needs a cer-
tain minimum of information mot glways necsssarily included in the ususl descrip-
tion. We will deal, in this section, with the principles involved in this part
of the information wneedad.

Basically information must be provided on two ca*egori“w of phenomena tc
be represented by variables x; and y The former will be called the contri-
butions the project is expect®Ed to mﬁke to the aims of development pelicy and
the latter will be called the gquantities of scarce factors to be used in the
project's execution. As a ruls the former catsgory represents the "advantages"
of the projet® and the latier the "sacrifices" %o be make. By the special terms
we have chosen we want to stress that there should be a corrgspondence, in set-
ting out these advantages, with the gemeral aims of the government's development
policy; and, in estimating the sacrifices, with the concept of scarce factors.
In other words9 the use to.be made of factors of production in abundancyy should
not ¢nf1uence our choice.

Both concepts can best be iilustrated by summing up the most frequent
examples of them. Among the aims of development policy an increase in national



product is the most important one. Further aims may be increases in employment,
more generally improvements in the distribution of income, among individuals,
classes and regions. There may be further adims such as the improvement of
health conditions or various cultural aims. The information needed is as much
as possible to indicate the quantities of the contributions expected. Thus Xy
may represent the increase in national preoduct, X, the increase in employment

- say, in man-years - ; may be some measure of - the improvement in income
distribution. In this laéter case the units in which to measure the phenomenon
at stake are more open to debate, or at least to choice, than in the former two
cases. Here we must make this choice before knowing what to do. One possible
measure is the percentage of national income going to, say, the peasants, or the
workers, or both. With changes to be expected in relative numbers of the various
classes of the populatlon the ratio betweenthe average per capita income of
peasants or workers and the population at large may be a better figure to choose.
‘Similar considerations may be applied in order to represent the distribution be-
tween regions. As a final example, x), may be the decrease in the frequency of
some diseases.

As for scarce factors frequently the most important examples are capital,
foreign exchange and various types of gualified labour. Thus, ¥, may be the
capital to be invested, Yo the amount of foreign exchangs recded and J3 may be
the number of engineers needed. Many more examples, especially of Ouher kinds
of gualified labour, may be added.

For both the contributions to aims ¥y and the quantities of scarce factors
needed Lj it will be necessary to speci 1 fy~the guantities in thevarious future
years.

It would lead us too far to discuss in detail how the various variables
mentioned must be estimated., Suffice it to say that a considerable number of
methodological traps have to be avoided. The estimation of the contribution to
national product, for instance, must be based on sound concepts as to how to
deal with depreciation, debt repayment and so on. We must refer to economic
handbooks for this sort of question.

3 Technological Scrutiny,

Befor the figures of the technological description of any project are
accepted as the basis for estimating the vaiables x} and yj Jjust discussed,
technicians must scrutinize the description and judge its dagree of realism,
Thus, if a project for an 1ndustr1g1 plan is considered and the figures have

been based an experience in some highly denloped comtry, these figures.must

be correcieu ior the dicisrence in circumstances between that country and the
country in which the project will be carried out. There may be differences in
labour productivity, in water supply, in climate, in maintenance of capital
goods and so on and so forth. Scmebimes some broad statistical studies may be
available as a clue for thiz sort of correction; more often the personal
experience of entrepreneurs or experts must be called on.




Next, market studies may have to be made in order to scrutinize the as-
sumptions made with regard to sales. Similarly, inputs needed may be a subject
for market studies as well: will the goods needed be available at the prices
assumed in the description of the project. A number of legal and tax assump-
tions made may have to be scrutinized as well.

An important aspect, somewhat related with the preceding ones but worth
mentloning separately, is the one of the optimum plant size under the condit-
ions prevailing in the country concerned. Sometimes precise studies will be
available to find out which production volume represents the optimum, that
is, leads to lowest per unit cost. Sometimes crude statistical indications from
production statistics or censuses of production may be helpful. As a rule, no
vnits should be established clearly below the cptimum size.

Most of the chacks briefly described under the presemt heading will have
to be carried out in narrow co-operation between technicians and soeial
experts. They are not described in detail here since they are not typically
‘part of the economic appraisal, but rather constitute a prelimiary stage of
~the work. The volume of work involved will be considerable, however.

L, The Complementarity Method.

Before embarking upon the treatment of the most desirable method of
appraisal we must briefly deal with a "second-best" method which, for lack
- of sufficient data; must often be applied. Whensver the information described
in section 2 is not available, or highly incomplete, we are compelled to use a
simpler and cruder type of appraisal to be called the complementarity method.
In principle this method is based on the phenomenon that, very broadly speaking,
there is a parallellsm between a country's general level of well-being and the
level of its activities in various fields. This parallelism, which is not
necessarily a proportionality, is brought out by the so-called Engel curves,
indicating the relation between family income and family expenditure on'
consumer good items. It applies also to-a number of non-consumer activities
or activities not paid for by the consumer, including the development of the
road system, energy production or education. It applies more particularly to
what will be called national - in contradistinction to internmational - activities.
These are activities whose products cannot be imported or exported, since their
transportation costs are prohibitive. Examples of national activities are

(1) building,
(i1) the operation of buildings,
(ii1) energy (except when electricity nets are interconnected),
(iv) personal services,
(v) retail and a congiderable portion cf wholesale trade,
(vi) inland transportation and communications,
(vii) government services.
L
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The method comsists of accepting projects to a total volume corresponding
with the "normal® relation between income per head and the activity's produc-
tion per head; provided the project is efficient. The "normal relation may
be read off from international comparisons. Examples may be the volume of _/A\
education of various types, the volume of health facilities, several other
"social" activities and the production electricity.

The complementarity method may also be applied whenever a project of
minor importance has to be appraised which is tecmically complementary to
some big project already accepted. An example may be a minor extension of the
road system in order to comnsct a Tactor.

5. 'Complementary Bunches: the Semi Input-Output Method.

We ares now going to discuss the main method of appraisal based on infor-
mation on the contributions made to the aims of development policy and the
use of scarce factors. The first question we must answer is to what complex
as a unit or building block in national development we must apply our method.
Contraty to what iz often done we canmot take single projects as our subject
matter. The reason iz to be found in another type of complementarity
characteristic of the structure of economies, due to the existence of national
activities as defined inm section L. Because of the impossibility to import the
products of these sectors, each extension of an international sector must be
accompanied by an extension of the national sectors. This would not be necessary
only if there were considerable overcapacity in the national sectors, but it is
in the nature of a development plan to assume no overcapacities @ in most cases
they are a waste.

Let us take an example. Let the sxtension of the spinning capacity of
‘the country be considered; this is an international project, since yarns can kte
imported and exported. The spinning industry needs inputs from a number of
national sectors, howsver; aad these themselves will need further, indirect,
inputs from national sectors. Of course there will @lso be nes=ded inputs from
international sectors, but these can be imported and there is no necessity of
an increase in production. What has to be combined with the execution of our
spinning project is an expansion of the capacities of all national sectors,
covering the direct as well as all the indirect inputs of all "rounds".
These expansions can be estimated with the aid of the so-callad semi-input-
output method. We will set out this method presently.

Let ¥y, be the increase in production of sector h and let cp be the
increase —in consumption; Sh the increase in exporf surplus ~ ~(which may
be negative and then represents an import surplus). The equations of an imput-
output model for the increases in production, consumption and export surplus-
assuming no changes in investment - may then be written:

iy £ °n HCn 12 SR (5.1)
[
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We may assume that cp = ﬁby, where y is the increase in national income.

(1 v =2 ¢
2"&{1'11 9 Vo)h " (5:2)

The problem we want to solve is the following. We are given the increases
in productlon of the international sectors; if the spinning industry is h =1,
then v; is equal to the planned increase in spinning production and all other
vy, for international industriés are = 0. We are also given that for the

= national industries e The unknowns of our problem are the production
increases in the natlonag sectors and the changes in export surpluses of the
international sectors.

By writing down the equations for the national sectors we will find that
these equations contain as unknowns only the v, for these sectors. That means
that the problem ¢an be solved by using only- —a portion - and probably the
smaller portion - of the total set of equations of the 1nput output method.

This is why the method has been coined the semi input-output method. An

example may illustrate the situation more easily than a completely general
notation. Let us assume that we have 6 international and 3 national sectors

and let the latter be indicated by h = {,8 9. We then have vlgiven and vp = v, =

Ui 25 G s 05 also 87 = & = &y = = 0. As a conseguence (5.2) becomes; 3
Yy =for v1 * Yo7 V7 * o8 V5 * Yoo 9 (5.3)

The relationships batween consumption increase hh and income may be
written.

Ch = khy (S-h)
from which we deduce;
s : g
G = 3’7 (?701 v Por ¥7 * #os s +[ﬂ09 v9) (5.5)
and similar expressions for‘lgsfand.‘_q_9
Equations (5.1) for the national sectors will become:
v7 = (701 Yiie Yor V1 * Fos Ve *_Vo9 t W Vgt t P9 79 (5:6)

and similar equations for vy and ¥o.

These in fact only contain the unknowns Vos Yg and v. and their solution
is much simpler than the solution of a completg tradltlonZI input-output system.
The remaining unknowneé € ccecoes. each of them can be found from one single
equation, namely the one for the secéor concerned.
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We now lmow the increases in production ¥., Vo and vg which are comple-
mentary to the planned 1Ecrea¢e ¥y in spinning. We will call the joint invest-
ments needed 1n order t¢ .a taln this increase in v, and the complementary Y75¥g

and vq the complementary "bunch" of investments needed and our method of app-
raisal will be agpplied to such a bunch instead of to a single project such as
the increase in spinning capacity.

It should be kept in mind that intermational projects are always indepen-
dent of each cther., Ws can carry out a project in the weaving industry without
increasing the capacity of the spinning industry, because yarns can always be
imported. In fact the Netherlands, for instance, have always had a larger
weaving capacity than corresponded to their spinning capacity, since they
regula¥ly imported yarms.

Since the traditionsl problem of the input-output method always assumed
that the input structure wouLd not be changed we cannot apply the method in
its traditiomal form.

6. The Main Criterion of Appraisal.

In order to choose bebween a large mumber of "bunches" of projects those
which are the most attractive ones we will construct a criterion to be called
the main criterion of appraisal. By this phrase we remind the planner of the
necessity to apply additional criteria in some circumsStances which we will
discuss later (section 8). The main criterion as we conceive it compares,
in a ratio r, the "advantages" with the "disadvantages" of the bunch, or, in our
terminology of section 2, the contributions to the aims of development policy
with the sacrifices in terme of scarce factors to be used. If there is only
one aim, say to contribute to national product, and only one scarce factor,
say capital, the criterion will take the simple form

X
e (6.1)

where E&'is the addition to national product and I is the quantity of capital

invested. If is caleulated on an annual basis, this criterion coincides with
the output-capital ratio and 1/} represents the capital-output ratio or the
recoupment period as used in communist countries.

As a rule there will be more than one aim of development policy and more
than one scarce factor. The problem then arises how the combined effect of
such contributions or uses can be expressed. In principle we must know the
relative importance of the various aims and the relative scarcity of the var-
ious scarce factors; both may be given the form of priues and only reletive prices
matter. That is, we can attach a price 1 to the first aim and a price 1 to the
first scarce factor; them our criterion rins

¥ + pox, +_p3x3 TR (6.2)
yi + q2y2 TE "Z'ByS Woovooo
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where Ei represents the price of aim i in terms of aim 1 and gl the price of

factor j in terms of factor 1. It will be understood that there is a difference
in the nature of prices p and g. The former can be autonomously determined by *
the policy makers but the latter must reflect the relative scarcities of the
scarce factors. Their estimation will be discussed in section 7.

It is deemed desirable to make a distinction between the contributions
to aims made in successive years, the x. will be relatively numerous and among
them may be the contribution to nationa® incoms made in years 1,2, 3 and so on;
the prices to be attached to the later contributions will then reflect the
discount agpplied to later comtributions.

e

If x represents, as before, the contribution to national income and Xns
for instance, the one to smployment, then p, stands for the importamee-attached,
by the policy maker, of a unlt of employmer%, say a manyear, in terms of a unit
of‘iﬁﬁ3§éj‘§§y-a pound. It may be ascsrtained by interviewing policy makers.
Of course it may be differenmt for different policy makers and the fundamental
problem arises which "average" to teke of the different quotations obtained.
Since this is again a policy decision the economist as such has no answer.

The use of the criterion consists of selecting the nggfgﬁfpunches showing
the highest r first and descending to lower valuss until the Total ameunt of
capital available has been used up. If the prices g are chosen in the correct
way the other scarce factors will be exhausted at the same moment (ef. sec-
tion 7). The guantities of scarce factors available are the ones derived from
a previous stage of the planning process, the macrc-stage; but they may have

to be revised during later stages. A portion of these quantities may already
be earmarked, however, becauge of the execution of projects already started
before,

Finally we must be aware of the fact that the estimate of the contribu-
tion to national product to be expected from any project requires the appli-
cation of some prices; especielly of the goods produced and the necessary in-
puts. These prices have in common with the prices to be applied to the use
of scarce factors that they should reflect the relative scarcity of the
commodities concerned (see also section 7 below).

T. ShadeoWw Prices for Scarce Factors.

As already observed, the prices g in our main criterion must reflect
the scarcity of the scarce factors J used by the project bunches. The difii-
culty one encounters in developing countries is that so often the market or
official prices do mot do so. They are often fixed without regard to scarcity
conditions, as a numbsr often called accounbing or shadow prices. In principle
these should be eguilibrium prices, that is, prices at which demand for and
supply of 'the scarce factor concermed are equal.

It will not often be possible to make very precise estimates of shadow
prices, but even crude guesses may be betier than the market prices. We will
discuss a number of possibilities to arrive at such guesses.



A relatively simpls case is the one of a protected commodity, that is
a commedity on which an import duty is levied. Although such commodities are
not usually considered as factors of production, they may occasionally be among
the inputs of other commodities and then be treated as a cfactor. Moreover, it
may be necessary to know their "true" prices in estimating the contribution to
national product, whenever they are themselves outputs of any project. For such
protected commodities not the internal (national) price; but the import prices
(c.i.f.) should be considered the better estimate of the shadow prive. Excep-
tion may be made omly when thers are clear indications that the world market is
in disequilibrium as a consequence of overproduction.

Less simpler is the next case, the ome of foreign exchange rates. Often

currencies of underdeveloped countries are overvalued meaning that foreign
" exchange is undervalued at the official rates. An estimate must then be made
of the rate at which the balamee of payments would be in eguilibrium. The ideal
method to do so is to comstruet an ecomomic model, of which some well-known
exampleg have been givem by Profesgsor H.B, Chenery #), This mey not always be
possible; the planning agency may lack the staff needed for such an exercise.
A substitute may then be an imtelligent guess of an expert in monetary policy.
The error should be avoided, howsver, to consider "black" or "free" rates a
good estimate. These often refer to relatively small portions of the market.
If, say, the official rate is 100 and the black rate is 200, but the amounts
traded at the black rate are supposed to be some 10% of total turnover in .
foreign exchange, then a hetier estimate may be a weighted average of the

two rates using as weights 90% for the official and 10% for the black rate,
hences

0.9 x lQO + Qul x 200 = 110,

Still more difficult are estimates of shadow prices for capital and
qualified labour. If they are serious bottle necks - and they often are -
shadow prices should be taken higher than market rates; but the guesses may
be crude indeed. The same-appliee to the time discount to be applied to future
goods. One may think6f the interest rate as a substitute, but since the
interest rate itself,-as the price o the use of capital, may have to be
corrected in an unknown way, there remains & considerable range of doubt.
Sometimes simply a few altermative guesses may be tried in order to get

information on the ccmSaquencasu\(
i,—

Tdeally the complete seb of shadow prices may be obtained by an exercise
in programming, provided that we have iniormatlon on the quantities of the
scarce factors of all sorbs available and on all project bunches which will
be carried out, including the ones in sectors not under the control of govern-.
ment, such as small-scale business and sgriculture, In essence this exercise
consists of assuming a set of shadow prices and computing the main criterion
for each conceivable bunch of projects. Taking then, in a tentative program,
all bunches, starting from the "best", unitil one factor is exhausted, we will
find what happens to the other factors., If they are all exhausted at the same t:
time we had the correct set of shadow pricss. If some factor is not yet
exhausted, we must lower its price and repeat the exercise. If some other

%) H.B. Chenery and P.d. Clark, Interidustry Ecomomics, New York 1959, Chap.ll.
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factor was exhausted already before the others were, its price must be raised.
Thus, by trial and error, we may arrive at the correct set. There are a number

of exceptions to this procedure which have been the subject of a highly :
sophisticated literature; we will disregard them. They refer to the complications
due to individibilities For small countries such cases may be important enough.
We may hope that for small countries the exercise may be feasible even with

such complications; some more triall and error will be needed in order to find

out what choice leads to the highest contribution to the aims of development
possible with the scarce factors available.

One of the outcomes of the exercise which need not bother us is the
possibility that one or more factors cannot be exhausted, while same other will
,,’beo Then the former factors are not'actﬁnlly scarce and their shadow price can
be taken equal to zero. o e 8 ; :

Finally it should be emphasized that if shadow prices camnot be ascertained
for each single future year, they should reflect the average scarcity to be
expected for the life time o the project. That implies that they may have to
be built on a careful anaiysis of future conditions and should be based on
conditions some five or ten years ahead.

If shadow prices are applied by government planners in their. appraisal
of project bunches, a divergence with the appraisal by private investers will
be the consequence. A project bunch may be attractive on the basis of shadow
prices but not on the basis of market prices or the other way round. An impor-
tant policy question then arises. Can private investors be induced to make the
same choice as the public plamners? The well-known answer is that a system of
taxes and subsidies may crsate that inducement: the use of factors whose shadow
prices are below their market prices may be subsidized while the use of factors
in the qpposite condition may be taxed. Such subsidies and taxes need not be
the subject of separate schemes bub can be built in into existing tax schemes
or socigl insurance schemes. Thus, investment tax facilities may be different
for projects of a labour-intensive character and for projects of a capital-
intensive character. Or socisl insurance premiums mey be transferred from
enterprises to public authorities; partly or wholly.

8. The ﬁse:'of Additionsl Crﬁ.‘béria.

We already mentiomed that no practical choice will ever be based on a
mechanically applied ‘criterion only, evem if it is a sophisticated one, as our
main criterion. This is so because the assumptions underlying the theories on
which such a eriterion musht be based canriot be correct under all circumstances.
In practical terms.the last word mmst always be spoken by "wise men" who
intuitively take into asccount the neglected factors. Policy-makers must be
wise men and we can only hope that this is so. In theoretical terms we may .
try to indicate which type of deviations betwsen theory and reality may interfere.
There are too many to sum them up all, since almost every portion of an analysis
contains approximations, certainly in economic matiers.
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One general type of deviations only will be mentioned. It may be
indicated as the existence of external effects; in the present context this
means that the execution of any particular project bunch A may imfluence the
attractiveness of another bunch By this means that one cannot independently
decide on A and B. By the very introduction of the congcept of bunches we have
of course eliminated this possibility in its most obvious forms; but there may 7l
be cases where some external effects remsin. \/

Finally there may be some particular aims which it is difficult to express
in quantitative terms and which only play a role in a few projects; decisions
concerning such projects may have to be taken in an ad hoc way.

T " /
\
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use in the assistsnce of needy persons outside the United States,

d = Aid under Title IV of PL 480 which provides for long-term supp-
1y contracts. %The purpose of this title is to utilize surplus agricul=
tural commodities and the products thereof produced in U.S. to assist
the economic development of friendly nations by providing long=term credit
for purchases of surplus agricultural commodities for domestic consumpe
tion during periods of economic development so that the resources and man=
power of such nations may be utilized more effectively for industrial and
other domestic economic development without jeopardizing meanwhile adequate
supplies of Agricultural commodities for domestic use¥, (1)

9, To recapitulate, the American system of aid includes an extensive
variety of operations each one of which is subject to specific condit-
jons designed to attain given objectives, Aid may be effected on a grant
basis or lean basis repayable in dollars or local currency as the case may
be. It may be given in money or in kind, and may be committed to certain
projects in the recipient country or granted generally without such come
mitmente

The major aid legislation is the Mutual Security Act of 1954 az amen~
ded { Public Law 665, 830 Congress) which provides for the folleowing types
of aid ¢

1 = Military Assistance.

2 = Beonomic assistance 3
a) Defense supporte
b) Development loan fund,
¢) Technical cooperation.

d) Special assistances

This is supplemented by the Act for International Developjent of 1961
which provides for the following types of aid g
a) Development granis.
b) Investment guarantees.
¢) Surveys of Investment oppertunitiese

d) Development »esearche

(1) Section 401, PL 480
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In the educational and cultural field American aid is subject to
the United States Information and Educational Exchange Act of 1948 as
amended ( Public Law 402 80 th Congress ) and the Fulbright Amendment
to the surplus property Act of 1944, The former provides for assise
tance in the form of interchange of persons, books and materials, and
aid to educational and cultural institutions, The latter provides for
the use of local currency to finance studies research, education and
transportincident to scholastic activitiese

The Agricultural Trade Development and Assistance Act of 1954 as
amended ( Public Law 480, 83 Congress ) provides for aid in the form
of surplus agricultural commodities,

Such are the major operations curried out by the United States
Government under foreign aid programmess In addition account muse be
taken of aid operations undertaken by private organizations such as
Ford Foundation, Rockefeller Foundation, and scores of other private,
secular and denominational, organizations., Their programmes consist
of grants, in money or in kind, for charitable as well as development-
al purposes,

10 Soviet aid, on the other hand, is much more simple, The usu-
al form is to accord long=term credit facilities, at generous terms of
repayment and low rates of interest.

