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BACKGROUND

G RIS L)

1, Irn order to understand the problems of foreign aid we have %o
roalise that this is a totally new experience. For the first time in hu-
msn history the richer countries of the world are devoting a smaller or
greater portion of their resources for the benefit of the poorer couniries.
& certain part of these resources is outright donation, Another part is
aradit at rates of interest and conditions of repayment which could noi
possibly have been secured under normal commercial conditions. Most of
the donor countries have set up special machinery to handle the flow of
sid to underdeveloped countries, Thisis matched by a bewildering variety
of infernational Organisations.for the same purpose. The economic develsp=
ment ~f some country somewhere in Africa or Asia has become the active
consarn of some other country or organisation thousands of miles aways =2
fuct which is by no means slighted by some dubious motivation on the part
of the giving country.

No doubt the world has long been acquainted with international econo=
mis co-operation. We can go as far back as the mid-ninefeenth century.
In more recent times it is possible to mention Lend-Lease, the Marshall
Plzng the post-war reconstruction loans., These operations involwed ths
iransfer of billions of dollars, But from the viewpointof development ald
they were largely irrelevant, The parties concerned belong to the same
categorys politically, economically and, above all, culturally, The task
they set about to perform was purely physical. It was not even technical
since the technalogy and know-how was as much in war-devastated Germany
as in U.S. This is a far cry from develepment aid which involves the con=
frontation of different culbtures, the transfer of technology, and the pain=
ful prozess of social changs, Our experience in this field is as recent
as the early fifties, :

2, Not only was there very little experience to go by, but also the
pelitizal context was far from foveurable, The world started iis career
in development aid in the midst of the Korean war, The gulf that sepa=
rated the two contending blocks was never wider, and the ideological bati=
ie was never at a higher piteh, True Point Four programme was announced
in January 1949, But its implementation actually took place in the shadow
of the Korvean war. This was rather unfortunate. It was humanly hard for
the giving country to resist the temtation of using ald'as a'weapon of the
cold war, On the other hand; the recipient country had every reason 0
suspéct the ultimate mobtives of all aid programmeés, Such suspiclons were
confirmed by the fact that the grant of aid was closely linked with mille
tary alliznces and defense pacise Tn fact it did not have t6 go far-'te
£ind out sbout the motivation of the aid-giving counitriess The Unised
States Congress, for instance, was adamant in setting forth the political
aspects of alde
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Once and again it was reiterated that technical or economic assista-
nce is but an instrument of United Stated foreign policy. As such it was
to be given or withheld according to the simple criterion of political
eligibility, The same applies to Soviet aide In tlmlng, content, and
direction one cannot fail to see that aid is but a prop in the strategy
of the cold war,

In view of these considerationsno wonder development aid as practiced
in the fifties® leaves much to be desired. But we do, well to remember
that shortcomings encountered in the course of its brief history are not
inherent, Given the necessary experience and the right political atmos-
phere development aid can go a long way towards speeding up economic gro-
ﬁth, raising the standard of living.and, above all, creating a true sense

- human solidarity and understanding,

Je In the case of Egypt the problems of foreigh capital in general :
are compounded by rather unfavourable memories, " Foreign business ine
vestment ¥ said the late Professor Nurkse3® is not a1ways a happy form of
encounter between different civilisations" (1). This is a precise des=
cription of the Egyptian situation. Egypt got its first taste of foreign
enterprise in connection with the Suez Canal venture around the middle
of the nineteenth century. The encounter was truly unhappy. The project
that was to prove a boon to humanity was attended by untold miseries for
the populace, The digging of the canal was done by corve'! labour, Thoue
sands upon thousands of able-bodied youth were taken away from their homes
to work under sub-human conditions. As to be expected large numbers lost
their lives in the process. Down to the present day in peasant house=
holds a dismal account of hardshlps, cruelty, and privation is passed on
from father to sons The opening up of the canal took close to fifteen
years. The Egypt that emerged from the nightmare was deep in debts, a
pawn in the game of international power politicse In return for its extra=
ordinary labour and cooperation the Egyptian government was accorded a
mere 15 % interest in the stock of Suez Canal companyj which was soon to
be snatched by Disraeli in a notorious bargain with a bankrupt Khedive,