The beneficiary is entitled to use these facilities within a spe=-
cified period to pay for services, commodities and experts from the
Soviet Unione In the majority of cases credit agreements provide for
the establishment by the Soviet Union of industrial enterprises as
running concernsj so that economic and technical aid are wrapped up
in one package deal. The main point is that credit, not grants, is
the dominant form of alde For various considerations to be enunciated
later on grants play a minor role in the Soviet System of aide This
goes for all Soviet Block countries with the notable exception of
Chinae 339

Other countries of the Western Block as well as Japan engage in
practically all types of aid operations whether in the form of grants- -
although on a modest scale compared with UsS. = or credit facilities;
technical as well as financial, In the case of Egypt, however, aid -
from these sources was mainly in the form of credit facilities, As

(1) Klaus Billerbeck g " Soviet Bloek Foreign Aid to the Underdevelop-
ed Countries ", Hamburg Archives of World Economy, ppe 40-44
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will be shown later the rates of interest and periods of repayment are
generally less favourable than those accorded by the Soviet Uaion,

11, So much for bilateral aid te underdeveloped countries, In the
field of mzltislateral aid the United Nations and its specialized agem
ncies represent of courss the most important source of aide Technical
assistance is carried out by the United Nationsz under its regular bgdn
get in such fields as cverall econcmic surveys, fiscal policy, public
sdministration, industrial development, geology, statistics and the
broad field of sccial w&lfare. Within their respective fields of in=
terests the speclalized agencies of the United Nations undertake thelr
own programmes of technical ass sistance, However, the most significae
nt programms withkin the framework of the United Nations is represented
by the United Natiocns Bxpanded Programme of  Technical A551stance
(UNEPTA) in which sever of its mp&ul&11zed agencies participate, More

ragently the United Nations Special Fund (UNSF) was set up with a view
?o undertake surveys %0 reveal ratural resources and develocpment pote=-
ntial as a prelude to sound Invesiment in less developed countrias.
The speeisl Fund is alse authorized to sponsor projects aiming at fue

ler utilization of Human resources, and the promotion of applied re-
searuh, notably in finding new commercial uses for local materials.

In the field of firancial aid the operations of the Internation=
al Menetary Furd (IMF)yand the Internaitional Bamk for Reconsiruction
and Development (IBRD} and its affiliaite the Internationsl Finance
Corporation (IFC) account for the bulk of United Nations ac tiviteso
Owing, hOWEuers to the fact that loans provided by these organizations
are subjest to sitrict reqvlrementq as to the nature of projects eli=
gible for financing or rates of interest and conditions of repayment,
the Internationazl Development Association was established in 1960 to
supplement the work of IBRD. The new organizaition is authorized %o
provide finance tc¢ meet important developmental requirements oz terms
whizh are mors flexible and bear less heavily on the balance of pay=
ments than these of conventionsl _\anqo

Along with the United Nations and its specialized agencies, the
meltilateral £ield of ald comprises a numFer of regionsl organlsatlone
and arrangsments. Necbable smong them ars the European Development
Fund, the Burcpean Invesimenit Bank, the Inter-—American Devnlopmert Bank,
the Organization of American States, the Colombo Plan, and the Arab
Leagues

12, Such a wide range of operations and organizsilons palzes
the question of deﬁinitiovo In spesking of zid we undoubtedly have
in mind something thet contributes towards the economic development of
the recipient countries, MurLOHe&Q aid should be somewhat different
from a conventional trade or lending opsrations, Suchk considerations
throw some ds"hﬂ on theappropriatensss of insluding military assisbance,
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defense support, trade and payment agreements, conventional loans and
credit facilities within the category of aid to less developed count-
ries,

According to United Nations ¥ International Economic Aid is mea=
sured by the flow of grants and long=term loans between countriess The
concept covers grants and loans in cash and in kind, including within
the latter category the provision of services as well as commodities
(1) The United Nations excludes from the definition of economic aids

a = Short or medium term loans whether public or private (2),i.ee
loans for which the schedule of repayment does not extend beyond a per=
iocd of five years from the date on which the loans become effective.

b = Private loans even when guaranteed by the government of the
lending countrye

¢ = Grants by private institutions or personse

d = Military assistance anddefense support as far as they are
identifiable.

It is clear that the United Nations stresses the official or
governmental aspect of aid to the exclusion of private loans and gra-
ntse This is not without justification since private loans are comm—
ercially conditioned, and privated grants largely philanthropice How=
ever, it should be noted that ¢ :

& = Certain official loans are subject to the same, or practi-=
ally the same, conditons as private loans, whether as regards the
rates of interest or conditions of repayment, The loans of the World
Bank or the International Finance Corporation are cases in pointe

b = Private direct investment may involve a lighter burden on
the balance of payments of the recipient country than fixed = inter-
est - bearing offical loans.

¢ = The same applies to public and private grants. Thus Relief
Programme administered by the United Nations High Commissioner for
Refugees is less obviously related to economic development than a
major portion of Ford or Rockefeller Foundation programme. Under
UoNe definition the former is included in economic aid whereas the
latter is excludeds

(1) UoN, 8 International Economic Assistance to the Less Developed
Countries® Document B/3395 July 1960

(2) Loans and grants are classified into public or private according
te the creditor or donor irrespective of whether the beneficiary
iz a public or private organization or person.
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d = The exclusicn of military assistance and defense support is
equally preblematice This is particularly so as regards defense sup=
port which, in the American system of aid, consists of all types of
commodities and services not necessarily of a military character, Bx-
clusion in this case would be based more on metivation rather than on
nature of the transaction. A given operaticn would be regarded as ald
if the recipient is a neutral, would not be so regarded if the recip-
jent is eligible for military assistance from the United States. &4
distinction based on whether the recipient is or is not committed to
ihe donor is obviously irrelevant from the viewpoint of impact on eceo=
nomic development,

Military assistance, consisting as it does of military equipmenty
materials and services, appears to be unrelated to the economic develon=
ment of the recipient, The issue, howevery, is not clear=cut. Military
assistance may have the effect of inducing the recipient to maintain a
military establishment which is much bigger than would otherwise have
been possible or desirable, In such a case it is certainly irrelevant
sn so far as economic aid is concerned. It may even prove to be 2 ser=
jous drain on the economic resources of the country. Not infrequently
the recipient is required tc shoulder a heavy burden as a conditien of
aid, But it is guite conceivable that military assistance relieves the
country of expenditure which would have taken place anywaye Under this
condition it serves to release foreign currency which may be used Ior
developmental purposese As such military assistance is on equal foeting
with any other type of economic aids

Strictly defined economic aid should be limited to the transfer of
funds, commodities, and services for which no guid pro quo is reguired.
Given this condition i% is of no consequence whether the transfer invole
ves military goods or otherwise, producers' or consumers?, public or pre
jvate bodies. The character of the doner or commodities, as well as
motivation should be irrelevant to the definitation of aid, Evidently,
however, this definition is unduly restrictive in other respects. I%
would exclude not only private investments but alse credit facilitles
and long=term loans by public organisations which undoubtedly contain
a certain element of aid,

If we relax our concept of aid we are faced with a continuum of
operations which range from pure aid at one exterme to pure trade at
the othery the element of aid declining as we pass from one shade to
the nexto Any line ofdemarcation somewhere in the middle is bound %o
be arbitrary, On the other hand, to separate the ald element from the
trade element in esch operatiom would be somewhat unrealistic and pede
antice



For the purpose of this study foreign aid will be so defined as
to include the transfer of funds, commodities and services in the form
of grants or long~term loans, ie.es loans extending for three years or
more, The focus of attention will be operations performed by public
bodies. On certain occasions, however, we shall take note of loans and
grants by private or semi-public organisations whenever they assume
significant proportions, We have only to bear in mind that operations
encompassed by this study are not all aidy but comprise on aid compone=
nt in varying degrees.
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AMERICAN AID

LN ERTICIEDY

13 American aid o UsAeRB. started in 1952 following ths comclue
sion of an agreement in 1951, Betwsen 1952 and 1954 aid consisted
largely cf technical assistance under point IV programme tegether wid
some modest quanitities of surplus commoditiss delivered under Title IL
of Public Law 480, In 1955 Special Assistance loans began to figure
prominently in American aid covering such fields as transportationg hea-
14h and sanitation, and commedity imports, In that year special Assis-
tance amounted te 31,7 milliem dollars, 1t was coupled with surplus
commodities under Title III of PL 480 amounting to 235 million dollars
and zn Exporte~Import Bank Loan of 7¢3 millionse Between 1956 and 1958
the volume of aid suffered a sharp decline owing to strained pelitical
relations between the two countries. After 1958 aid was resumed on &
fairly large scale rising steadily year after year %o reach 26&%o4 mille=
jon dollars in fiscal year 1962 alone. It is to be observed, however,
that after 1958 American aid programme underwent a significan changeo
Since that year there has been a pronounced shift from special and teche
nical Assistance to sales of surplus agricultural commodities under Tite
1e T of PL 480, Thus aid in kind can be said to have superseded fina-
ncial and technical aid. By snd large it is possible to dissern three
phases in American aid to Egypt @

th
T

a = The technical assistance phase from 1932 to 195%,
b « The financial-technical assistance phase from 1955 to 1957,
¢ = The surplus commodities phaze form 1958 onwarde

1%, The estimation of total American aid to Egypt from 1952 to
1962 is not free from certain difficulties, In fact there are signi=
ficant discrepancies not only between different sources but also in
one and the ssme sourde. This is due to the follewing considerationss

8 = Digcrepancy in the dsfinition of aid o It was peinted oub
before that there is no concensus of opinion as to what constitutes
aide There is a spectrum of operations ranging from pure grants to
loans repayable in dellars at almost commercial terms. Thus a restri-
ctive definition would exclude certain types of operations which othere
wise would figure in the estimation of aide

b = Aid passes through a succession of stages frem the signing of
an agreement to the actual dslivery, Thuss astimation based on comi=
itment may be sigaificantly gresater than that based on deliverye



&8 2

¢ = k certain proportion of 1local currencies generated against
delivery of surplus commodities under Title I of PL 480 is devoted to
payment of UsS. obligations in UsAsRe As will be shown later such a
proportion partakes of normal commercial transaction rather than aid.
Nevertheless; it is included in the estimation of surplus commodities
delivered to UoA.Ro

15e According to a statement issued by the American aid Mission
in Cazro, official American aid to Egypt between 1952 amounted to 704.9
million dollars, Year by year the flow was as shown in Table (1)

; TABLE I
Flow of American Aid
Year j Million Dollars
1952 1,599
1953 2986
1954 35415
1955 65 066
1956 389894
1957 1}179
1958 24237
1959 73 493
1960 112;154
1961 - 129,542
1962 264,438
Total ?04? 983

This includes all types of operations undertaken by U.S. government
and Export=Import Bank whether in the form of loans or grants, technical
as well as financial assistance. It also includés surplus agricultural
commodities delivered under all Titles of PL'480H

From this table it is clear that the greatest portion of American
aid came during the period from 1959 to 1962. Not only does it show a
much higher level of aid as compared with pre-~l1957 period, but it in-
dicates a steady increas throughout., Thus between 1959 and 1962 Egypt
was a recipient of 578 million dollars worth of aid or about 82% of
total American aid since i%s inception. This important increase in the
volume of aid coincided with the shift in its composition from techni-
cal=financial to surplus commodities as can be seen from Table 2,
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TABLE II
Distribution of American Ald
Between Major Types (Million Dollars)

Year Technizal Finaneial Commodity Total
1952 «791 - 808 16599
1953 12,986 = - 12986
1954 2,671 = o T4t . 3415
1955 20274 390248 23544 654066
1956 1,780 e 37114 386894
1957 ) - 455 | 16179
1958 $157 = 2,080 25237
1959 0638 14,968 570887 73493
1960 15754 29,381 80999 112,134
1961 1,852 24 e340 103350 129,542
1962 2,198 40,000 222,240 2640438
Tobal 27825 147 0937 5294221 . | 704,983
Percente
A 4% 21% _ 75% 100%

-~ In this table technical assistance includes ald delivered under
Point IV programme as well as Fulbright and Exchange of persons prograi=
mese Financial ald includes loans extended under Special Assistance or
by Export=Import Bank and Development Loan Fund, Commedity aid inclue
des aid delivered under PL 480, Evidently the distimction between fie-
naneial and commodity aid is not clear-cut since the former reduces
ultimately to imports of commodities and equipment. Th@ difference,
however, is between aid the first step of which takes the form of a
loan { or grant ) and that which directly takes the form of certala
cemmodities, Moreovers financial aid, at least in theory, permits gre-
ater latitude to the recipient singe the proceeds could be expended on
a broader commodity mix or, in some cases, used to pay off previously
contracted debbs, :

Table 2 = shows the great preponderanse of commodity ald ascounting
as it does for 75% of tofigl ald over the whole peried under gonsideraes
tion, The emphasis en commodity aid is mere pronounced during the peried
195962 where it assounts for 80% of tetal aid, -
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Table 3 shows that technical assistance programme accounts for the
greater part of technical aid, whereas financial aid is just about eve=
nly distributed between special assistance, Export=Import Bank and De-
velopment Loan Funde Commodity aid consists largely of sales of surplus
agricultural commodities against lecal currency ( Title I PL 480 jo.

17, Te avoid double counting in assessing theivelume of Ameriecan
aid certain operations were not included in Table 3, namely 3

a = Loans and grants of UsSe owned local currency generated under
Title I of Public Law 480, The most important are 3

Million Egyptian Pounds

8.0 Loan in support of Egyptian Production Budget ( 1961 )
7.0 Loan in Support of Egyptian Production Budget of ( 1960 )
&5 Losn for the establishment of Television Network ( 1960 )
olt Grant for Fulbright Programmee
0,15 Grgnt)for Translation and Publication of Textbooks { 1960=
: 1961 ).
.. R085

This sum of 20 million Egyptian pounds is disregarded for the obe
vious reason that it is already included in the value of surplus agri=
cultural commodities delivered under Title I of PL 480, The way local
ourrency generated under this Title is used is relevant not in the de=
termination of the magnitude of aid but in its impact on the economye
¥e shall have the occasion later on to study more carefully the nature
and effects of PL 480,

b = The same consideration applies to operations undertaksn by
® Qare ¥ ( Co-operative for American Relief Everywhere), Care began
its operations in Egypt under a Basic Agreement signed on Ochober 1954,
Since then the value of ¥ Care ® aid to Bgypt in the form of school ¢
Iuncheons, food and special supplies exceeded 50 million dollars. How=
ever; this is accounted for in the value of surplus commodities delive-
ered under Title III of PL 480,

18s' The preceding figures refer to aid operaticns undertaken by
the Government of the United States or voluntary Agencies whose resou=
reces are largely financed by U.Se Government, They do not take aceount
.of .ald operations carried out by private organizations with independent
resourcess In the case of Egypt the most notable example is provided by
Ford Foundationm. According to the agreement signed with UeAoRe govern=
ment in November 1959 the Foundation may furnish technical assistance in
such matters as those pertaining to educational, administration, social
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healthy scientific and technical f£ields of national development, Assis=
tance may be furnished to government or private organizations after con-
sultation with the Ministry of National Planning. During the two year
period ending June 1961 aid by the Ford Foundation amounted to 1.734
million dollars distributed as followsW

_Dollars
432,880 Help establish and support Management Development Instmtune.
28,600 Fellowships for Advanced Management Training.
236,200 Support Institute of Public Administration.
225,000 Help establish and support Institute of Land Reclamatione
438,000 Help establish and support Institute of National Planning.
192,280 Development of an Arabic Encyclopedia,
124,000 Ethnological study of Nubians having to be relocated beca=
. uzss of Hig’h Dame
179000 Support of Rural Development workers from all Arab Statese
&0,560 Provide twe *mnﬂu?ants on education,

Lo 7 3% o460

19, It iz periinent to know the distribution of American aid bete
ween lozns and grants. Nodifficulty is involved as far as outright
rants and loans repayable in foreign eurrency are concerned, BRut loae
ns repayable in Egyptian pounds as well as sales of commodities against
Egyptian pounds present a special problem of classification, Are they
to be regarded as loans or grants®, This is rather important in the ca=
se of Egypt sincsover two thirds of American aid fall under this cate=
gorye

Repayment in local currencies generate what came toc be known asz
counterpart fundse These funds, it is eV1dent, represent purchasing
power held by the donor country in the receiving country. As such
they represent a potential claim over local resources., But this is not
sufficient to determine the nature of such operation§ We have to find
out the way they are disposed of,

In this respect it is possible to distinguish between three ways of
disposal g

a = counterpart funds may be used to finance purchases of losal
goods and services by the donor country. In this event: the operation is
fundamentally a normal commercial transaction. It partakes of the nature
of trade rather than aide In some cases, it is true, a certain periocd
elapses between the delivery of aid commodities ( or loan proceeds ). end
the nse of counterpart funds in lecal purchases, Such a period constit-
utes an elemant of credity and the operation would be akin to that
which takes piace under trade trade and payment agreement'y
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b = counterpart funds may be used to finance leans equally repaya=
ble in loecal currencies which are in turn used for further loans and
so on ad infinitum, In such a case neither the initial nor the subse=
quent repayments involve a transfer of resources abroad. The successive
cettlements of the Lloans would be no more than book=keeping opera-
tions with no direct demand on the resources of the receiving couni2ye
As such the operation should be regarded as a granb, Yet it is not kK
purely sc since the donor country enjoys the power attached to the own=
ership of the funds. Moreoverg the utilization of counterpart funds in
thig manner may under certain circumstances, generate inflatlonary pre-
ssure with farreaching effects on external and internal balance, For
these considerations such operations cannot be regarded as pure grants
in the conventional sense of the word, The nearest approximation would
be to designate this portion of counterpart funds as conditional grants,
1+ should be remembered, however, that the basic assumption is that
counterpart funds are used indefinitely to finance loans repayable in
local currencyo Should there be a change in the allocation of the pro=
ceeds the cperation weuld cease to be a conditonal grant. It may become
a normal commercial transaction or pure grant depending on the nature of
the new allocatione

¢ = counterpart funds may be used to finance grants to local peXe
sons or bodies. In this case the initial operation should be regarded
as pure gran® although the beneficiency would not be the recipient of
the aid commodities but the recipient of the grant proceedse

20, In the case of Egypt we shall see that counterpart funds are
used to purchase local goods and services, or to finance local loans
and grants accerding to the terms of each agreement, Shortly we shall
look more closely into these agreements whether with the United States
or with the Soviet Union and other countriese For the present purpdses
we shall be content with the conventional elassification of Americaxn
aid into granis, soft loans, and hard loans keeping in mind that the
term soft loans ( il.@e loans repayable in local currency ) is decepe
tive and may turn out to be just as hard as any loan vrepayable in hard
currencye

a = Grants where no quid pro quo of any description is involved.
These include 8

me dollars
Technical Assistance 24,837
Fulbright Programme 1,482
Exchange of Persons 1,506
Ford Foundation 1,734
PL 480 Title IX 29,100
PL 480 Title III 113,881

Total Grants 172 4540
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b = Soft loans which include loans repayable in Egyptian pounds as
well as sales of commodities against Egyptian pounds g

me dollars
Special Assistance 450737
Development Loan Fund ( before 1961 ) 55200
PL 480 Title I 3860240
Total Soft Loans 4875177

¢ = Hard loans which include loans repayable in dollars or convers
tible currencies
me dollars
Export=Import Bank Loansg 47,000

The picture that emerges from this analysis is shown in the follow=
ing table

Table IV
Digtribution of American Aid
between Grants and Loz~

nso
T %

Type Million Dollars of Total
Grants 172 9540 2494
Soft Loans 4874177 68,9
Hard loans 47,000 6,7

Total 706?717 100,0

As to be expecited more than two thirds of American aid is accounted
for by soft loanse This is due to the major role played by sales of sure
plus agricultural commodities against Egyptian pounds. Grants account
for about one fourth of total American Aid. Hard loans are limited to
Export~Import Bank operations accounting for 6,7% of total aid. It is
probable that hard loans are more than indicated by table 4. The Egypt-
ian government, for instance, is bound by some surplus commodities agreee
ment to pay a certain portion of counterpart funds in convertible curre-
ncies, But this is a tiny fraction which by no means alters the fundamew
ntal picture.
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214 The distribution of American aid between different sectors the=
rows somie light on its impact on the Egyptian economye Here we are cone
fronted with the fact that the bulk of American aid consists of consumers®
goods in the form of surplus agricultural commodities, This capnot be
assigned to a given sector but should be regarded as ald %o the economy
in general, To what extent such aid is relevant to the economic develop-
ment of the country will be seen when aid in the form of surplus commodi-

ties is analysede Presently it will be designated as consumption aide

Table V
Sectoral Distribution
of American Aid

Sector Million Dollars % of Total
Consumption aid 566,278 80,1
Agricultural and Natural Resources 160322 2,2
Transport & Communications 57.192 8ol
Industry & Mining 48,052 68
Other services 185873 : 2}8
Total 706,717 100,0

I+ must be pointed out that consumption aid as shown in table 5
is greater than aid delivered under PL 480, This is due to the fact
that a certain proportion of Special Assistance and Development Loan
Fund was devoted to commodity imports over and above what was received
under PL 480, This form of Aid accounts for 80% of total alde

Agriculture and natural resources account for the modest sum of
16,3 million dollars or 202% of total aide The most important compon=
ent of this figure is 11 million dollars allocated for EARLS project
( EgyptianeAmerican Rural Improvement Service ) for land improvement
and community developmento

Industry and Mining account for 48 million dollars or 608% of
total American aid. The main projects covered by this programme coxe
sist of the following §
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me Dollars
Suez Fertilizer Plant 12,5
Edfina Food Processing and Packing o2
Bagasse Plant for the processing of Sugar cane g
-By=Products 667
Industrial Bank 750
Misrayon 3.0
Grain Handling 1760
Total %.4

Other services account for 18,8 million dollars or 2.,8% of total
American aid, They consist mainly of technical assistance aid in the fie-
lds of health and sanitation eduzationy scholarships, exchange of pnru
sonsy and public administration,

The sectoral distribution of American aid as shown in Table 5 cone
firms the strong bias in favour of commodity aide In consequence little
is left for the development of specific sactors.' In the field of agrice
culture and natural resources, which should have played a major role conw
sidering its vital importance in the Egyptian economy, American aid is
focused more or less on a single project; namely, the Egyptian=American
Rural Improvement Service, American aid to Industry is characterized
by the selection of few projects in the field of consumers! light induse

try especially those related to agriculture and utilizing local mater-
ialse
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CASE STUDIES

A - Surplus Agricultural
Commodities

22, I% has been pointed out before that surplus agricultural comme
odities form the major part of American aid to UsAeR, Over the last Four
years the trend has been towards more of this type of aid to the detrie
ment of other types. There is every reason to believe that such a trend
will continue 3n the future. In the first plase Egypt, owing %o rapid
population growth and relatively limited cultivable area, has emerged
from the second world war as a heavy importer of foodstuffse Secondlys
the implementation of an'ambitious development plan has given rise to a
sizable and chronic deficit in the balance of paymentse.  Under such cire
cumstances Egypt is prone teo welcome a kind of aid that would meet azn
important part of consumphion requirements and save on precious foreign
currency that could be used for development purpesese From the point
of view of the United States aid in the form of surplus agricultural coe
mmodities may well be the least costly and the most feasible politicallye
Iz spite of determined effords on the part of successive Administrations
no solution to the farm problem seems to be in sighte Surplus agricule
tural commeodities continue to accumulate calling upen the American taXe
payer to shoulder a heavy bill in farm subsidies and cost of storage
facilities, The rapid pace of technical progress in American agriculture
may well contribute %towards the aggravation of a long-standing problem,

% igs little surprising that the United States Government should net be
unfavourably inclined towards am aid programme that would help unload
part of embarassing surpluse In fact this is a perfect ald gituation
where a real need on the part of the recipient is matched by oversupply
on the part of the donore In economic jargon the marginal utility of
agricultural commodities in America is almost zero or even negativeé. In
countries such as Egypt or India with rapid population growth and heavy
food requirements, the marginal utility of those commodities is graat.
Under the circumstances such aid programme should operate to the mutual
satisfaction of both donor and recipiente.

23, In view of thase considerations it is important to analyse
carefully the provisions of the Agricultural Trade Development and
Assistance Act of 1954 known as PL 480, As has been stated before
Egyot is one of the major beneficiaries of the Acte Since its imple-
meptation it has received surplus agriculbtural commodities te the
value of 52902 million dollars distributed as fellows

me dollars

Title I 386,240
ritle LI 29,100
Title IIX 15-0881

Tohal 529,221
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It must be recalled that Title I refers to sales of surplus ¢ oM
cdities against local currencye Title II provides for famine relief and
emergency assistance, Title ILI provides for the donation of food comie
odities through American non-profit voluntary agencies, Commodities
provided under Titles II and III are usually on grant basis, Sales under
Title I generate local currencies held by the United States in the recip-
ient countries, In the terms of the law ™ such currencies as accrue to
the U.S, under this act are to be used to expand international trade, to
encourage economic development, to purchase strategic materials, to pay
UeS, obligations abroad, to promote collective strength, and to foster
in obher ways the foreign policy of U.Se "Section 104 of the same act
spells out in greater details the uses for which those currencies will
be pute In implementation of Title I the United States Government conce
ludes agreements with recipient countries specifying the kind and value
of commodities to be delivered, amount of local currency to be deposited
to the account of U.S, Governmpnt, andy most important, the allocation
of counterpart funds among different uses. This allocation is made up
of three partss the first part is reserved for expenditure by UoeSe govern—
ment, the second for leanms to be made by the Export—Import Bank acting
as agent for U.S. governmsnt, the third for loans to the government of the
country converned. The percentage distribution among the three parts
varies somewhat from one agreement to another, In the case of UoAeR.
several agreements ware copcluded under Title I dealing mainly in wheat
and wheat flour but also corn, tobacco, vegetable and animal fats, rice,
and poultrye The allocation was as follows

mo dollars %

a) For expenditure by U.S, Government 1313 34
b) For loans by Export-Import Bank 81,1 21
¢) For loans to Egyptian Government 1738 45
38652 100

In round figures, the allocation was one third for U.S. governmpnt9
one fifth for ExporteImport Bank, less than one half for U.A.R. govern—
mente (1)

24 It is important to realize that the allocation of counterpart
funds.between the three major types does not mean that they will be ac-.
tually usede The UeS, government is free to spend its powtlon for pure
poses defind by PL 480; subject to Congressional approval in certain
cases, It may or may not spend it as deemed fit, The Export-Import
Bank is empowered to make loans to United States business firms and

(1) Appendix 1 gives the text of ome such agreement as illustrationf
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branches, subsidiaries, or affiliates of such firms in the counbtry cone
cerned, and to local firms, The loans, however, have to be mutually
agreable to the Export-Import Bank, and the government of the country
concerned. In the event loms are not advanced within a specified pere
iod for lack of agreement, the U.S. government may use the funds for any
purpose authorized by sesilon 104 of the Acte In other words funds inie
tially allocated for use by Export=Import Bank will revert for expendite
ure by UeS. governmente.

The third part, allocated for loans to the government of the recipe
jent country, is only used to finance such prejects to promote economic
development as may be mutually agreeds In the event that agreement is
not reached within a specified period the funds will also revert for exp-
enditure by UeSe government.,

Under these conditions it is quite possible that counterpart funds
accumulate without being expendede This is precisely what happenede
In 1959 it was estimated that , for total operations in less developad
countries, ® only about one fifth has been put to use, the balance remain-
ing on deposit to UeSe accounte® (1)

25, Havirg expounded the provisions of the agricultural surplus
programie as Laid down by Ph 480, we are now in a position to appraise
it as an instrument for economic developmentes To do that we betier
start by taking a perfect case, namelys a case in which all counterpart
funds are being expended by UeSe government, Export—Import Bank, a2nd in
loans to government of recipient country in the same year as surplus
commodities are deliverede In other words the rate of expenditure of
local currency by the three parties is exactly equal to the rate of
delivery of surplus commoditiss s that no counterpart funds ascumulatbes

The first part, that of UoSe government, is obviously spent in pay-
ment for local geods and services, most of which tha,.UeS. would have
bought anywaye Such is the case with the payment for the American die
plomatic missiony the purchase of local strategic materials, the cons—
truction of American~cwned buildings, the cost of American researsch or
publications programmes in the area, etCeecsss In 50 far as these opsr=
ations are concerned Public Law 480 makes no contribublon to the esond=
mic development of the recipient countrye It iz a normal exchange of
American goodsz ( the surplus commodities ) fer local geods and services;
no different from the sale of American automobiles for Egyptian cottome.
Thus we find that UeSe government departments which make use of counbere

(1) John Davis 8 @ Agrisultural Surpluses and Foreign ALd®, American
Economic Review, Papers and Proceedings, 1959y Po 2320
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part funds are required by PL 480 to reimburse the Comodity Credit Cor-
poration managing the farm surplus programme, This means that dollars.
which would have been spent by these departments in the recipient cou=
ntry are replaced by wheat supplied by CeCeCe under PL 480,

However; not all expenditures by UoSe government are of this type,
In some cases grants are made for the support or establishment of local’
institutions closely or remotely related to economic development. Thess
are grants alrighte But they are " tied grants®, Had there been no PL
480, the UeS, government would have made available dollars, not whesat,
to the amount of the grant, Therecipient could have bought wheat if
it 80 desired, but it could well have bought machinery, fuel cr chemi-
cals from Ue,S, or any other country as long as the dollar is convertibleo
It is thus a triply tied grant; tied as to the country from which cne
buys, as to the commedity which one prefers, arnd, finally, as to the
project to be financed,

26 The second and third part, those used in loans to American or
loegal firms by the ExporteImport Bank, or to government of recipient

country, are fundamentally similar in that they are loans locally adva=
ncedo They may differ as to rates of interest or period of repayment; but
loans they ares The relevant distinction is not between the second and
third party but betweeng

(a) loans to American firms in the receiving countryo

(b) loans to local firms or governmte

Under both cases a further distinction should be made betweemé

(2) loans are made to finance investment which would have taken
place anyway, ‘

(b) loans are made %o finance investment which would not have taken
place but for the existence of counterpart fundsz,

We have thus four casesé

First Case: LOANS TO AMERICAN FIRMS TO FINANCE INVESTMENT WHICH WOULD
HAVE TAKEN PLACE ANAWAYS

It is assumed that the investment invelved is direct, i.e. the
establishment or expansion of American enterprises in the country. In
this case PL 480 has the effect of costing the receiving country pree
cious dollars which it would have earmned through the investment in Gl e
stion, »ue it is in receipt of wheat for instance. But of coursze
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there is a world of difference between being in possesion of wheat and
in possessions of dollars, Might not the recipient have beeny, it eounld

. be asked, in need of the surplus commodity delirered?e It mights but
considering the severe dollar shortage experienced by mest less deves
loped countries it is most unlikely that needed agricultural commodities
would be sought in the U.Se unless it be the only sourse of supply which,
clparly, is not the usual casee Except for PL 480, it is most probable
that the country in question would have (a) earned dollars through invest=
ment carried out by American firms (b) used the said dollars to buy mache
inery or spare parts or materials from UeSes unobtainable, or not so
favourably obtainable from alternative sources of supply (c) got needed
agricultural commodities from soft~currency countries, Under Public Law
480 the country spends, as it werey dollars duly earned on agricultural
commodities from UeS, which could have been got somewhoere else, and
strains its dollar resources, if there are any, to buy machinery which
could only be got from UsS, In.the event dollars are in severe shortage
34+ will probably go without them or, when it is possible, get them from
less favourable sources of supplye Either way the receiving country is

2 net loser, and economic development is hardly advancede

Second Cage ¢ LOANS TO AMERICAN FIRMS TO FINANCE INVESTMENT WHICH OTHER=
WISE WOULD NOT HAVE TAKEN PLACE 3

Realisticallys this possibility slbould be ruled oute It is based
on the assumption that the holding of counterpart funds by Exporte
Import Bank would be in ifself an inducement to American firms te invest
in the receiving country. This is very mich epez to guestion, Since
the process of economic development iz atiended by ghronic defiecit in
the balance of payments of less developed countries, there would always
be excess supply of losal currency at Wofficial® exchange rates. Any
American firm anytime csn readily get in possession of lecal currency
balances, It is even probable that they can get them on more favourable
exghange rates through premiums of differential rates or what note The
Export=Import Bank would be hard put to it to lure American firms by
dangling before thelr eyes some Gurrency balances somewhere, The fagh
is that real bait lies in totally different considerationss’

Third Case ¢ LOANS TO GOVERNMENT OR LOCAL FIRMS TO FINANCE INVESTMENT
WHICH WOULD HAVE TAKEN PLACE ANYWAY 8

Let us suppose that the economic development plan of UsAoRe envise
ages the construstuien of a given roads The cost of the projest is, say,
three million Egyphian pounds provided for in the national developmentd
budgéts In the same year that the preject is supposed te be garried oubg
wheat uunder PL 480 iz delivered 1o U.AeRs to the value of three millien
pounds which the Egyptian government promptiy deposits im UeSe assount.
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Then Ue.Se Government takes fancy to the road project, and decides to
finance it through a loan t0 U.AlR. government, The latter draws back
what it previously deposited, What de those operations add up to%?. The
fact that the three million pounds were transferred from the budget
accounts to U.,S° account and back to budget accounts has, of course,
nothing to do” with financing theproject, It is merely a book-keeping
operation, The net result in effect isg ( a ) The U.S, delivers wheat

to UsMeRs” governmente ( b ) The UsAsR. government owes three million pou-
nds to the Ue So payable, say, in equal instalments over twenty years at
4% interests’

The deal is simply the export of a surplus commodity from UsS,
against I,0.U, on the part of the UsAsRe governmente As to intermediate
operations they are no more than a book keeping process which has no bea=
ring on either economic development or rate of investment, The same is
true of loans advanced to private firms which would have undertaken the
investment in question anywaye

Fourth Case 3 LOANS TO GOVERNMENT OR LOCAL FIRMS TO FINANCE INVESTMENT
WHICH OTHERWISE WOULD NOT HAVE TAKEN PLACE g

The assumption is that the U.S, government or the Export=—Import
Bank, as the case may be persuades the UsA.Re government or some local
firm that a certain projecty noiv included in the development plan, is
investment-worthy. The project is thereupon financed out of counterpart
funds' deposited against the importation in the same year of a surplus
commodity, = The case looks ag if the counterpart funds have finally con-
tributed Towardsstepping up the rate of investment, On scrutiny, how-
every, we find that this is illusorye Clearly; the’ importation of wheat
under PL 480, not the counterpart funds, makes possible an increase in
current consumption at a given rate of investment, or, an increase in
the rate of investment at a given level of consumption. Let us suppose
that planning authorities are over anxious to maintain the highest
possible level of investment, Taking into account wheat available under
PL 480, they fix a rate of investment higher than would have been other=-
wise possible; given the level of consumption. But the UeS. government
succeeds in persuading the planning authorities to finance an extra pro-
ject not incorporated in the planned rate of investment, The main point
here is that it makes no difference whether the extra project is finane
ced out of counterpart funds, or, for example, the outright issue of
new currency by the central bank of the recipient countrye In either c
case the increased rate of investment can only take place at the exp=-
ense of current consumption, To argue differently would imply a sort
of double countings namely, that the rate of invesitment could be ince
reased one time through the importation of wheat, a second time thiough

currency arising from that importation.
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It can be thus concluded that loans out of counterpart funds, even
if used to finance projects not included in the plan, do not in thems
selves make possible a higher rate of investment, Additional investe
ment financed by the counterpart funds will have its full impact on the
economy in the form of reduced consumption and inflatlonary pressure.

@ Tn Greece and later in Turkey®, says Harlan Cleveland, ® we im-
ported a madewin—America inflation by acquiescing in a volume of welfare
projects (Greece), industrial development (Turkey), and military spending
( both ) which was quite out of line with what those underdeveleoped ecoe-
nomies can support. In Britain and Norway, which were pursuing a socia=
1ist poliey of over full employment with a high level of investment, the
question of using the counterpari for additional expenditures never
seriously arose, Those sophisticated governments would simply inquire
solicitously which of the items in their already approved budgets we
would most like to tell Congress had been financed with the counterpart
of American aide® (1)

27, To recall, wehave concentrated so far on a model of "perfect
disposal" where rates of expenditure of counterpart funds is equal to,
and simultaneous with, the rate of delivery of surplus commoditiese
Let us take now a model of ® perfect accumulatien ¥, It is assumed that
surplus commodities are delivered and consumed, and local currency is
deposited in UeS, accounts all in a given year, In subsequent years u®
delivery of commodities takes place but only use of counterpart fundse
On these assymptions the effect of the programme in the initial year -
would be deflationary or rather, in a country with a high rate of inves=
tment, anti-inflationarye As has just been pointed out, the programme
would make possible a higher rate of investment or a higher rate of con=
sumption than would .otherwise have obtaineds In subsequent years,
however, the uss of counterpart funds would “be inflationary no mattex
for what use they would be pute Whether they are used by UsSe gotvern=
ment to pay its obligations or buy strategic materials or as grants %o
local perosns or institutions, or used in loans by the Export=Import
Bank to American or local firmf, or in loans to government of the reci-
pient countrys in all cases the use of counterpart funds will be inf-
lationarye. Evidentlyj this effect will be mitigated or offeEt in as
much as §~ ‘ ‘

(a) The recipient country reduces the rate of investment parl pae
ssu the releasze of counterpart funds,

(b) The recipient country stockpiles the surplus comodities ox
part of them in the initial year, and unloads in subsequent years at
a rate commensurate with rate of use in counberpart fundse

(1) © The Convalescence of Foreigua Aidwg;American Economic Review
{ Papers and Proceedings )y, May 1959y P 225,
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(c) The U.S, government, and the Export=Import Bank abstain from
using the funds or use them at such moderate rate as not to have any
appreciable effects,

It must be remembered, however, that agreements concluded on the
‘use of funds stipulate that they will not be used in loans by Export—
Import Bank or te the government of the recipient country unless cond-
itions are mutually agreeable. But this provision, as was pointed out
before, does not apply to the part allocated for use by U.Se govern—
ment. Nor does it apply to other parts after expiry of a specified
periods, Moreovers there is always the real danger that both parties
act as if counterpart funds were real resources which could be freely
used in any subsequent year irrespective of whether or not they are ma=
tched by current deliveries of surplus commedities,

The model of perfect accumulation is highly relevant in assessing
the inpact of counterpart funds, Not that it is applicable in toto " to
any situation, But in most cases counterpart funds tend to accumuliate.
This takes place on account of successive deliveries of surplus commode
ities coupled with a slack rate of fund disposal, Beyond a certain point
the UsS, government will reslise that the unleading of surplus commodite-
ies in America is offset by a mountingload of losal currencies in less
developed countries, This will generate a pressure to slacken the rate
of delivery of surplus commodities, and step up the rate of using the
counterpart funds, Under the illusion that grants and loans will promoe
te economic development, the UeS. government may have no compunction in
using the funds, The recipient country, on the other hand, lured by
seemingly god~sent monsy, may acquiesce in the processes The consequence
may be inflationary tendencies which jeopardise the very cause both
parties wish to serve. It is therefore necessary that, as a general rule
and with, due regard to current level of investment, the use of funds in
any year should be geared to current deliveries of surplus commodities
irrespective of the size of previous accumulatione

28;' The preceding analysis has endeavoured te outline the nature
and effests of programmes carried out under PL 480 (Title II)s' 4s to
the nature the findings of this study can be summed up as followss

(a) The part used by U.S. government to pay American obligations
abroad, buy strategic materials or finance operations of various Ame-
rican departments and organisatiens, is quid pro quo operation in which
American surplus commedities are exshanged for local goods and sérvices:
This portion of counterpart implies no aid and makes no contribution to
economic developments!
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(b) The part used by U,S. government as grants to local institubions
or persons is aidg but it is inferior %o dollar donations since it is
tied as to country, type of commodityy and project financed,

(c) The part used in loans by Exporte=Import Bank to American firms
results in loss ofdollars which would have accrued te less developed
countrye Alternatively; it is unlikely that it would induce American
firms to invest in those countries,

(d) The part used in loans to local firms or government is fundamene
tally an export of American surplus commodities to less developed counte
ries on long=term credite Alternatively it may generate inflationary
pressure, : -

I+ can be thus concluded that the aid component of the programme
consists of tied grants refered to in (b), which certainly account for a
tiny fraction of counterpart funds, Moreover, there is an element of aid
in export of surplus commodities on longterm credit. It makes possible
an increase in current consumption or current investmenit, This aspect
may well be the essence of Public Law 4805 :

As to the effects aitending the use of counterpart funds the real
danger .lies in the inflationary pressure they may generate if used withe
out @ue regard to the rate of delivery of surplus agricultural commodite
ies, In any given year the stream of out-going counter=part funds shou=
1d be matched by a siream of incomipg surplus comodities, Otherwlse the
use of funds will be inflationary, subject to reservations previously
menticned, The main point is that counterpart funds are not real resou=
pces which could be mobilised to step up the rate of investment, Real
resources consist of commodities delivered, not of funds accumuiated?

The government of the United States is faced with the thoray pro-
blem of farm surpluse Public Law 480 was designed as a measure t0 make
the maximum efficient use of that surplus for its own benefit and for
the benefit of less developed countries, The resuli was a curious come
bination of aid and trade, But the trade ‘element seems to be preponds-
erant. : £

Phere can be no doubt that a reconsideration of Public Law &80 is
called for if it is to serve the purpose of promoting economic develop-
ment, The real aid elements will have to be given greater weight whe=-
ther in the provisions or in the administration of the Lawe Furthere
more; the law should not have the effect of reducing the dollar elpru-
ings of the less developed countries, such as might have accrued @ them
on account of UeS. governmeni purchases of local materials and services,
or payment of obligations, The same is true of dollars which might
have been earned on account of direct investment by American firms.

Last,but not least, the use of counterpart funds in local loans
should not be deemed as aid, nor should they be regarded as a substituie
for other forms of aid,



B = Egyptian = American Rural
Improvement Service
(EARIS)

29, In March 1953 the Bgyptian and American governments entered
inte a programme agreement for land reclamation, community developmentl
and rural rehabilitation in two provinces; Behera near Alexandria, and
Fayoum some 100 Kilometers from Cairo, To carry out this programme a
special organisation, jointly managed and financed by the two governe
ments, was set up with the name ® Egyptian American Rural Improvement _
Serwice™, The main objectives of thig programme as states in the agree=
ment are g

& = The reclamation of approximately 80,000 feddans of new land.

b = The construction and devalopment of improved housing and ¢omme
unity fagilities,

¢ = The resettlement of approximately 16,000 landless farm faﬁilies
on reclaimed land,

d = Finansial and other assistance to farm co=operatives,

e = Demonstration of improved water conservation and management
practices and the extenzion of irrigation, drainage and transportation
means to new lands and lands now under cultivatiogf

£ = The establishment of vocationsl sshools and environment traine
ing of farm youth in the fundamentals of scientific agriculture and
irrigation practices,

g = The provision of agricultural extension and demonstration ser-
vices,

h = The improvement of the marketing and processing of farm produce,

i- Improvement of the standard of public health through the enviro-
nments sanitation services, training and health education,

J = A1d in the development of small industries and handicrafts,
K = The improvement and development of farms to market road sy stem,
L = Such other related activities as the Co=Directors may agree

upon as being essential for the success of this demonstration in community
development and rursl rehabilitation_9
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The Bgyptian American Rural Improvement Service is an agency of the
Egyptian Government, and directed by two Ce=Directors, the Egyptian, who
at the beginning was the General Minister of Agriculture and Agrarian
Reform and one Americaine '

In the project agreement, it was agreed upon that the Govermmeni of
Egypt depgsits, in the credit of EARIS, the sum of LoE, 5,450,000 and
that the United State Government makes available for BARIS, the sum of
10 mo dollars, These two deposits are to be made in such installments
and at such times as the two Co=Directors deem apprepriates

300 This program embraced the forthcoming 16 project agreements
which were duly signed by the two Governmentse

EARIS ADMINISTRATION

The object of this project is to establish an administrative orge=
nization that will provide essential direction and support in the impleme-
ntation of various projects undertaken by EARLS for the attainment of the
objectives of the agreement for a co=operative program of Community Deve-
lopment and rural rehabilitation in the Egyptian Provinces of Behera and
Fayoum, Funds allocated for the execution of this project amounted %o
LoEo 233,990 of which L.E, 198,020 were paid by the Egyptian Government
and LoEe 35,970 were deposited by the United States Government,

SOIL AND LAND CLASSIFICATION SURVEY

This project was initiated to provide an evalution inventory of the
land resources of about 60,000 feddans for which irrigation and drainage
works are being constructed, Thus 1% would be possible to furnish
basis for estimating the lenth of time required for land reclamation aad
development. For this purpose Lok 2800 were allocated from which the
share of the Government of Egypt was LeEe 1,680, and the United States was
LeB. 1,120 ( 3,225 dollars). '

MAJOR WORKS FOR EARIS ABIS AREAe

This project provides for the design, construction, operation and
maintenance : of all the main canals, drains and pumping stations requipe-
ed for the reclamation of Abis area. From the funds made avaifable by
the two Governments for BARIS, L.Ee 707,500 were allocated for the exec=
ution of this projects OFf this sum, L.E, 428,500 were paid by the Egy-
ptian Government and LoE. 279,000 ( 800,97C dollars ) by the American
Governmente i
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LAND RECLAMATION, DEVELOPMENT OF EARIS ABIS AREA

This project provides for all reclamation activities in Abis area
including uprooting and removal of Bamboo grass rhizomes, coarse levell-
ing, excavation of first, second & third grade canals and drains,pumping
stations and related facilities required to make feasible the irrigation
of the area, and cultivation of the land until it is ready to recieve the
settlers. For this purpose L.E. 2028396 were allocated, of which LeE,
1,217,037 were paid by the Egyptian Government and Lo Eo 811,359 (@2,337 068)
were deposited by the United States Government,

VILLAGE NOo 1 OF EARISo

This project provides for the construction of buildings and community
facilities and public utilities for the first village, For this purpose,
LeEo 240,000 were allotted of which 144,000 were paid by the Egyptian
Governmeu+ and LeEe 96,000 ( $ 276, 825 ) by the United States Governments

MAJOR WORKS FOR EARIS QUOTA AREA,

This project was made to provide for the construction of drains and
canals needed to bring Quota area under cultivation. For this purpose
the two Governmenits allocated L.E. 300,000, of which the Egyptian Governw-
ment paid LeEs 180,000 and the American Government L.B. 120,000($354,6662)0

HEAVY EQUIPMENT AGREEMENT,

This project provides for the purpose of heavy EQUIPMENT, needed,
in EARIS area, for coarse and fine levelling, The money allocated for
this project amounts to LeEe 13445000 of which L.E. 80,700 were paid by
the Egyptian Government an LeEe. 53,800 ( $ 154,940 ) were deposited by
the United States Government,

CONSTRUCTION OF ROADS.

This project provides for the construction of roads needed for Abis
area, The fund allocated by the two Governments for the execution of
this project amounts to Le.Ee 2204 of which 132,000 were paid by the Egy-—
ptian Government and L.E. 88,000 ($ 253 oH40) by the United States Govern=
ment,

LAND RECLAMATION AND DEVELOPMENT FOR EARIS QUOTA AREA,

This project provides for all reclamation processes that bring
Quota area under cultivation, covering coarse and fine levelling, canal
lining flooding and cropping for two years. The fund allocated for this
project amounts to LsE, 8404000 of which LeEe 504,084 are paid by the
Egyptian Government and Le E. 335,916 ($ 967,842) by the United States
Government.
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GRANTS TO THE SETTLERS,

This project provides a means of subsistence to the families settled
in Abis first village in the Behera province by means of a grant of L.Ee
5 per month to each settler family for a period of six consecutive months
following their settlement, For this purpose LeE. 8160 pounds were pro-
vided of which LoEe 4,896 were allocated by the Egyptian Government and
LeE, 3264 ( & o422 ) by the United States Government.

LAND RECLAMATION AND DEVELOPMENT OF KOM OSHIM AREA.

This projects provides for all steps necessary for reclamation of
Kom Oshim area including levelling and lining of main canal & floodinge
For this project Le.Ee 444,723 were allocated of which L.E. 266,833 were
paid by the Egyptian Government and LeEe 177,890 ( § 512,412 ) by the
United States Government. &5 .

MAJOR WORKS FOR EARIS KOM OSHIM AREA,

This project provides for the design, construction operation and maine
tenance of the canals and drains needed in reclamation processes in Kom
Oshim area. For this purpose LeE, 180,000 were allocated of which Lo.E.

108,000 were paid by the Egyptian Government and L.E. 72,000 ( $ 207,397 )
by the United States Government, :

ROADS FOR_KOM OSHIM,

This project provides for the design, construction, operation and
maintenance of a roads net-work for Kom Oshim area. The two Governments
agreed to deposit Le.E, 25,000 of which LeE, 15,000 by the Egyptian Govern=
ment and LeEe 10,000 ( $ 28,807 ) by the Amercian Government,

VILLAGES IN EARIS AREA IN FAYOUM,

This project provides for the construction of two villages in Quota
area and one in Kom Oshim area, The fund allocated for this purpose amou=
nts to LeEe 960,000, of which 576,000 were paid by the Egyptian Govern—
ment and LeEe 3844000 ( 1,106,117 ) by the United States Governmento

ROADS FOR EARIS QUOTA AREA,

This projeet provides for the design, construction, operation and
maintenance of roads net=work in Quota area, The total amount allocated
for this project is LeE. 1004000 of which L,E. 60,000 were paid by the

Egyptian Government and LeE., 40,000 ( $ 115,221 ) by the American Govern=
mente T )



VILLAGES FOR _EARIS ABIS AREA.

This project provides for the construction of buildings, community
facilities and public utilities in 8 villages in Abis area. The total
allocation of the two Governments amounts to L.E. 2,124,000, of which
LoEs 1,274,400 were paid by the Egyptian Government and L.E. 849,600
(% 2,447,286 ) by the United States Government.,

31. The funds allocated by the two Governments for the execution
of the program amounted to L.E, 8,850,000 of which L.E, 5,400,000 were
the contribution of the Government of Egypt. And $ 10,000 OOO were that
of the U.S. Government, 0f Behera .provice, Abis Area was selected for
the reclamation processes to take places Acreage thereof is about 24000
feddans, almost marshy iland of: Fayoum province, Quota and Kom Oshim
areas of desert soil,” Acrcage thereof is 6000 feddans and 3500 feddans
selected for the same: purpose.

These two areas, together with Abis make a total acreage of 33500
feddans., In conformity with the original agreement, eight modern villi-—
ges were to be constructed in Abis,; two in Qucta and one in Kom Oshim,
Further to land reclamation, village construction and community develop-
ment, road paving and potable water supply were taken care of,

Four years later, upon reclamation and development having been in
full swing and production reaching about 70% according to ¥ EARIS 7 expe—
rts pre~estimation, the land was to be distributed at five feddan plots
among the settlers selected, from other. ﬁlﬁlaga:, In addition to the
five feddans,‘there goes a house comprisdng twe rcoms, a bathroom, a
yard, and a stable with separate entrance, Each village holds about 500
farmer houses, a modern school, a hospital, a social centre with club
and a MO SQUE .

e

Reclamation-in: Abls; covercd the entire area, of which about 13,000
fedds. were croppeda Two villages, comprising 910 farmer houses have
been completed and about 600 families, settleds They were given the
title. deeds, and adapted themselves to the new environment, They were
professional farmers brought in frem Menofia province, which is some
4o kllometers north of Cairo, from nz2ighboring five villages,

Prlor to final selection, the settiers economic status was studied
as well as health State which was ccanﬂned Jlth Freat care, and those
unfit were:exeludeds:. . | - : .

About 3000 feddans in Quota :rea are ready to receive new settlers.
Village construction in this area is in progress. As soon as the Vill-
age is completed, procedures for selecting settlers from the neighboring
provinces will be duly taken. In Kom Cshim,; the major works have started
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and onme village has been constructed, im November 1958, ® EARIS * ori-
ginal agreement was amended by both governments, with following basic

changes 3

1) Decrease the number of villages from 11 to 6 and hence decrease the
ares for settlers from 33500 to 15000 faddanse

2) Add a new area adjacent to Abis project to have a total acreage of
30,000 feddans,

3) The undistributed land will be sold to middle class farmers at 15 to
30 feddans a unit, '

4) The duration of the program for execution was extended up to the end
of 1962’0‘
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v
SOVIET AND OTHER SOURCES
— OF_MAID

32, Soviet economic assistance to UsAsRe came into being in January
1958 afier the conclusion of an agreement on economic and technical co-
operations In virtue of this agreement the Soviet Union extended to UsAeRe
credit fagilities to the amount of 700 million roubles for the purpose of
covering part of the cost of, and furnishing technical assistance required
for, the Industrialization Plan of UsheRe

The Second major aid operation undertaken by the Soviet Union was
the finaneing of the first stage in the construction of the High Dam,
According to an greement signed in December 1958 the Soviet Union extended
credit facilities te the tune of 400 million roubles,

The third basic agresment on economic and technical aid was signed in
August 1960 for the purpose of financing the second stage in the constru=
ction of High Dame Under this agreement the Soviet Union undertook to
provide credit facilities to the amount of 900 million roubles,

Thus, apart from military aid, total credit facilities accorded by
the Soviet Union te UsAsRe amounted to 2000 million roubles or 500 million
dollars at the rate of exchange of four roubles to the dollar, (1) Table
6 sums up the Soviet programme of aid 3

TABLE VI g
Soviet Credit Facilities to UsA.Re

Value in Value in Value in
Million Roubles [Million LE | Million ds

ﬁﬁ; Type of Agreement

a) Industrialization 700 60,9 175
b) First stage of High Dam 400 34,8 100
e¢) Second stage of High i

Dam 900 7843 225

Total | 2000 17440 500

336 It is important to realize that these figures refer to credit

1

(1) The rate of conversion between the rouble and the dollar gives rise
te some problems if one wanits to arrive at a more realistic estima=
tion of Soviet aid in terms of the dollars The rate of four roubles
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facilitiese They merely indicate the amount of ald commoditted but not
the amount of aid delivered, In this case, as indeed in all cases of
credit facilities, it is essential to keep in mind the distinction Dbet=
ween commitment, contracting, and actual deliveryeo The three basic agre
eements provide a framework within which individual contracts for speci=
fic projects could be concluded, Actual delivery is dependent upon the
number and value of contracts under each agreement.

The industrialization agreement (1) stipulates in article six that
eredit shall be utilized during the period of four years from the date
of entry into force ise. from January 29th, 1956s The rate of utiliza-
tion up to 11/3/1961 was as follows :

million L,E,

2645 value of contracts actually concluded

860 value of contracts under negotiation

20,8 value of contracts proposed for negotiation
546 value unutilized.

6049 Total

According to the first agreement on the High Dam the utilization
of credit facilities should not be later than January 1964, On 11/3/1961
the value of contracts actually concluded ampunted to L,E,'?g5 millionse

The second stage of the High Dam is scheduled to start after 19659
In consequence credit facilities provided by the second High Dam agreement
have not yet been utilized, (2)

The over all position is shown in the following tables

to the dollars is based upon the gold parities of the two currencies
beforé the recent revaluation of the rouble, According to Billers
beck a more realistic rate of exchange would be six or seven roubles
to the dollar ( See K, Billerbeck: Soviet Block Foreign Aid to unde
erdeveloped countries, Hamburg Archives of World Economy, 1960 pe50).
Howeverj we shall adopt the official rates of exchange since they 5
were explicity stated in the agreement which, moreover, provided in
article six that "Should the gold parity of the rouble change before
the full utilization of the credite, the balance of the credit will
be adjusted accordingly so as to assure that the Gold value of the
balance will remain the same."

(1) Appendix 2
(2) Report of the Minister of Finance on 1961=1962 budget.
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Table VII

Rate of Utilization of
Soviet Credit Facilities

(11/3/1961)
Value of Value of Rate of
Credit Faci= Credit Uti- Utilization
Type of Agreement lities (m, lized (m, %
dollars) dollars)
‘a) Industrialization 175 7640 43 o
b) First Stage of High s ;
Dam 100 21,5 21.4%
¢) Second Stage of High P ]
Dam 225 - 00,0
Total 500 975 19,5
According te this table about one fifth of total credit facilities

were actbually utilized up to 11/3/1961. This is not to say that there is
tardiness in the implementation of aid agreements on either sidee In the
nature of things the gecond High Dam agreement will have to remain as a
simple commitment until the second stage in the construction of the High
Dam commences after 1965, It is also to be expected that the rate of
utilization of credit fagilities under the other two basic agreements
should be slow in the sarly stagese The preparation and finalization of
contracts for industrial enterprises as well as preparatory work and
research for a huge enterprise such as the High Dam are understandably
time=consuming processes, Once this initial stage is left behind the
rate of utilization could be stepped up to compensate for previous
delays?

A = The Industrialization Programme

34, Under the industrisiization agreement the Soviet Union Under-
took to comoperate with the Egyptian government in carrying out plans
for national economic development in geological work, mining, oil exp~
loration and oil products, metallurgical, engineering, electric, chemi~
cal, textile, food, pharmaceutical and light industries, Co=-operation
may take the form of establishing new industrial enterprises as well
as extending the productive capecities of already established ones or
adapting them te manufacture new productse In carrying out this task the
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Soviet Union undertoock to $

1) TFulfil prejecting work to the extent agreed upon by the two
parties,

2) Deliver machinery and equipment with standard set of spare
parts.for industrial enterprises as well as some materials which are
not available in UsheRe and are needed for establishing the said entere
prisese .

3) Render technical assistance in 3
a = Selecting the construction sites.

b = Collecting the initial data necessary for projecting worke

¢ = Establishing the industrial enterprises by author?s inspection and
advices . .

= Mounting of machinery and equipment,

~ Adjustment of equipment and putting-these enterprises into operation,
Reaching projected capacities of the industrial enterprises,

- Carrying out geological and explaration worke :

= T - T O I =1
8

= The proper training, ( practical and theoretical ) of the Egyptian
specialists for the said enterprises whether in Egypt or in UeS.SeRe
This includ@es training on processes and operations of machinery and
equipmente '

4) Render technical assistance in organizing the training of skilled
personnel for Egyptian industry and, for this purpose, work out and
hand over to the Egyptian nationals, as well as detail to Egypt instruce
tors for assistance in training, %

The number of Soviet specialists to be sent to Egypty their specia=
lities, periods, and conditions of their assisgnment as well as the num=
ber of Bgyptian personnel to be received in the UeSsSsRe for training,
their training periods and other terms and conditlions to be mutually
agreed upon in each case,

At the same time the Egyptian government undertook to hand over, on
dates to be mutually agreed upon, to Soviet organizations all initial
data necessary for designing the industrial enterprise, to design and
execute all building work and auxiliary services, to install the machines
and equipment, and to provide all the necessary public utilitiess

35, In two annexes attached to the agreement the industrial enfer-
prises To be established or extended were specified. They-8over a wide
range of industries as can be seen from the following table indicating
the type of enterprise, the value of contracts and the rate of delivery

on 30/9/1961ﬁ
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Table VIIZI
Distribution of Soviet Aid Between Industrial Sectors ( thousand Dollars )
30/9/1961
Value of Contracts Total . Delivery Total Rate of Delivery
Type : Value § as % of
Technical Technical
Assistance Equipments of Contracts| Assistance Equipments | Delivery | Total contract'.
Petroleum 5955 233452 25 4407 1,090 14,653 15,743 61,8
Mining 134 3 gl4t3 -3 9577 99 39359 3,458 95}7
Food 48 15681 1,729 I 14125 1;143 66;1
Textiles e 2","-753 2 9753 - 2 97‘1’8 2 _‘748 99, 8
Chemicals 1,378 11,088 12;#66 872 4;105 4;977 39.9
Engineering 29952 20,774 234726 722 2,904 3,626 15,3
Metallurgy 1,004 -7:274 84278 768 2,208 2,976 36}0
Training 33 1,621 1,654 33 1,621 1,654 100}0
TOTAL 7 $504 72,086 72,590 35602 | 324723 365325 4546

Source Organisatien for the Implementation
of Industrial Five Year Plan,
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According to this table the value of equipment delivered and tech=
nical assistance furnished was 36¢3 me dollars out of 79¢5 million dolle
ars or 45.6% of total value of contacts conetuded under the industriali-
zation agreemente It is to be recalled that this agreement provided cre=
dit facilities to the amount of 175 million dollars. In other words
actual delivery up to 30/9/1961 was only about one fifth of credit facie=
lities. However, it is clear from table 8 that the rate of delivery va=
ried a great deal from one indusiry to anothere. It was over 90% of the
value of contracts intextiles, mining, and traininge It was poorest in
the engineering, metallurgy, and chemicals ranging as it was between 15%
and 39%. On the other hand Soviet aid to industry is characterised by
coveragé'pf a broad frortwith special emphasis on heavy capital goods
industries. Arranged in descending order according to the value of con=
tracts the picture would be as followss

value of contract %

in m, dollars of total
Petroleum 25 % 32,1
Engineering 2367 30,0
Chemicals 1254 1566
Metallurgy 8,2 1063
Mining 365 ol
Textiles 237 3ok
Food 137 o2
Training 06 2,0

Total 79:2 IOOiO

Thus the top four industries are petroleum, engineering, chemicals,
and metallurgy accounting for 88% of total value of contractse The light
consumers® goods industries are represented by food and textiles accoun=
ting for a mere 5e6%, This distribution stands out in stark contrasht
with American aid to industrye Of course one should keep in mind the
efficiency aspect of the various industriese Unfortunately, no data are
available to indicate the level of efficiency in capital goods industries.
as compared with otherss Neither is there any reference in the industrias .
lization agreement as to the prospective cost-—price relationshipse The
obligation of the Soviet Union is limited to the establishment and teche
nical operation of industrial enterprises, It is left to the Egyptian
side to worry about the economic operatione :

In the Soviet system of aid technical assistance is furnished as
an integral part of financial aid in connection with the establishment
and operation of a givern enterprise.

Table 8 indicates that in the contract stage as well as in the deli-
very stage technical assistance accounts for roughly 10% of the total
amount of aide
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B = The High Dam,

36,' However, the most important single aid operation undertaken by
the Soviet Union is the financing of the High Dam., For contemporary
Egypt the High Dam is not merely a project. It is almost a symbol. Here-
dotus rightly observed that Egypt is the gift of the Nile, It is a
¥ hydraulic civilization ™ in the full sense of the word., Being a narrow
strip of green squeezed in by the merciless desert on both sidesy Egypt
has looked upon the Nile as the artery of its lifeblood. Year in and
year out the land is nourished and nurtured by the Nilé. Thanks to its
water it was literally snatched from the desert and made to sustain life
and civilization for thousands of years. No wonder the Egyptian dream,
if ever was one, has always been to loosen the iron grip of the desert
and push outward thefrontier of living space, But this is only feasible
with the co-operation of the Majestic Nile, ~If only, so the dream runs,
we can make use of every single drop of the procious water., To see the
water of the Nile running into the Mediterranean is to see life running
inte waste,

With the advent of the age of science the dream entered the realm of
practicability. Since the early part of the 19th century Egyptian policy
has revolved around the gradual and progressive control of the Nileo
This period withnessed the rise of a chain of dams and barrages throughe
out the length and breadth of the Valley, Nevertheless; the Nile is too
great to be brought to complete submission, Out of a total yearly flow
of 84 billion cubic meters, Egypt and the Sudan, whose problems are not
unlike those of Egypt, were able to make use of 52 billion meters, leaving
unutilized 32 billions or about 38% of total £lows

It was only through a project such as the High Dam designed on a
scale so grand as to dwarf previous endeavours that almost complete conte
rol came within reach,

376 According to official reports the High Dam will have far—reach-
ing effects on the Egyptian economy $

a Q‘Irrigation water supplEg

The age-old problem of Egyptian agriculture is not only a limited
supply of irrigation water, but no less important, is the sharp fluctua=
tion in the Nile flow during the ecritical off-flood period extending
from February te July. Requirements of irrigation water during this
period are about 22 billien cubic meters, The Nile flow, however, fluce
tuates between 36 billions in the higheét flood year and 7 billions in
the lowest with a possible deficit of 15 billions or two thirds of basic
requirements., Such a deficit is much more than can be coped with through
existent dams, The High Dam marks a shift in the technique of water
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storage from a system based on annual storage and, therefore, dependent
upon the level of annuval flow to a system of permanent storage which san
be drawn upen to compensate the ups and dowms in Nile flowe This will
be effected through the ereation of a vast lake behind the High Dam with
a holding capacity of 130 billicn meters,

Moreover, the High Dam will make possible the full utilization of
flood watere As has already been mentioned 32 billion meters are preseie
tly running to waste, These will bs held by the Dame Allowing .for 10
billion meters in seapage and evaporation the net additlional yield will
be 22 billionse According to the agreement signed in 1959 between Egypt
ond Sudan the additional supply will be shared on the basis of 145 Dbile
lion to Sudan and 7.5 billions to Egypto The original pre=High Dam Water
supply was distribubed between the two countries according to the 1929
agreement on the bagzis of & billion metsrs io Sudan, and 48 biilions %o
Egypte Thus the overall water distribution will be as followss

billion meters

Egypt 5505
Sudan 18@5

The net inecrsase in water supply will be 15.6% Bor Egypt, and 337.5%
for the Sudams (1) 2 b

The High Dam will make possible an insresss in the cultivated area
by leo3 million asrea l.Se 23% of total sulbivated aress Morsover, about
three quarters of a million asres in Upper Egypt ars pragently undsr a
system of basin irrigation which does pot permit raising more than cne
crop a year. After the High Dam this area will be converted from basin
to perennial irrigation doubling thereby the productivity of lande Ths
inerease in water supply will, furthermors, appreciably increass the area.
under rice and will meke possible the diversification of Egyptian agricule
ture by giving more roem for fruits and vegetables,

(1) It is to be noted that the Sudan dess not share in the sost of bul=
1ding High Dam, Yet it was given the iion?s share in the addite
ional water supply. Moraoverj it was awarded an indemnity of LeE.
15 millions for the flooding of 150 kilometers slong the Nile banks
in Sudanese territorye
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¢ = Blectricity Supplye

In view of the fact that Egypt does not seem to be well endowed with
coal or oil resources, electric power is vital to the economic develop-
ment of the country; all the more so when the country is embarking upon
a policy of large=scale industrialization, In spite of sustained efforts
to increase the supply of electric power Egyptian industry is seriously
handicapped by the dearth of this major source. Between 1952 and 1960
the output of electric power increased from 992 to 2940 million kilowatt=
hour i.e. about threefold increase, But this is far from meeting the
growing needs of rapid industrialization, The High Dam will give teeth
to Egyptian industry by the generation of ample electric power at cheap
rates. It is estimated that the electric power station to be established
in conjunction with the High Dam will yield 10,000 million kilowattehour
or more than triple total generating capacity in 1960, As a by-product of
this project it will be possible to electrify the countryside with fare
reaching economic and social consequences,

d - The National Incomee

In 1960/1961 the National income of Egypt Stood at about L.E. 1364
millions ( 3.9 billion dollars ), It is expected that the High Dam will
make a contribution of LeEe 255 millions or 18,?% of the national income
in 1960/61, % 5

This figure is based on the following estimatess

million L,' E.

84 due to increase in cultivated area and introduc—
: tion of perennial irrigation,
56 due to increase in rice cultivation and to ensur-
ing regular water supply.
10 due to flood control.
5 due to improved river navigability.
100 due to increased electricity supply.
255 Total increase,

At the same time government revenue is expected to increase by
LeEes 23 millions distributed as follows:

million Le E,

10 increase in tax yield
245 increase in revenue from improved river navigation
b} and reduced expenduture on precautions against
floods,
105 increase in revenue from electricity consumptione

23 Total Increase.
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38,* From the viewpoint of the relationship between the ald=giving
and aid=receiving countries the story of financing the High Dam is high—
ly relevant, It is an excellent illustration of the interplay betwsen
power pelitics and foreign assistance. Since the later part of 1952 the
Egyptian government began to study in earnest the technical feasibility
and economic desirability of the High Dam projecte For this purpose the
government enlisted the services of the best known international engine
eering houses which, in co-operation with Egyptian irrigation and cons-
truction experts, prepared the final blueprints of the projscte Over
one million Egyptian pounds went into aerial surveys, soil analysis,
topographic, geological and hydraulic,K studies on the site. This prelimi-
nary stage took close to three years.

In the middle of 1955 the Egyptian government, having prepared the
project as a practical proposition, began lecoking arround for financing
the foreign currency requirements, Negotiations were opened with the
American and the British governments, 1t may be recalled that at that
time the neutralist policy of Egypt began to take definite shape, The
Czech arms deal was an accomplished fact and so was Egypt's determined
opposition to Baghdad Pacte That was also the hey day of Dullesian policy
cf ¥ brinkmanship ¥, defense pacts, and antineutralisme Thus negotia=
tions for financing the High Dam were conducted when Egyptian=Western
relations were at a low ebb, However, The American and British governments
came out with a declaration expressing their willingness %o finance the
projecte The total cost was estimated at 1200 million dollars including
about 400 million dollars foreign currency requirementse, It was reporte
ed that the World Bank would extend a loan of 200 m@llibn dollars, while
the American and British governments would cover the remaining 200 mille
jon dollars in the proportion of 70% and 30% respectively. As a first
instalment the two governments offered 70 million dollars pointing ou®
that owing to budget rules they were not in a position to commit themsel=
ves except on a year-to-year basise This was not accepted by the Egypt—
jan governmente. It was pointed out that such contribution is insubshane
tial considering total requirements, Moreover, the Egyptian government
was not prepared to go ahead with such a costly project without firm
commitments as to future contributions. Otherwisge it wonld be left
vulnerable to undue political pressures.

The fears of the Egyptian government that it was about to be tricked
into a corner found jushtification in the debates that tock place in Con-
gress and the House of Commons, not to mention the campaign of insinus-
tion that roared in Wester press, Nor was the situation made any essier
by the tirade of vague and exasperating pronouncements oun the part of
the Foreign Secretary of U.S. The capacity of the Egyptian economy %o
honour its foreign debts was called into questicn. It was mentioned thab
cotton, the principal export article, was pawned for years to come to
pay for the Czeh arms deals. Southern Congressmen’ expressed their

fear that the construction of the High Dam would apprecisbly increase



& Ba -

cotton acreage with dire consequences to their economy, Last, but not
least, the Israeli=Arab conflict was invoked as an argument againt Ameri-
can participation in a project that might upset the precarious balance

of powers in the area. In a presidential election year this argument was
not lost on the Administration. Officially the American and British gover-
nments took the position that the High Dam involves vital interests to

all African countries in the Nile Basin. Accordingly, the Egyptian govern-
ment was expected to secure the consent not only of the Sudan, whose int=
erest was recognised, but also of Abyssinia and Ugamdawho heretofore were
never concerned with the Nile Water, Under these circumstances the Egy-
ptian government bacame convinced that the American British offer was not
serious, As she saw it the two governments kept raising difficulties in
the way, She was made to understand that such difficulties would vanish
overnight if she was willing to reconsider its neutralist policy and
attitude towards the Baghdad Pact; which she was not. Thus the stage was
set for the withdrawal of America from financing the project. That was
officially announced on July 19th, 1956,

To make matters still more obsoure the World Bank pronounced itself
in favour of the project few days before the American withdrawal. Acc-
ording to Egyptian sources the Bank was willing %o extend a lcan of 200
million dollars spread over five years, However, this participation was
subject to the following conditlons.

a = That Egypt's foreign currency resources from American-British
sources would continue,

b - That the Egyptian government would maintain periodic consulta-
tion with the Bank on its investment programme.

¢ = That the Egyptian government would recognise the need for a more
stringent control over public expenditure.

d = That the Egyptian govermment would not contract foreign debts in

the future nor sign trade and payment agreements except after consulwc-
tion with the Banko

e = That the Egyptian government would come to an agreement with
the Sudan on the water question.

The Egyptian government was not in a position to accept such terms,
Neither was she constrained to do so in view of the offer made by the
Soviet Union to lend its financial support to the High Dam with no stri-
ngs attached, Accordingly negotiations with the Soviet Union Started
in 1957 which led to the signing of the first High Dam Agreement on
December 27th, 1958, ' ‘

It is common knowledge that the withdrawal of the West from financing
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the High Dam provoked the nationalization of Suez Canal. This act releas=
ed a chain of events culminating in the British~French attack on Egypt in
October 1956,

39 As has been mentioned the total cost of the High Dam is estima-
ted at LeEe 406 millions ( about 1200 me Rollars ), The first stage is
expected t0 Cost LoE, 214 millions distributed as Tollowss

L?E, Millions

31 Construction works
5 Preparatory work
15 Indemnities to Sudan
25 . Conversion of 700,000 acres from basin to perenn=
, ial irrigation.
33 Agricultural expansion
70 Land reclamation of one million acres
10 Public utilities
25 Housing
214 Total

The segond stage is expected to cost L.E., 192 millions distributed
as follows § ‘

LoE, Millions

62 Construction works

a Preparatory work.

16 Turbines :
24,5 Six Basic Electric transmission lines to Cairo
17 Subgidiary electric transmission lines
27 Land reclamation of 300,000 acres

29 Agricultural expansion ‘

.9 Public utilities

Ted Housing

192 Total

~ This distribution shows that the total cost of LeEe 406 millions
covers not only the construction of the Dam itself with its electric
generating station but also the works connected with it including land
reclamation, public utilities and the like. The’'cost of the works on

the site is estimated at LoBE, 204 millions,

The coniribution of the Soviet Union in both stages would be as
follows 3§
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Table IX

Soviet Contribution to the
Cost of the High Dam

Total Cost Soviet Contribé Soviet Contribe
£emillions £ millions ~ as % :
= 3 of total cost

First stage 214 34,8 1642
Second stage 192 ?833 sl 40;8
Total ‘*06 113_01 27:8

Soviet contribution amounts thus te 27.8% of total cost of the High
Dam and connected works, in the first stage it is 16+2% of total cost
rising to 40,8% in the second stage, Related to the cost of works on the
site Soviet Contribution would be 55.4%,

According to the first High Dam agreement the Soviet Union undere
took to 3

a = Prepare the work schedule as well as the necessary studies and
projecting work to the extent agreed upon by the two parties, Alterations
in the details of designs in accordance with hydraulic and other basic data
provided by U.AsR. may be introduced with mutual agreement.

b = Deliver machinery and equipment with standard set of spare parts
as well as materials necessary for the construction and operation of the
first stage if they are not available in UsAoRe

¢ = Render technical assistance necessary and for that purpose will
detall Soviet specialist as agreed upon by the two parties,

Article & provided that Soviet organizations will be responsible for
the technical management of works involved in the construction and opera-
tion of the first stage as well as for the mounting and operation of mache
ines and equipment. For that purpose Soviet organizations will detail
a highly qualified technical expert together with the necessary number of
staff of engineers, experts and skilled workers as agreed upon by the two
parties.

The Egyptian party undertook to set up a special organization in ,
charge of administrative, technical, and financial aspectss This organi-
zation will, moreover, supervise the work of subcontractors and provide
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the necessary facilities and services.

In implementation of this provision the Bgyptian government created
the supreme commission for the High Dam vested with extensive powers to
discharge its responsibilities, Later on the commission was transformed
into the Ministry of the High Dam.

The second High Dam agreement specified in a similar fashion the
obligations of both parties with special emphasis on the technical opera=-
tions, equipments, materials and expert advice involved in constructiing
the electric power station and the transmission lines to Cairo.

The first stage of the High Dam is scheduled to be finished in 1964/
1965, the second stage in 1969/1970,

40, Soviet aid to UsAoRe,y in conformity with the general Soviet
policy of aid, is on a loan basis. The conditions under which credit
facilities are used as will as rates of interest and duration and method
of repayment are identical in the three basic agreements, The indusiria-
lization agreement of January 1958 may serve as a model in this respect.

Tt is laid down that a credit of seven hundred million roubles a?
the rate of 2% per cent per annum shall be utilized during the period
of four years from the date of entry into force of the agreement to pay
for ¢

a = Cost of equipment, and machinery as well as some'méterials not’
available in Egypt on the basis of Foe0eBo prices Soviet ports.

b= Cost of projecting and geolgical and exploration work, as well
as cost of preparation ofplansand schemes for training of skilled per=
sonnele

¢ = Actual expenses involved in the reproduction and handing over
of technical documentation,

Prices of equipment, machinery, and materials delivered shalll be
based on world market prices.

As regards repayment it is tipulated that the Egyptian government
shall repay parts of credit used for each industrial enterprise in 12
equal annual instalments one year from the date of completion of delivery
from UeSeSeR. 0of complete equipment specified in corresponding contracus
for each industrial enterprise. Repayment of principal and interest is
effected by means of transferring of corresponding sums in Egyptian pou-
nds to an account opened by the central Bank of Egypt in favour of the
the State Bank of UsS.SoRe
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Amounts transferred to this account will all be utilized by Soviet
Organizations for purchase of Goods in Egypt in accordance with Trade and
Payment Agreement in force between the two countries and/or may be freely
converted into pounds sterling or any freely convertible currenc which
will be agreed upon between the two countries.

41, We are now in a position to compare Soviet with American aid
to U.A.R. It is easy to see some basic differences between the two sys=-
tems of aid ¢

a = Soviet aid is characterized by concentration on few basic proje-
cts whereas American aid is characterized by scatteration over a very
wide range of projectse It is true that Soviet aid to the industrial
development.of Egypt is carried out in the form of contracts involving
a large number of individual enterprises, As such it could be regarded
as scattered, But the fact that these contracts stem from a single act,
namely, the industrialization agreement, justifies the claim of concen-
tratlon. The content, timing, and purpose of the Soviet aid agreements
are calculated to have an impact and create an image in Egyptian mind.
This is not attainable under a system spread over a wide area,

b = Soviet aid consists exclusively of producers®! goods and services
whereas American aid includes a large component of consumers' goods in
the form of surplus agricultural commodities.

¢ = Soviet technical assistance is furnished as part and parcel of
financial aid in connection with the establishment of a given enterprise
whereas American technical assistance is offered in isolation, The only
exception in the case of UsAeRe is the Egyptian = American Rural improve
ment Service where financial and technical assistance are combined.
Otherwise American technical assistance does not permit the supply of equ=
ipments or commodities except by way of teaching or demonstration,

d = In Soviet aid heavy industry is just as eligible for aid as,
or even more eligible thany light industry, In American aid the coste-
benefit calculation is more prominent with the consequence that it is
highly selective and biased in favour of light and labour = intensive
industries, When a decision is made to support the establishment of a
given enterprise American aid is likely to be limited to the supply of
necessary funds leaving the responsibility for actual construction and
operation to the aid = receiving countrye. The standard practice in Sov-
iet aid is to hand over the enterprise as a going concern

e = Soviet aid is given on a loan basis whereas American aid includ=-
es a large component of grants and semi=-grants. No doubt Soviet loans
compare favourably with commercial loans or loans by " Export-Import Bank
whether as regards rates of interest or terms of repayment. Compared,
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however, with other types of American loans they are decidedly less fave
ourablee Let us scrutinize somewhab closely the terms of Soviet loans,

The 2% rate of interest is a definite advantage as compared with
the standard 5% or 6% charged by the Export = Imporit Bank of Washington
or even the World Bank,

Obviously, however, such comparlson is valid under the provisc that
other things are being equale The mos? important element in the ceteris
paribus clause is the price at which Soviet equipments and materials are
supplied to the aid-receiving country. Should Soviet prices be somewhat
higher than elsewhere price differentials may be sufficient to offset the
advantage in interest rates, In fact an edge of 10% difference in price
is ample to cover Soviet supplierss The aid-receiving country is suppose-
dly protected against this possibility by the provision thal Soviet equi-
pments and materials will be supplied at prices ruling in world markets,
This is right in the case of standardized materials such as staple comm=
odities or metal ores. But there is no such a thing as a world market
for machines and equipments, Instead we have 2 bewildering variety of
brands and trade marks each one of which has a price of its owne

I+ is of course possible to reduce a certain machine %o a common (&=
nominator in termsof horse-power or performance ratios. Even thoughs an
important residual remains which cannot be covered by such calculationss
Evidentlys there is no reason to assume that Soviet prices are higher than
prices elsewhere. Bui the possibility remainse

As regards repayment Soviet loans will be repeid in Egyptian commodi-
ties and/or pound sterling or freely convertible currency. According to
the wording of this crucial provision it seems that the Soviet Uniozn
reserves the option to decide whether repayment will be made in Egyptian
goods or in convertible currencye Article 8 of the industrialization
agreement seems to confirm this interpretation by stating that

# pmounts transferred to this account will be utilized by Soviet Or=
ganizations for purchase of Goods in Egypbeceo and/or may be fresly con=
verted into pounds sterling or any freely convertible currsncy which will
be agreed upon between the two Governmentse”

The operative clause in this article is ¥ and/or may be freely
conversed W which places no restraint on the right of Soviet organizations
to choose beiween either method of repaymente The agreement of the two
governments mentioned atthe end of the above quotation seems to refer o
the kind of convertible currency to be chosen whether 1t will be sterling
or dollars or whai note.

Should Soviet organizations favour repayment inconvertible currency
the loan would be, in this respect, as hard as any commercial loan, The
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situation would be different if the option is exercised in favour of Egy-
ptian commodities. However, a distinction should be drawn between two
casesg 3

a = When goods taken in repayment are over and above current Sovietl
demand for Egyptian exports. In this case repayment would be trade cre-
ating; Egyptian exports to the Soviet Union would expand proportionately.
No burden on the Egyptian economy would be involved in servicing Soviet
debts.

b = When goods taken in repayment are part of current Soviet demand
for Egyptian exports., In this case repayment would be trade displacinge
The volume of Egyptian exports to the Soviet Union would remain at the °
pre~repayment level, To maintain its earnings of foreign currency Egypt
would have in this assumption to expand exports to alternative markets to
the extent of instalments falling duees The burden involved in servicing
Soviet debts would be exactly similar to that attending debts repayable in
hard currency. This possibility is enhanced by the provisioa that goods
to be purchased will be in accordance with Trade and Payment Agreements
in force between UoS.S.R. and Egypt. Such a provision in itself will tend
to make repayment @ substraction fr’c':m9 rather than addition,3 o the current
Egyptian exporis to the Soviet Union. Repayment would have veen defini-
tely trade creating had it been stipulated that goods %o be purchassd wou—
1d be totally or partly from the output of industrial enterprisss establi-
shed by the Soviet Union ir Egypt. In this case Soviet credits would
have been nicely self-liquidating; the aid element in 1thom more subsban—
tial, As it is the Soviet system of aid is very much of the naiure of a
long=term trade and payment agreement, A normal trade snd paymuant agree-
ment involves simultaneous purchases on both parties within two or three
years at the end of which the balance is settled, Soviet aid agreements
work out in practice: along more or less similar lines, The difference is
that they arephased out. In the first phase Egypt calls upon the Soviet
Union to get machines and equipments. The duration of this phase is
four years specified for the utilization of credit facilities. In the
second phase the Soviet Union calls upon Egypt to get cotton and the
like against previously procured Soviet machines and equipments. The
duration of this phase is twelve years specified for repayment, Evidently;
this is a trade and payment agreement spread over sixteen years. The
interest rates make up, at least partly, for the fact that Soviet purcha-
ses are made over twelve years whereas Egyptian purchases are made within
four year., The aid element is, therefore, akin to whatever aid elements
are to be found in normal commercial transactions,

"C.= Other Sources of Aid,

42, In addition to aid from UsSsA. and the Soviet Union Egypt re-
ceived-aid from several other countries. The major part was contracted
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after 1956 when economic relations with the United Kingdom and France
following the Suez crisis shrank to insignificant pr0port10ns.

From private enterprise economies other than U.S,A. Egypt procured
loans and credit facilities to the amount of L.E, 132 millions or 378
million dollars. According to the Minister of Finance report on 1961=
62 budget about 684 million pounds ( 196 million dollars ) where utilized
up to 11/3/1961, This is shown irn the following table

Table X

Loans and credit facilities
from Private Enterprise Econromies
(Other than UeSed.)
(L.E, millions,)

; Unutilized ;
Countxy Total Value | Utilized
on 1’.§ 6l

Fed Republic of Germany 5301 30,0 23,1
Switzerland >0 19 251
Italy 3453 159 184
France 10,0 - 10.0
United Kingdom 5ok 5o -
Netherlands 5.0 5 4.5
Japan 17 .0 114 j 5.6
Swedan 3;3 3;3 -

Total 132,1 68,4 63?7

Most of these loans and credit facilities are on a commercial basis
as regards rates of interest and conditions cf repayment. The average
rate of interest is about 5%k, the duration of recpayment ranges between
five and ten years. Repayment is to be made in the credlﬁo:‘s gcurrency
or any convertible currency to be agreed upon. A4 substantial proportion
of these credit facilities is devoted to financing the industrialization
plan in UsA.R. The remainder is used <o procure essential producers?
goods from the credifor country. It goes without qag1ng that the aid
component in such operations is on equal footing with aid, if any, in
the flow of private capital.
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Credit facilities from centrally planned economies other than the
Soviet Union amounted to L.E. 37.9 millions ( 109 million dollars ) out
of which L.E, 21,1 millions { 60 million dollars ) were utilized up to
11/3/19%1. This is shown in the following table.

Table XI

Credit Facilities from Centrally Planned
Economies (Other than the Soviet Union)
( LoE, Millions )

Unutilized
Country Total Value | Utilized
(11.3.1961)
Eastern Germany 9¢5 3ok 6ol
Czechoslovakia ‘%) 9,2 7.1 -
Hungary 59 = 569
Yougoslavia 700 4o3 2,7
Others 603 603 =
Total 3749 2l.l 1447

Credit facilities from centrally planned economies are more or less
modelled after the Soviet agreements on technical and economic co-opera=
tion, Accordinglys they are to be utilized within a period of four years
at 2% rate of interest and repayable over a period of twelve years in
equal annual instalments commencing one year after delivery of machines,
equipments, and materials. Repayment is to be effeclted in Egyptian comm~
cdities and/or convertible currencies,

As to international agencies Egypt received from the world Bank a
loan of 56,7 million dollars repayable in dollars at 6% rate of interest
over a period of 13 years. It was used for projects connected with
Suez Canals.

Under the U.N. Expanded Programme of Technical Assistance Egypt
received a total of 11,6 million dollars during the ten year period

(1) The balance of Csech facilities lapsed for expiry of utilization
period,
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1953=62, The U,N, Speical Fund approved a number of projects with con-
tribution from the Fund totalling 6.2 million dollars, against contrib=
utions from U.A.R. to the amount of’5,2 million dollars distributed as
follows @ : :

Thousand Dollars

Fund Con- U,A,R, Contrib,

tribution

Pilot project for drainage 379 1 000
Soil Survey from aerial photo 301 500
Civil Aviation School 1,063 797
Desert Locust Survey 2,492 1,266
Near East Animal Health Inste . 581 3397
Cotton Research Laboratory 639 778
Technical Training Inst. 790 559

6,245 54237

Accordingly, total aid from international agencies amounted to
7445 million dollars distributed as follows:

Me Dollars

EPTA 11,6
UNSF 6,2
Total 7465

D = Aid from all Sourcese

43, Taking all sources of aid, American as well as Soviet and othe-
rs, Egypt over a period of eleven years( 1952 = 62 ) has been a recipient
of 1769 million dollars distributed as follows:
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Table XII
Total Aid Committed by Country

Countr Million Doll % of
J gL total
A: Bilateral

Us So Ao 7067 40,0
U, Se SeRs 500,0 28,2
Western Germany 15255 .86
Ttaly 98 o/s 5.6
Japan 48 okt 2,7
France 28.7 1,6
Eastern Germany 27,2 1.5
Czechoslovakia 264 Lokt
Yugoslavia 20,0 1.2
Hungary 16.09 luO
UK, 1525 0.9
Netherlands 14,3 0.8
Switzerland 11,5 0.7
Sweden 9;4 0.5
Other countries 18.6 1.1

Total Bilateral 1694,5 95.8

B: Multilateral

World Bank 5667 302
EPTA 1156 0,7
UNSF 6.2 0.3

Total Multilateral The5 402

Grand Total 176990 10090

It is clear that the overwhelming portion of aid committed came
from bilateral sources accounting for 95.8% of total aide Among bila—
teral sources the U.S.A. was responsible for 40% of total, followed by
UeS.SeRe (2842%), Western Germany ( 8,6% ), and Italy ( 5.6% )o Bet=
ween them these four countries accounted for 82.4% of the total volume
of aid.
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Taken by groups of countries it is found that private enterprise
economies contributed 108504 million dollars or 61l.4% of total, while
centrally planned economi&s contributed €09,1 million dollars or 3k oli%
of total, 3 ;

Table XIIL

Total Aid Committed hy
Groups of Countries

: e % of -
Group Million Dollars Potal
Private enterprise economies 1085 o4 6Lok
Centrally—-planned economies 609, 1 pL
International Agencies 7405 4.2
Total 1769,0 100,0

By types of aid we find that grants accounted for 10.4% of total,
hard loans for 27.3%swhereas soft loans made up 61¢9%. 5

Table XIV
Total Aid Committed
by Type
Type Million vollars % of
Total
Grants 190, 10,8
Hard Loans 4824 273
Soft Loans 109652 619
Total 176990 lOO?O

It is important to recall that kard loans in this context signify
loans repayable in convertible currencies, soft loans are those repaya-
ble in Egyptian pounds. As has been pointed out this distinction may
be deceptive implying as it does that soft loans involve no burden on
the economy, It was mentioned before that this is not true in all
casess
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It must be mentioned also that all credit facilities accorded by
centrally planned economies were included in our definition of soft loans.
Here again we must remember thaty according to most credit agreements,
the lending country reserves the right to demand repayement in Egyptian
commodities or in convertible currencies. Thus, a certain proportion
of credit facilities of centrally planned economies may turn out to be
hard loans after alls

The UsSsA, accounted for the overwhelming portion of grants. Its co-
ntribution amounted to 17266 million dollars out of 190,4 mllllonsg The
remainder was contributed by the international agencies,

Hard loans in table 14 are made up of 47,0 million dollars lent by
the Export-—Import Bank of Washington, 56.7 million dollars by the World
Bank, and 378,7 millions in credit fahllltles by private enterprise eco=
nomiese

Soft loans consist of all credit facilities extended by the centra-
lly planned economies amounting to 609,1 million dollars. The rest
( 487,1 million dollars ) is accounted for by sales under titlie I of PL
480 and other American loans repayable in Egyptian poundse

The Distribution of Aid by sectors raises some problems., In the
first place certain aid operations cannot be assigned to a given sec=-
torse The High Dam, for instance, involves the agricultural as well as
the industrial sector, The same applies o all investments of the infra-
structure type. Secondly, technical assistance is often inseparable from
financial assistance as the case with most of aid operations undertaken
by the centrally planned economies, However, an attempt is made to get
the order of magnitude, :

Table XV
Total Aid Committed
By Sector
Sector Million Dollars % of
total
Consumption Aid 56603 32,0
Technical Assistance 108.2 6al
Financial Aid to Agriculture 2413 13.6
Financial Aid to Industry 671.2 38,0
Transport and Other Services 182?0 10.3
Total 176930 100.0
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According to this table industrial development was the top benefice
iary from all aid operations accounting for 38% of totale This is due
to the fact that most of credit facilities whether from the centrally
planned or private enterprise economies were devoted to the industriae
lization plane It is followed by consumption aid which accounted for 32%
owing to the preponderant share of surplus commodities in American aide

The agricultural sector in this table was assigned half of credit
facilities for the High Dame, The rest is mainly accounted for by Ameri-

can aids On this rather arbitrary calculation agriculture accounted for - .

13.6% of total aid. However; let us not forget that a sizable proportion
of technical assistance goes to the agricultural sectors

From the point of view of aid actually delivered or in the process
of delivery, the UsAsR. received a total of 1137,2 million dollars,
Table XVI

Total Aid delivered or in Process
of Delivery

a | % of

Million Dollars Eotal

Us So Ao 706 .7 62,0
UoSeSeR, 100,0 9.0
Private enterprise economies 19650 172
Centrally planned economies 60,0 5e2
International Agencies ?4;5 606
Total 113742 10050

Compared with aid committed we find that the share of U,S.A. ross
from 40% to 62%, whereas the share of the Soviet Union fell from 28,2%
to 9%. The reason is clears All of American aid until 1962 was actually
delivered or in the process of delivery, Soviet aid, on the other handy
includes credit facilities for the second stage of rhn High Dam whic
is not yet begun. The overall picture indicates that aid delivered
was about two thirds of total aid comm:tted.
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VI
Impact and Problems of Aid

4hy In evaluating the impact of aid one is faced with a difficult
problem indeed. Aid is but one element in a total situation, and of se-
condary importance at that. To claim to be able to isolate its effect,
let alone to measure it, is somewhat presumptuous to say the least, Supp~-
osedly; aid is given for the economic and social development of the recip-
ient. We claim to know what is meant by economic development. Increase
in output per head is taken as a rough and ready index of increase in eco-
nomic welfare, For this consideration economic development is regarded as
desirable. (1) But what is social development, Here one is caught bet-
ween the devil and the blue sea. Either we say that it is the adoption of
attitudes, values and social institutions conducive to economic develop-
ment in which case the social and the economic would be synonymous ; or we
give it a separate meaning to our own liking in which case we mistake our
own values for the universal, Let us, however, glcss over this technica-
lity and assume thatv social development is a kind of change vaguely rela-
ted to economic development and " modernization "o

However aid-conscious one might be it is obvious that aid is marg-
inals A country may be well provided with aid, and yet shows extreme slu-
ggishness in its progress towards the pre-determined. goals. Are we to
blame aid for laxity in administration, apathy, economic fixations and
what not, all of which may combine to offset whatever good came from aid?
In the words of Professor Galbraith " neither technical assistance nor
trained technicians do well, or are even much needed, where administra-
tion is indifferent or bad. The best agricultural scientist cannot make
much headway as adviser to non-existent ministry. The finest tax auth-
ority goes to waste if the minister does not believe in collecting taxes,
does not want to do so, or has an overly developed feeling for his
friendsi" =2 =

The opposite case is just as relevant. A country may be meagerly
provided with aid and yet advances by leaps and bounds on account of
abundant resources or ensrgetic population. It would be worse thgﬁ naive
to attribute success to aide p M

(1) W. Arthur Lewis : The Theory of Economic Growth, p. 420

-2~ " Economic Development in Perspective, Po 8
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In some programmes, especially the American, technical assistance
occupies a key position, not necessarily quantitatively, but from the
viewpoint of expectations. Much is expected from the transmission of
technology and know-how to developing countries, Under given conditions
this may be justified, Techncial assistance may actually have its full
impact on the.recipieﬁt? Yet, such impact, more often than not, is nei-.
ther measurable nor visible, New attitudes may have been introducedy, new
values.inculcated, but the lesson may sink to appear much later than ex=
pected, In this case ocne is likely to be deceived by the apparent immu-
tability of social phenomenon.

In the Egyptian experience the situation is made more complicated by
the fact that aid began to flow in volume only since 1958, Between 1952
and 1958 aid consisted almost exclusively of the American programmes
During this period aid in surplus commodities as well as in other forms.
was still in modest proportions; total aid received did not amount to
more than 122 million dollars spread over six years i.e. an average of
1ittle more than 20 dollars per annum, Between 1958 and 1962, on the
other hand, aid committed from all sources amounted to 1647 million doll-
ars whereas aid delivered was 1015 million dollars, Accordinglys the
overwhelming bulk of aid to UeA.Rs can be said to have been concentrated
in the last four years, From the point of view of evaluation, the impact
of aid could not possibly have been significant between 1952 and 1958,
For the later period it may be somewhat too early to gauge the full i~
pact of aide

In view of these difficulties the only way open seems tc be to relate
aid to some selected indicators such as population, investment, value
and composition of national income, and external balancee Such appro=
ach which is, incidentally, adopted by the United Nations, serves to shed
some light on the relative importance of aid,

45, During the period 1952/62 the pcpulation of Egypt increased
from 21,5 millions to 27.5. Considering that the flow of aid in the
first six years was on a very modest scale, it is natural to find aid
per head of population almost negligible, It began %o pick up perce=
phibly since 1958 to reach 12,80 dollars per head in 1962, This is
shown in the following table.” -
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Table XVII

Foreign Aid Related to Total Population

Year Population Aid Delivered Aid per Head
(millions) | (million dollars (dollars)
1952 21.5 1.6 0,08
1953 22,1 13,0 0.60
1954 22,6 3ok 0,15
1955 2351 651 2,80
1956 23,1 3865 1,60
1957 24,2 1.2 0,05
1958 2447 88.8 3.60
1959 2504 160.0 630
1960 26,0 198,0 7550
1961 26,8 216,0 806
1962 275 351,0 12,80

The average rate of flow over the whole period was slightly mors than

4 dollars per head of population.

Egypt is better on tunai score than

India, and Indonesia, but falls far behind Israel, Jordan, Libya, uoro-
ccoy Iraq and Turkey., (1)

Table XVIIT

Foreign Aid Related To Gross Investment

Vain Gross Investment Aid Delivered Aid as % of
(million dollars) (million dollars) | Gross Investment
1952/53 340.3 1.6 047
1953/54 380,0 1330 34
1954/55 419.5 3o4 0,81
1955/56 49329 6501 13.2
1956/57 4333 3805 869
1957/58 4747 16,-7] 0.25
1958/59 520.6 88,8 7 o0
1959/60 491,.9 160,0 3245
1960/61 645,1 1986 510
1961/62 1018,5 2160 21,2
1962/63 114357 531.0 30.7

(1) U.N.International Flow of Long tem capital and Official Donations
1951=1959, PPe i3 "'15_9_



Related to gross investment it is found that during the first six
years the annual flow of aid was substantially less than 5% of gross
investment falling to less than 1% in three years, The only exception
was in 1955/56 wher aid accounted for 13.2%e -In the later period, on the
other hand, ald ranged between one fifth and nearly one third of gross
investment. The overall ratio during the whole period was ir the neighw=
bourhcod of 18%.

Pable XIX

STi0)
Investment and the National Income("

Natiozal Aanual Rate |Gross Investe | Gross Investe |

Year Income of Growth (me LigEe) | as B o2 Nelo |
’CIF? I.J? E? ) % I x . § ; :

1952/53 806 118.6 | 1447 %
1953/54 847 560 324 | 1506 ;
1954/55 920 4 8.6 1462 it 1589 ;
1955/56 %5 1 590 ke 1t 178 a
1956/57 1067 10.5 151,0 L 1401 |
1957/58 1126 505 165 ot | 14,7 )
1958/59 1157 2.8 1814 & 50 i
1959/6¢ 1289 11u4 171.4 I35 :
1960/61 1364 5.8 224,8 ¥ 1655 H
1961/62 1556 1440 35449 2298 i oo |
1962/63 1634 540 398,5 photy POPREEE |
: { ' i : A

I+ is io be noted that Egypt was able during the first six years
to maintain a rate of gress investment around 16% of the national incomes
According *o development plan this rate is to be stepped up %o 24%,

Such a very high rate would nct have been possible without connting on

2 substantial inflow of aide In fact the difference between the provie
ous and the planrned rates of investment corresponds almost exacily o
the current rates cf inflow. Aid is to form one third of piained inve=
stment, The same applies to the plamned rates of growil in national
income.For +he period 1960/70 the rate of growth iz planned fo be around
?,5% annuallye This is to be compared with an average of 5% during the
period 1952-58, Thus, it could be said that foreign ald will make
possible higher rate of investment and growth than has been hitherto
recordede. |

(1) Source : Department of Statistics ¢ " The Revolution in Ten Years®,
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The most direct and significant contribution ¢f foreign aid is to
be found in the external balance of U,A.R. Cwing to high rates of inve=-
stment and heavy demand for foreign capital goods as well as essential
materials, it is natural to expect a sizable deficit in the balance of
trade,

Table XX

s o

Foreign Aid Relasted To Balance of
Trade ( million dollars )

Year Imports Exports Deficit Aid delivered
1952 65 Lok 430.5 2209 1.6
1953 5166 4104  f 106.2 13.0
1954 47251 413,27 5R.8 3 o.'+
1955 5367 419,0 ¢ 1177 | 65 a
1956 5338 40735 | 12643 38,5
1957 S545.3 | 4936 R i) 1.8
1958 665.8 476.4 | 189.4 88,6
1959 6371 4?95, i 177.9 160,0
1960 665 o8 568345 1 97.6 193.6
1960 7002 4EEL0L it 21545 216,40
1961 77449 55677 : 21852 1o} 35,0
. | =

Source ; Dept ; Statistics ¢ ¥ The Revolu=

According to table 20 the balance of trade shows persistent and
sizable deficit, This is partly ofisPL9 it musi be mentioned, by a
consistent surplus in the balance of invisible trade, Neve“the¢esvs
it is clear that foreign ald during the last four years, was a poten?
factor in keeping the overall deficit in the balance of payments withe
in manageable proportionse It is deubtful indeed that Egypt could have
carried out her import prégramme, as dictated by the development plan
and essential consumers® needs; witheout foreign aild on the scale indica=
ted, Had there been nc 2id available she would have faced the bitter
choice between cutting down current consumption to intolerable levels
or slewed down the pace of development, This is true as much of consume
ption aid in surplus agricultural commodities as of production adi.

As has been mentioned before the industrialization plan was the
main beneficiary from the foreignm aid programme. Since 1958 the UsheRs
has embarked upon a policy of extensive indusirialization. For this
purpose the first plan was prepared and brought to application at an
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estimated cost of LeBE. 350 millionse However; it was only partly 1mp1e~
mented to the amount of L.E. 83 millions; the rest was incorporated in

the second industrialization plan extending from 1960 to 1965a The total
cost of the second plan is estimbed at L,E, 434 millions distributed among
the following sectorss

L.E, millions

Petroleum 82,5
Mining 367
Chemicals & Pharmaceuticals 83,2
Food 30,1
Metallurgy 46,8
Textiles 43,8
Engineering industries 575

Rural industries 1
Vocational Training 3
Replacements 46
Laboratory of Industrial Standards & Materials 2

Total 43410

In both the first and the second.industrialization plans foreign aid
has played, and is expected to play,; a major role, About one third of
the total cost of industrialization is covered by credit facilities from
centrally planned as well as private enterprise economies. The UsA.R. was
thus able to enter the field of heavy and capital goods! industries, and
meet the bulk of domestic demand for a wide range of industrial commodi-
ties, Between 1958 and 1962 the share of industry in the national income
_ increased from 19, 3% to 23%,

46 So much for the bright side of the picture, Let us now iturn to
some problems and issues involved in aid receiving. "It must be mentioned
at the outset that these are not peculiar to the Egyptian situation,
Rather they are to be encountered under almost all programmes of aids

Problem of Repayment,

The recent expansion in the volume of aid raises the vital gquestion
of the capacity to repay., In the case of Us4.R. it is fortunate that
soft loans account for 61,9% of total aid committed so far. Loans repay-
able in convertible currencies account for somewhat more than one fourthe
As has been pointed out before a certain proportlon of the somcalled soft
loans may have to be paid in convertible currencies

It is clear that a heavy burden of debt service may inflict undue
hardships on the repay in country, cause serious deterioration in her
terms of trade, induce sudden and anomalous shifts in export markets,
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and finally, may well defeat the very cause of development,

Such contingencies are real but they do not amount to a case against
maintaining an expanded volume of ald, Rather they call for a measure
of discipline on the part of the recipient; mamely;

a = Investment funds should be used most economically in the sense
that projects should be selected on the basis of their contribution to
national output. In other words development plans are expected to avoid
prestige and white elephant projects which, as Professor Milton Friedman
put ity " are simply a modern equivalent of the pyramids except that maine
tenance expenses are highere® It is equally necessary to gear welfare
policies to actual advances in output. Admittedly; economic puritanism is
not always feasible, and certain welfare policies are politically and
humanly almost inescapable., Bui this 1s a question of the right mix in
development plans, nct one of principle,

b = A country that consistently adheres to the dictates of economics
and thus succeeds in raising national output pari passu the increased
volume of aid may yet fail in effecting the transfer cf debt charges
abroad, In other words the capacity to repay is not simply dependent on
sound economic policies at home, important as this may bs, but also on the
position of her balance of payments.

In so far as the recipient of aid is concerned, development plans
should give the highest priority %o export=exzpanding activities, followed
by the import-substituting ones. This may mean greater attention in
raising productivity in agriculture that hitherto anvisagad.

Granted that the recipient will go into great pains to formulate
sound and well balanced economic plans, the capacity to repay remains an
open question, Development at a high pace generates persistent pressures
on the balance of payments, The life span of these pressures is likely
to exceed the repayment span of debts successively contracteds It is ,
therefore, necessary that the conditions of aid should be less onerous
than those of the fiftiese This meanss

a = Grants should continue to form a basic component of foreign aid.
Unfortunately, this type of aid has come recently under heavy attacke
In the ald-giving countries the point is made that grants to less deve-
loped countries may undermine their sense of responsibility and tend to
make them less self-reliant, In fact opponents to grants are fundamenta=
11y against all forms of aid to less developed countries. No one ever
argued that the advancedcountriesshould bear the major burden of economic
wevelopments The responsibility for that falls first and foremost on
the countrydconcerned?



While it is conceivable that some rrOﬂe‘*“ will b
foreign donations, this is neither the normal nor the most
pattern, In fact most of the agencies werking T =
late that for every dollar they spend on a given project home authorities
will put up cne dollar or mores This is more or less the case with the
Egynulan—Amerlcan Rural Improvement Service, The same 25 true cof many op=
erations of the Ford Foundation. The United Nations Sp ecial Fund follows
the same principie. Thus, self-reliance is by no meauns impalred by this
form of aid, :

te
id

However, in developing countries there are some who express bhelr
reference for long=term loans "a.aar 3 an granise 4t is argued that gra-
nts give rise to friction oz sscount of the donorl?s desire %o coutrol the
use of funds, Not infrequently such a desire is stretched To bacome an
open or clandestine inte rference ir %he political and economic affairs of
the recipient, Loans, ox ihe gther hand are no excuse for interference
as long as the creditor will be paid in full.

This contrad* tir tion between grants and louns is not aitogeuier
valid, In Zfact loans, ne less then granite, may give rise o interferences
This is pariicularly pc whe: Loars are commilied to spacs it pr;jeuu“.
Moreover; what is called i ntesference is, more often thean nut, some diffe=

ecence of opinion as to the best may to establish or ruz a given projecte
Such frictions can be smeothly overcoms if special machinery 1= aevised
beforehand to cope with theme If there is still a resi of genuine
interference it can bhe minimized by substituiing puitilateral for bilater—

al Fforms of ala,

5 I= .'D l!

h = The burden of debi service wili become more menagesble if condit-

sons of iong-term loans are made more favourahle, In the fiecld of mule
tilateral aid the World Bank is not in virtue of its constitution, in

a position to give __gnﬁtlcaf+ corcnasiehao As long as the Bank relies oz
bond issues to get part of its financial “ésources, iendin b

g operations
willbe governed by the conditions of boerrowing operatioms in i
ma:&eus ofy, say, New York or Hambuzge The same anplie with greater
force 5o IFC, For these consideraticns the establishment of IDA { Intere
national Development Assocliabion J earliy in 1961 was a welcome devalop=
ment in the field of ‘ﬁVﬂ"‘ snt 2id, The purpcses of the new agency are
defined in the Articles of Agreement a3 3 U L .e tO promote economic doe

< WS 3

velopment eae 12 the lﬂs developed arQas ees OF finance to
mee’ Sheir importani developmental reguirements on % whizh are mors
2lexible and bear less heavily on the baience of payments Shan those of
conventional icans We In the repori ol +he Executive Dirsciors it was

pointed out thail + IDA is to be authori: te finance ¥ any preject esee

tha i o
or sreas concerned, whether or not the project is reveuue prodecHing or
directly productive "o In this way IDA wiil render services walich are
not possible for IBRD ¢ % £% ioans and tv firnance projects not
neceszarlly revenus pvoducl. or dirscbly producilve as long as they are
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deemed to promote economic development. The only snag about IDA is that
its capital is a mere one billion dollars which falls far short of the
demands certain to be made on the naiscent organisation,

In the field of bilateral long term cradit the U.S.S.R. has, despite
certain drawbacks already alluded to, set the pace by accepting 2% % inler-
est and repayment of interest and principal in equal instalments over 12
years to be effective one year after delivery ofmaterials and ejguipment
contracted, The Soviet long~term credit agreements have become the Protom=
type for others to foliow, although they are still far from being the
normal or ideal pattern. Mosi of long=-term credits accorded hy Western
Germany, Japan and Italy stipulate shorter periods for repayment and higher |
rates of interest, In some cases the condiions are as stiff as any to
be met with in commercial transactions, One cannot fail to get the impre-
ssion that the contracting parties on behalf of the lending governments
are acting as representatives of a big corporation, and ciever ones at
that. Evidently, this is a misplaced clevernecss, A lesz developed couniry
may find itself in a desperate need of long-terin orsdit, To take advani-
age of such eventuality is far from politic to say vhe Least, The penefits
that can be secured by hard driving delegates are in 4he unitimeto analysis
small if not trivial, whether in terms of the nationzi income o> the na-
tional budget of the lending country. A drastic reconsideration of app~
roach and concept is called for. I official capital is to have any Signi-
ficance at all, the rate of interest should no: cicead 2 or &% % As to
the period of repayment it shouldbe geared to the average Gepreciation
period of fixed capital. That would meke it someihins iike 20 yearse

¢ =~ The capacity for repayment will be for a Long ‘time to come &
function of the stability in foreign exchange earnings., The violent flu-
ctuation in the prices of primary commedities militates against an svexn
pace of development, and imposes intolerable strain on the balance of
payments of the less developed countries. This is particularly true when
the flow of foreign aid includes an important element of debts at fixed
rates of interest and instalments. " Over the period 1901 teo 195C +tha
year to year fluctuations of export proceeds for eighicen PTAMACT Prodic-
ts exported by certain underdeveloped countries averaged neariy 23 pzr
cents, During 1950 to 1957, also, a high degree of instability in export
earnings was commonly experienced by most countries exporting primary
products ( other than oil ) ; although the extent of annual fluctuations
was smaller than before the war, ranging from 10 to 15 per cent. for
most countries ( but reaching 21 per cent, for Malayaj.(i) This goes for

(1) F. Benham; " Economic Aid to Underdeveloped Countries. p, 44, U.N,,
World Economic Survey 19584 pe' 59.
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cotton,the principal article of export in UoAcRe

If the less developed countries are left exposed to such severe
fluctuations, one cannot see how development will pay its way without
undue hardshipse It is therefore incumbent to earnestly explore and apply
workable stabilization schemes with the participation of the advanced
countriese .

Since, however, absolute stability is neither possible nor desirabley
the less developed countries should endeavour to diversify their exporis.
When development plans envisage industrialisation, efficiency should be ~
of paramount importance. On the part of the advanced countries it is not

o+

unreasonable to ask for a certain measure cf <favourable treatment to be
sccorded to the industrial exports of the less developed couniriese

Absorptive Capacity

The concept of absorptive capacity is sometimes invoked against a
high level of aid,

It is not known what is exactly meant by the absorptive capacitye
However, we can discern three different meaningss ;

a = That if the rate of investment is pusked beyond a certain level
the less developed economies will soon run into inflatlon, Such an arg=-
ument is sometimes fortified by pointing out thaik developing couniries,
on account of structural rigidities and low supply elasticities, are
particularly prone to inflationary tendencies, Evidently, however, the
argument is only valid if the planned rate of invesitment exceeds appre-—
ciabley the rate of voluntary domestic saying, and if the gap is %o be
met by forced saving or deficit financing, This is not the case when
the excess of planned invesitment over voluntary domestic saving is to be
financed by the inflow of foreign capitale As a supplement to domestic
saving the inflow of foreign capital will be anti-inflationary or even
deflationary.

b = Thet in many underdeveloped couniries there are vary few invest—
ment opportunities which offer raies of return high enough to jusiify
the investment. This is perhaps true if the rate of refturn is interpre-
ted to mean private benefit to the investore II it is broadly interpre=
ted, as it should, to mean social benefit investment opportunities will
multiply as to absorb any conceivable amount of capital., Progressively;
the more social overhead is created the greater the oppertunities for pri-
vate benefite Quite apart from this consideraticn i% is commonly agreed
now that very little is known about the nature and extent of resources in
most developing countries., For this reason greater emphasis is being
placed on the pre~investmént studies o reveal the natural wealth and end-
owment of these countries. This is the main task of the United Nations
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Special Fund, There can be little doubt that the operations of the Fund
will greatly expand the opportunities for profitable investment,

¢ = That, empirically, a number of countries were unable to utilize
all the investment aid available to them. This is true, but it has nothing
to do with " the myth of absorptive capacity". (L) On closer examinatiorn
we find that inability to utilize aid was due to lack of proper planning,
lack of phasing of interdependent projectsy or finally, lack of competent
presonnel and vital equipment. Why noty it may be’ argued, calil these iypes
of lacuna the absorptive capacity? This cannot be§ since inability in this
case is not due to a too great volume of aid, but to its composition, Thus
it can be met with at any level of aid, high or low. In fact to equate
absorptive capacity with lack of this or that requirement is to equate it
with bottlenecks, On this interpretation the concept is emptied of any
particular significance, :

Motivation and Distribution of Aid?

The experience of the last ten years poinis unmistakably tc the major
role played by political motivation in programmes of aids This was made
abundantly clear on the occassion of seeking = foreig: fihance for the High
Dame It was also responsible for reducing drastically American aid to
UesAeR, in 1957 and 1958. Last but not least political motivation gees a
long way towards explaining the stark disparity ia the distribution of
aid resources among developing countries., Aid was conceived as a weapoxn of
the cold war. It was thus geared not to the real needs of the recipient
but to political eligibiliiy. As it worked oui in pracitice this policy led
a situation characterized by the principie " ftc hiw that hath shall bz
givens® The effact on internation goodwill was devastating. It is a fact
that the United States of American has given ald to the worid as no other
country ever did in the histroy of mankind, Yei the results in terms of
international understanding are much less than should have been, Some in
the aid-giving countries take it, rather indignantly, as a sign of ingra-
titude on the part of aid-receiving countries., But if gratitude is ever
the proper quid proquo for 'development aid,.bne can hardly ignore the fact
that ‘the relative share of aid is just asrelevant as the absolute share,
One's own weight is measured not only by what he gets but alsoy, in.no small
measure, by what the others get. This is only nhuman.

There can be no doubt that the same volume of aid that flowed to
less developed countries between 1951=1959 would have produced far mecre
tangible results had there been a more equitable disiribution of aid.

The development of some objective criteria for the distribution of aid
seems to be of crucial’importance, The first requirement is to rule out

(1) Benham : Ibid p. 117,
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political eligibility. It is now sbundantly cleasr that political loyalty
cannot be bought for dollars or roubles, It goes far deeper than that

and transcends any pecuniary advantagv.' It is eguaily erroneous to think
of aid as an instrument to promote trade., Such a consideration undermi=-
nes the confidence of the rescipient in the ultimate aims of ald, The only
relevant consideration should be simply and Okcth‘VGLJ the eccnomic deve=
lopment of the recipient, Speaking for the Western countries, Sir Wﬂ]llam
Hayter has put it suceinctlys

" The political end we should now be aiming at is not the earnin
gratitude, or the establighing of pelitical infiuernce in the

country or defeating opposing ideologies. We should have leara
and the Russians should leara sooz, thal these ends are not ach
economic aide Our political end should be the actual raising of
standards of Asia znd Africa, in the interests of the neop1e oI i
ntries, but alsc in the interests of a stable and peaceful werld,’

Ruling out political loyalty, gratitudes, or trade advantage, the
question may bhe asked what is the objective measure of the need for ald?
It must be stated that the need for aid is not just 2 desire for sconomic
development., It is this desire plas the will to develup, This is mani-
fested by the degrﬁe to which deomestic resources are mobiliged for the
purpose of econcmic developmeni, The major purden should <fall, as was
pointed out before, on the cauntry conceraed a“d not on saybody elise,

The existence of a development plas will mirror the degres of preparsdncss
for the exacting task of econcmic deJelopmeAu, Above all it will show
the proposed direction and pace of economic growtk, the reguir

guired v
investment, the possibilities of domestic financing, and the types of
projects, In this may the donor will have = proper yerrpacﬁive of the
upper limit of aid, namely; the exsess of. planned rate of invesiment over
demest rate of saV¢ng including whatever could be tapped as deficit fina-
neing or forced saviangs withoui undue inflationary pressures

But the aggregate of theupper limid G
may be far in excess of avallable aid rescurces. In thi
ments will inevitably come for scaling down. I% is 2
that such a reduction should be based cn some objecitive,ea
able indicators. For the purpose it is not ! mpnqssz te
posite aid index based oa such factonrs ass

( 2 ) the size and rate of population growihe

( ) the level of

o)

er capita income,

( ¢ ) the state of foreign exzchange earnings.

(1) Quated by Fo Benham; Ibid, pj 106
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On this basis foreign aid could be channeled in accordance with the
real need and endeavour of each country, The mistakes of the past could
be avoided and maximum benefits could be secured whether in terms of
international goodwill or economic development,

Bilateralism Vse Multilateralism

However, it is evident that the bilateral system of aid is inconsis~
tent with the equitable distribution of aid among the less developed cou-
ntries, By necessity bilateralism implies the existence of numerous cha-
nnels for aid each one of which is independent of the other. Under this
system coordination is out of the question. Bilateralism and political
motivation of aid are almost iseparable., If aid is to be distributed in
accordance with real needs. a minimum of friction,and a maximum of effe
ectiveness, bilateral aid will have to give way to multilateral arrangeme-
nts, The United Nations agencies are the best undsr the circumstances,
True they are not totally free from the pull and push of politicss In fact
the major aid-giving countries can, and do, bring pressure to bear upon
international organisations so that we may have bilateralism behind a
fagade of multi-lateralisme Nonetheless; the specialized agencies of the
United Nations as well as its technical organs nave, 8¢ to speak, a Life
of their owny They have their own ethics and traditions which are not
exactly the oum total of the constituent members®. To forestall the POG -
ibility of power politics the less developed counitries should be given moree
voice in the affairs and policies of develcopmental agencies and organs of
UsN., especially IBRD, IFC, IDA, UNEPTA, UNSF, and +he propcsed SUNFED.

On the assumption that the ald~giving countries will gradually bring
themselves to accept. multilateralism, the capital and rescurces of U.N,
agencies will greatly expand, This iséhowever? a big assumption. So far
the aid-giving countries do not seem -to sse their may to relinquishing
their cherished control over aid funds. This is quite understandable as
long as they envisage aid as a convenient means o influence the politics
and policies of the less developed countrisz, Once convinced of the
futility of this approach, there is no reason why they should not zct
through the United Nations.

Concept of Ecorcmic Develcpment

A great deal of friecticn has occurred on accoun
nces of view between the aid-giving and the aid-rece
to theoptimum road to economic development., Is it the industrial or the
agricultural sector that should be the spearhead in the struggle for
economic progress? Is it advisable to establish heavy industries before
the light industries are well on their way? What is the proper balance
between production and distributive justice, betweesn production and wel~
fare services? If there is no clear-cut answer to such questions, only

t of basic differe—
iving co
n
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a kind of proper mix, what is the right recipe?

Questions such as these involve basic issues in the theory and prac-
tice of economic development. Difference of view leads to different eva=
luatien of projects and policies, 4 given project may be considered of
tap priority by the aldereceiving couniry, At the same time the aide
giving may regard it as a drag on the econbmy9 I consequence, aid may be
withheld or reduced with inveitable recriminations; the one resenting
interference, the other feeling self-righteous,

It is important to realize that there.is always room for honest diffe
erence of opinion about such basic questlons. The attitude of the aid-
giving countries does not always stem from dark, satanic motives. There
is no reason for thate It is true, however, that, in some cases at least,
the attitude is influenced by vested interests back home, The reluctance
to support industrial projects is sometimes explainable in ferms of pres=—
sure groups oppesed to what is regarded,rightly or wrongly, as potential
competition, The answer to that is a little more understanding on both
sides. The aid-receiving countries have to realise the political mechane
ism at the giving end of the operation, The fact that the Congress in the
United States of America has the upper hand on the Executive Branch in
matters of fiseal appropriations, and that it is after all a political
body subject to popular pressure, should convince the aid=receiving coune
tries that constitutional necessity rather than selfish desire is some-
times behind the agmostic attitude, Failing to see that could well be
interference in the affairs of the aid-glving countryj odd as this may
sounde

On the part of the aid-giving countries they sould realize that the
ultimate responsibility resides in the nationals of the country concernede
This is a fundamental principle jalously guardedby the aid-receiving cou=
ntries, It is only natural that projects to be financed, partly or tota-
1ly, out of aid funds, should be theroughly discussed, Bui once this is
done the final decision as to the desirability or undesirability of the
project should belong to the natienals of the aid-receiving countries,
The trouble is that the ailder tends to assume the role of the teacher or
preachers In the context of giving and receiving aid this is hardly well
taken,

Continu;tx of Aidf

Economic development is in the nature of things a long=-range pelicy.
It takes many years to influence the economic struciure of the country,
raise productiviiy, train people, establish new industries, and shift a
portion of the labour force between sectors. To know beforehand the naturs
and extent of available resources is vital in the formulation of effective
development plans, Failing that develcpment is likely to follow the line



of least resistance and to lean heavily on a string of ineffectual projects.,
During the fifties®.the flow of aid was characterised by lack of contin-
uity. Aid commitments were usually limited to a period of one or two yea-
rs., This was due partly to budget procedure in the aidgiving country, pa-~
rtly to reluctance to enter into long~term commitments, and partly to the
desire to hold a trump card when renewal becomes due. The effect of such
from-hand=to-mouth policy was highly unsatlsfactory.' One can point to
dozens of projects whose only qualification for implementation is that
they can be financed out of a single commitment, A crop of bizarre Pro=~
jects became the folklore of the " aid culture ",dramatized in " The Ugly
American ", If foreign aid is to be effective commltments extending for
five years or more should be the normal pattern. In the words of Richard
S, Eckaus" ... We must face up to the fact sesees that economic aid to
underdeveloped areas cannot be a short-term program ... Aid which we do
provide can be used more imaginatively and effectively by underdeveloped
areas if it can be fitted into their own time horizons of efforts. In the
underdeveloped areas these time horizons go on for many yearsh, (1)

Recently, there have been some encouraging developments in the U.S.A.
The President is given more power to enter into commitments extending hey -
ond the fiscal year of appropriations. But the reai hope lies in the
expansion of multilateral aid through the international organisations.

Tied loanse

In the context of foreign aid this term iz used in two different nea-
nings:

The first refers to loans tied o specific precjects in the aid-rece-
iving countries,s In this sense the IBRD icans are always tied or commit%—
ed to self-liquidating prcjects, The same applies to IDA although the
new agency enjoys more latitude than the World Bank in the choice of pro=~
Jects. To qualify for a loan from IDA the project does not hawve to be
revenue producing or directly productive. "Thus projects such as water
supply, sanitation, pilot housing and the like are eligible for financinge
Moreover, "specific projects" for IDA are understood to include such pro-
posals as a railway program, an agricultural credit program, or a oroup
of related projects which form a part of a development program', =z-

The view is sometimes expressed that loans and grants should be freed
from commitment to specific projects. This is neither possible nor desi=

(1) "American Economic Review, Papers and Proceedings, May, 1959,
page 250.

-2- Paul G. Hoffman; Ibid, p. 51
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rable, With the exception of the International Monetary Fund, which is
not, strictly speaking, a lending agency, United Nations financing age=
ncies are barred, by virtue of their constitutions, from giving general
loans, More important perhaps is that such developmenty if possible, ser-
ves no useful purpose, It is not unlikely that such loans will be used
to finance deficits in the balance of payments with nc significant impact
on economic development, But it ‘should be made clear that there is vast
scope for expansion in the resources and operations of IMF, Moreover
nothing in this orgument can be invoked against general loans under bila-
teral arrangementse

The second and more common meaning of tied loans refers to the pro-
vision that the proceeds of the loans are to be used in purchases from the
lending countrye Typi cal of this arrangement are the lending operations
of the Export-Import Bank in UsSods But it is also true of practically
all Soviet Block loans since they are generally framed to finance the es-
tablishment of industrial enterprises in the aid-receiving countrye. The
Soviet Union undertakes to supply the materials and equipments involved
and, not infrequently, to set up the enterprise as a gding concern. The
loans are thus doubly tied-up whether as regards the country %o buy from
or the kind of commodity to buye ‘

As a general rule tied loans should be limited within the narrowest
possible limits, They tend to encourage bilateral trade and may have the
affect of forcing international trade along uneconomical lines, But if
the lending country is experiencing balance of payments problems a tied
loan is perhaps better than no loan, The same is generally true of a
lending country whose currency .is nob freely convertible such as the
Soviet Union., What is objectionable, however, is the insistence on tied
loans on the part of a lending couniry which is reither suffering bala=
nce of payments problems nor subject to foreign exchange restricitions,

In this case tied loans stem from the trade motives of aidgthat is the
desire to capture the opportunity of lending to promote the exports of
this or that industrye. It has heen pointed out before that the trade mo-
tive is damaging to the causc of foreign aide
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APPENDIX I
AGRICULTURAL COMMODITIES
AGREEMENT BETWEEN THE GOVERNMENT OF THE UNITED
ARAB REPUBLIC AND THE GOVERNMENT OF THE UNITED
STATES OF AMERICA UNDER TITLE I OF
THE AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE ATC, AS
AMENDED

The Government of the United Arab Republic and the Government of the
United States of Americas

Recognising the desirability of expanding trade in agricultural comme
odities between their two countries and with other friendly nations in
a manner which would nct displace usval marketing channels of the United
States in these commodities or normal patterns of commercial trade with
friendly countries,

Considering that the purchase in the United Staies of America will
assist in achieving such an expansion of trade.

Considering that the Egyptian pounds accrning from such purchase will
be utilized in a manner beneficial to both countries.

Desiring to set forth the understanding which will govern ithe sales,
as specified below, of surplus agricultural commoditiss to the United
Arab Republic ( Southera Region ) pursuant to Titls I of the Agricultural
Trade Development and Assistance as amended, { hercinafter refevred tc as
the Act) and the measures which the two Governments will take individually
and collectively in furthering the Expansion of trade in such commodities,

1

L
i

Have agreed as follows:

Article I
SALES FOR EGYPTIAN POUNDS

Subject to the issuance by the Government of the United States of
America and acceptance by the Governmenit of the United Arab Republic of
purchase authorizations, the Government of the United States of America
undertaekes to finance the sale to purchasers authorized by the Government
of the United Arab Republic, for Egyptian pounds, of the following Agri-
cultural commodities determined tc be surplus pursuant to the Act, in
the amounts indicateds

Commodity Expnort Market Value

(Million. Dollars)
Wheat and wheat flour el el
Ocean transportation (estimated) 5e2

Total ___E???__
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Purchase authorizations will be issued not later than December 31,
1959, They will include provisions relating to the sale and delivery of
commodities, the time and circumsbances of deposit of the Egyptian pounds
accruing from such sale, and other relevant matterse

Article II
USES OF EGYPTIAN POUNDS

1) The two Governments agree that the Egyptian pounds accruing to the
Government of the United States of America as a conseduence of sales
made pursuant to this Agreement, will be used by the Government of the
United States of America, in such manner and order of prioritys as the

Government of the United States of America shall determine, for the foll=

owing purposes, in the amounts showns

A = For United States expenditures under sub=seciion (£) Section 104,
the Bgyptian pound equivalent of not more than $ 50770 million,

B ~ For United States expenditures under subesectlons Ga)s (b)s (h)s
(1), (3)e Ck)y 1(L), (m)y (n), and (o) of Section 104 of the Act
or under any of such sub-sectlons, the Egyptian pound. equivalent
of $ 8,655 m, Uses under sub=sactions (kg (1)y (m)y (n)y and
{0) ars subject to legislative action by the Congress of the Uni=-
fed Statese ‘

For loans to be made by the Export=Impori Bank of Washington under
Section 104 (e) of the Act and for Administrative expenses of the

Export=Import Bank of Washiagton in the United Arab Republic inc=.
ident there to, the Egypiian pound equivalent of $ 14,425 milliong
but not more than 25 percent of the currencies received under the

Agreement, It is undersivood thats

a) Such loans under Section 10% (¢) of the Act will De rade to
United States business firms and branches, subsidiariesy o=
affiliates of such firms in the United Arab Republic for bu-
siness development and irade expansion 1z The United Arab Re=
publicy and to United States firms and Uuited Arab Republic
firms for the establishment of Ffacilities for alding in the
utilization, distribvilon, or ctherwise increasing the consume
ption of the markets: for United tates agricultural producstse

b) Loans will be mutually agreeable to the Export=Import Baunk of
Washington and the Government of the United Arab Republic ace
ting through the National Bank of Egypte The Goveranor of the
National Bank of Egypty or his designaie, will act for the
Governmen: of the United Arab Republic, and <the Presidont oI
the Export-Import Bank of Washington, or his designate, will
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act for the Export-Import Bank of Washington.

c) Upon receipt of an application which the Export-Import Bank is
‘prepared to considery The Export-Import Bank will inform the
National Bark of Egypt of the identity of the applicant, the
nature of the proposed business, the proposed loan, and the
general purposes for which the loan proceeds would be expended.

d) When the Export-Import Bank is prepared to act favorably upon
an applicaticn, it will so notify the National Bank of Egypt
and will indicate the interest rate and the repayment period
which would be used under the proposed loan, The interest rate
will be similar to that prevailing in the United Arab Republic
on comparable loans, and the maturities will be consistent with
the purpcses of “he financing.

e) Within sixty days afier the receipt of the notice that the
Export~Import Bank is praoarsd $c act favorably upon an applice—
ationg the National Bank of Egypt will ,ncha e to the Export-
Import Bank whether o» nct the Natianal Rark of Egypt has any
objection to the proposed ivaz, Unless withinthe sixty-day
period the Export-Import Bank has received s1ch a communica-
tion from the National Bank of Egyut, t snall be understood
that the National Bank of Egvpt kas no ¢ 1<h~10n tc the pro-
posed lcan. When the Bupori~Import Bark approves or declines

the proposed loan, it will notify the Nationzl Bank of Egypte

-
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f) In the event the Egypiian pounds 5w. eurtis Yor leans under Se~
ction 104 (s) of the Avi an ithia three years
from the date of this Agr: ey the Export-Import Bank
of Washington ras not approved Loans Lecause proposed loans
have not been mutually agreeable to the Export-Import Bank of
Washington and the National Bank cf Egypt, the Government of
the United States of America may use the Egyptian pounds for
any purpose authorised by Section 104 of the Acts

D = For a loan to the Government of the United Arab Republic under

sub=section ( g ) of Section 104 of the Act, the Egyptian pound
equivalent of not more than $ 28,850 miliion, for financing such
projects to promoie economic devzlopment, including projects not
heretofore inzluded in planz of the Government of the United Arab
Republic as may be mutually agresd. In the event that agreement
is not reached on the use of the Egyphian pounds for loan pur-—
poses within threses years from the date of this agreement the
United States of America may use Egyptian pounds for any purpose
authorized by Section 104 of the Act.
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2) In the event the total of Egyptian pound accruing to the Government of
the United States of America as a consequence of sales made pursuant to
this agreement is less than the pounrd equivalent of $ 577 millicn,
the amount available for a loan to the Govermment of the United Arab
Republic under 104 (g) will be reduced by the ameunt of such differencdy
in the event the total Egyphiaz pound deposik exeeeds the equivalent of
$ 577 million, 50 percent of the excess will he awallable for a loan
under Section 104 (g), 25 percent for loans under Section 104 (), and
25 percent for any use or uses authorized by Section 104 as the Govern-
ment of the United States of America may determing,

Article II3

DEPOSIT OF EGYPTIAN POUNDS

Egypkian pounds shall be deposited to the account of the Geverament
of the United States of America in payment fer the ccemmodities and for
ocean transportation costs financed by the Government of the United Sta-
fes of America ( except excess cosus resulting from the raguirement thak
United States flag vessels be used) at the rate of exchange for United
States dollars generally applicable to import transaztions { exmluding
imports granted a preferential rate ) in effeet on thu datas of dellaw
digbursement by United States Banks, or by the Government of thz United
States of America, as provided in the purchage authorlzationse

Artigle IV
GENERAL UNDERTAKINGS

1) The Government of the United Arab Republise agrees that it will take
all possible measures to prevent the resale or ftranshipment %o other
countries, or the use for other than demestic purpaa&sa( excaph where
such resale, transshipment or use i spacifigelly approved by the
Government of the United Stabes of Ameriza), ef the surplus agricul-
tural commodities purchased pursuant te the provigions of this Agree-
ment, and to assure that the purchase of such commoditiss doas not
result in incressed availability of thess or llks semmodifies te na—
tiong unfriendly to the United States of Americas '

2) The two Governments agree that they will take reasonable pmecaubions
to assure that all sales or puwrchasss of a surplus agrisulfursl somms
odities, pursuant fto the Agreement, will not unduly disrups world
prices of agricultural commoditiesy displage wsusl markebings of the
Dnited States of America in these commoditiesy or disrupt normal
patterns of commercial trade with firendly countriese

3) In carrying out this Agreementy the two Governments will seek to ass-
ure condition of commerce permitting private traders to funchion



- effectively and will use thelr best endeavors to develop and expand
continuous market demand for agricultural commedities,

4) The Government of the United Arab Republic agrees to furnish, upeon
request of the Government of the United States of America, informa-
tion on the progress of the program, parbticularly with respect to
arrivals and conditions of commodities, and informaticn relating to
exports of the same or like commodities,

Article ¥
CONSULTATION
The two Government willy upon the reguest of either of them, consult
regarding sny matisr relabting to the applicatien of this Agreement or

to the operation of arrangements carrisd out pursuant to this Agree=
ment, '

Articla VI
ENTRY INTO FCRCE
The Agreement shall enter into forse upon signature. IN WITNESS
WHEREOF, the respective representabtlive, duly to the purposs, have signed
the present Agreement,

DONE at Cairo in deplicata this twenty=-nineth day of July 1959,

FOR THE GOVERNMENT OF THE UNITED ARAR REPUBLICS

FOR THE GOVERNMENT OF THE UNITED STATES OF AMERICAS3
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~ APPENXIX II
AGREEMENT

on Economic and Technical Co=operation bete
ween the Union of Soviet Socialist Republics
and the Republic of Egypt

The Government of the Union of Soviet Socialist Republics and the
Government of the Republic of Egypt mutually desiring to further con=
solidate friendly relations and develop economic and technical co=opew
ration between the two countries have agreed to the following g=

sl b
The Government of the Union of Soviet Socialist Republics, meeting
the wishes of the Government of the Republic of Egypty expresses its

This co-operation shall be carpied out in establishing new indus—
trial enterprises as well as in extending the productive capacities or
by adapting them to manufacture new productse

Annex 1 to this Agreement enumerates the Industrial Enterprises
which will be established or extended by the Egyptian Party with the
Co=operation of the Soviet Party and indicates the manner in which this
co~-operation will be carried out in each Industrial Enterprise.

Annex 2 to this Agreement enumeratesthe Industrial Enterprises
which all or some of them will be established or extended by the Egypte-
ilan Party with the co-operation of the Soviet Party, The two Parties
will agree upon the industrial enterprises of this 1ist which will be
established or extended with the co-operation of the Soviet Party and
upon the scope of this co=operation,

- Industrial enterprises and other projects, which are to be estabe
lished by the Egyptian Party in co-operation with the Soviet Party under
this Agreement shall be here in after refered to as " Industrial Enter—
prises ",
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In order to carry out the co=operation in establishing and extending
the industrial enterprises, as stipulated in Annex 1 of this Agreement
the Soviet Organizations shall:

le Fulfil projecting workd tc the extent which will be agreed upon
by the two parties.

2o Deliver machinery and equipment with standard set of spare parts
for industrial enterprises as well as some materials which are not avai-
lable in Egypt and are needed for establishing.the said enterprises.

50 Render technical assistance ing

a) Selecting the construction sitiszz.

b) Collecti;g the initial data necessary for projeciing werk in connec=
tion with Industrial Eﬂ“w-;“|wh..

c) Establishing the Industrizl Enterprises by aubthor's inspection and
advice.

d) Mounting of machirery and =zqulpnsit (supsrvision of mounting).
e) Adjustment of equipmernt and puitiug these enierprises into operation.

£) Reaching projected capaslitias o
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g) Carrying out geological and ezplovabion wori,

h) The proper training, { practical and theoretical), »f the Egyptian
specialists for the sszid Industrial Enterprises whether in Egypt or
in the U.SeSeR. This includes training on processes and operations
of machinery and equipment of said Industrial Enterprises Se

In order to render techncial assistance stipulated in this item,
Soviet Organizations shall depute to Egypt their specialists,

4, Render technical assistance in crgenizing the training of skie
lled personnel for ECVDti&ﬂ industry and for these purposes, work out
and hand over to the Egyptian authorities schemes and plants for voca=
tional training of Egyptian nationsls, as well as depute to Egypt Sov-
iet specialists and instructors for the purpose of rendering assistance
to Egyptian authorities in training,

Number of Soviet specialisis, to be sent to Egypt in accordance with
this article, their specialities, periods and conditions of their deputing
as well as nuabers of Egyplian personnel to be rpceived in lhe U.S.SeRe
for training, periods of training and other terms and conditions shall

be mutuall% agreed upon, in each case, by corresponding Soviet Organiza=
ons and Egyptian authorhtleqo
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The ‘Government of the U.SeSeRe shall hand over through Soviet Orga-—
nizations to the Government of the Republic of Egypt drawings and docu=—
ments of technological processes required for the production of the ind-
ustrial enterprises as stipulated in the project reports prepared by the
Soviet Organizations. . ,

The said documentatien shall be handed over free of charge but for
actual expenges involved Dr their re-production and handing overs It is
understood that this documentation shall be used only for the said produc—
tion within the territory of the Republic of Egypt and shall not be trans-—
ferred to any foreign judicial or private persons,

Deviations from this provision may only be allowed with the approval
of the corresponding Soviet Organization in each casee

4

The Government of the Us,S.S.Rs and the Government of the Republic
of Bgypt agree that for the execution of this Agreement the Soviet party
may cooperate with the corresponding Organizations of People!s Deomocra=
tic countries in projecting work, deliveries of equipment, machinery :
and materials as well as im rendering other kinds of technical assistance
stipulated under this Agreement.

In pursuance of co=operation, provided for in Article 1 of this
Agréement the Egyptian authorities shall, on dates to be mutually agreed
upon, hand over to Soviet organizations all initial data necessary for
designing the industrial enterprises, design and execute all building
work and.auxiliary services on the basis of the project reports agreed
upon, install the machines and equipment of the Industrial Enterprises
and provide all the necessary public utilities inside and outside the
premises of the Industrial Enterprises,

6

The Government of the Union of Soviet Socialist Republics shall
extend credit to the Government of the Republic or Egypt to the amount
of Seven hundred million Roubles ( 0.222168 grammes of fine gold in one
rouble), interest accruing at the rate of 2% per cent per annume This
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credit shall be utilized during the period of four years from the date of
entry into force of this Agreement to pay fors

a) Cost of equipment, and machinery, as well as some materials nece=
ssary for establishment of Industrial Enterprises which are not ava-
ilable in Egypt on the basis of F.0.B. prices soviet ports.

b) Cost of projecting and geclogical and exploration work, as well as
cost of preparation of plans and schemes for training of skilled
personnel, carried ocut by Soviet Organizationse.

¢) Actual expenses involved in the reproduction and handing over of
technical documentation in accordance With  Article 3 of this
agreement,

Should the gold pariiy of the rouble change bafore the full utiliza-
n of the cre dit mentiored above, the balan:e of the credit will be ad=
Ly 80 as to assure thal the Guld vaive of the balance
Saliée

2 case theiccsi of above servicea p
he sum of the credit of 700,000,000 x
paid by the Egyptian party by 1;11: : ¢

ds in sccordance with Trade end Panmantz Asveement o fons
U.S.S»R. and Egyuae

o}
Se the ®ic
o}
-

The Geverameat of nals acney papcs Of cnedlt
used under Ariicle & of %hi 2 =ach LuGustrial enterprise in
12 equal annual instalmsnts one year frem the date of completion of de~
livery frem UsS.S«Re of complete equipment stipulated in corresponding
contracts, for cach Indusirial Enterprises

he date cf use of credit for deliveny of wachines, equipment and
materials shall be consi =0 the date of the Bill ci Lading; for des~
igning and geological, and explcratilon work as wall as for other kinds
of technical assistangs the dsts of the ITonvoics.

Intaerest shall BCCrus from the date on which sach particular part of
credit is used, and shall bs pald within the firs?t three months of the
year, following the year for which it is accrued.

8

R

Repayment of credit and payment of interest accrued thereof shall
be made by the Government of the Republic of Egypt by means of transferr-
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ing of corresponding sums in Egyptian Pounds, to a separate account opene
ed by the National Bank of Egypt in favour of the State Bank of the
U.‘ So so RO

Roubles shall be recalculated into Egyptian pounds basing on the gold
parity of the rouble andthe Egyptian pound on the day of such re-payment.

Amounts transferred to this account will all be utilized by Soviat
Organizations for purchase of Goods in Egypt in accordance with Trade and
Payment Agreements in force between UsSeSeRe and Egypts and/or may he
freely converted into pounds sterlingor any freely convertible currency
which will be agreed upon between the two Governmentse

In case of any change in the parity of the Egyptian pound, the
balance of the account of the State Bank of the UsSoSoRe with the National
Bank of Egypt on the date of this chenge shall be revalued proporticnally
o the change of the gold value of Egyptian pound.

9

In order to keep record of the utilization and repayment of the
credit provided by this Agreement and payment of interest thereof the
State Bank of the UsS.SeR. and the National Bank of Egypt shall muiua-
11y open special credit accounts and shall werk out financial technical
arrangements necessary for the implementatior of this Agreement.

10

The Government of the Republic of Egypt shall pay to Soviet party
all expenses of the Soviet Organizations in connection with deputing
Soviet specialists to Egypt for rendering techncial assistance provided
for under this Agreement, as well as all expenses of Soviet Organizations
connected with training of the Egyptianm specialists in the UoSeSe Ro

The payment in question shall be made by transferring corresponding
sums in Egyptian pounds to the credit of " the collector account ¥ opened
with the National Bank of Egypt in favour of the Stafte Bank of the
U.SeSeRe in accordance with Payment!s Agreement in force between the
Government of the UeSoSeRe and the Government of the Republic of Egypte

L -

Fulfilment of projecting work, delivery of machinery, equipment and
materials from the UeSo.S.R. geological and exploration work, training of



Egyptian nationals, deputing of Soviet specialists to Egypt and rendering
other kinds of technical assistance provided under this Agreement shall
be effected according to Gontracts to be concluded between appropriate
Soviet Organizations and dgyptian authorities,

Volume of deliveries, dates prices and guarantees for quality of eqg~-
uipment and machinery and their conformity with respective projected capa=
cities, liabilities of the parties in circumstances beyond control of either
party, infringement of patents as well as any other details concerning
fulfilment by the parties of obligations under this Agreement are to be
determined in the contracts mentioned above, Prices of equipment, machi-
nery and materials delivered to Egypt under this agreement shall be based
on world market prices.

12

Withoui prejudice to Article € stipulating the utilization of the
credit to cover cost of machinery, squioment, and materials at the price
F.0.B., Soviet Ports, delivery cof machinery, euuipments and materials
to be supplied by the UsS.SeR. shall be CoIl.F. Egyptian Ports. Insurance
and freight shall be paid by the Egyptian authorities secparatsly as actual
rate in accordance with the Soviet Egyptiaa Trade & Payment'!s Agreements
in Force.

L8

The Goverament of the UsS.Se.R. express its willingaess to fulfil
the requirements of the Governmeni of the Republic of Egypt concerning
the purchase in the U.S.S.R. of spare parts { in addition to standard
sets delivered with the equipments ) and some kinds of raw materials ne-
cessary for normal operation of Industrial Enterprises to be established
with the help of the UeS.S.Re Deliveries of spare parts and raw materials
shall be effected in accordance wiih Soviet-Egyptian Trade and Payment's
Agreement in force.

14

The Government of the U.SeSeR. and the Goverament of the Republic of
Egypt, in the shortest possible time after entry into force of this
Agreement, shall mutually inform each other as to the Soviet organizations
and respectively the Egyptian authorities which will be authorized for
signing coatracts persuant to This Agreement,
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15

In case any dispute or difference may arise between the Soviet Ore
ganization and the Egyptian authorities relating to any matter connece
ted with this Agreement or its execution the representatives of the
Government of the UsSeS,Re and the Government of the Republic of Egypt
shall consult each other and take possible steps to arrive at a solution
of the said dispute or differences

16
The present Agreement is subject to ratification in the shortest po-
ssible time and shall come into force on the date of exchange or ratifi-
cations that will take place in Cairos

Done on the 29%th day of January, 1958, at Mescow in two original
copies in Russian.and Arabic, both texts being equally authenticy .

On behalf of
The Government of the
Union of Soviet Socialist
Republics

On behalf of
The Government of the
Republic of Egypt

RAHGAT/M/Mg