The second wave of foreign capital came in the wake of opening up
the Canal,On the throne was Khedive Ismael whose love for pleasure and
lavishness was matched by the desire to make Egypt part of Europe. He
was socn to fall an easy prey in the claws of international finance, Loa=
ns at exorbitant rates of interest and fantastic commissions were readily
extended, Handled through a maze of brokers, and intermediaries, the
amount of cash recéived by his " Khedivial Highness " was but a fraction

(1) Ragnar Nurkse "™ International Investment To=day in The Light of Nine-
teenth Century Experience " Economic Journal, 1954 p. 752,
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of the debt actually conirasteds A still smaller fraction survived the
Khedive and his entourage to finance a string of palaces and conspicuous
projects. In less than a decade foreign debts rocketed to over 90 millioxn
sterling at a time wher the population of the country was about four mill-
ions with less than four millior acres of cultivable land, and nothing
slse, From 1870 to the British eccupation in 1882 the history of Egyph
was dominated by the hardships involved in servicing an excessively heavy
debte Bubt the issue did not stop there, By the standards of the day it
wos not abnormal for a goverament indulging in foreign debts to morigage
ravenue-producing assets as collateral, That was effected on the Egyptian
atate railways, and the Khedivial estate which accounted for a sizable
proportion of agricultural larnd of Egypbe The servicing of foreign debts
whethes through oppressive and odd tex arrangements or collection of reve-
nue was by no means left to the discretion of the Khedive or his govern-
mernice In fact the country was virtually run by the French, British, Ital=
jan and Austrian Consuls. The rest of the story runs along familiar nine-
teenth century pattern, Once a foothold was gained in the name of finan=
cial interests occupation by troops was likely to followe In due course
the British were able to ease the French out of the countrye The oppor—
tunity to occupy the couniry openly and completely presente& itself when
the Orabi reveol: broks eut. Under the pretext of protecting the Khedive
the British occupation was accomplished, It took Egypt over seventy ysars
of strife and shruggle to regain her independences

The third wave of foreign capital took place at the turn of the cente
ury. It consisted mairnly of direct private investments in banking, and
public utilities such as water, electricity, city transport, and rallways.
A ceriain proporticn went to mining, land reclamation, farming, real es= '
tate, and export-import itrade. In most cases investment was effected the
rough a concession or franchise granted to a parent company located abroad.
There can be Little doubt that private foreign investment contributed To- |
wards the economic develcpment of the country. Howeyer, ihe fact remalns
that the Egyptian economy conformed, in no small measure, to a pattern of
dual economye As was pointed out by Professor Myrdal,(l) foreign enier—
nrise represented an advance oubtposb of a foreign econcmy hardly integra-
ted with the economy in which it eperates, Right to the end of the Seco=
nd World war the language used by foreign companies in Egypt was not the
language of the lamd; but English or French or Italian ag the case may be.
Bxzept for clerical and manual work, nationals were excluded from employ=
mente In goecd many cases meetings of the board of directors were held
2broade Righily or wrongly the general impression was one of investmen?
of foreigners, by foreigners, for foreigners, Nationals were leli with
a feeling of onlonkers and cutsiders in their own homee

( 1 ) Gunnar Myrdal; " An Internaticnal Ecomomy ® and 9@ Ecoromic Theowy
And underdeveloped Regionse ¥
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It is difficult to understand the contemporary attitude towards fore-
ign capital withouf bearing in mind the historical background, The image
has a certain connotation of greed, ruthlessness, and rank indifference
to the welfare and pride of the host countrye The other side of the coing

comprising as it does co-operation and mutual benefit, was well=-nign dim
in contrast,

This sorry scheme of things has changed beyond recognition since the
end of the second world war, It is also true that the Egyptian experience
is by no means uniquey but has even worse parallels in most underdeveloped
countries, In the age of imperialist expansion such practices were in ke-
eping with the political, and economic ethics of the day. his is all
but gone, Nonetheless; the present situation is still haunted with past

memories. It takes patience, understanding, and sympathy to completely
efface them.
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TYPES AND STRUCTURE
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4o Foreign aid to developing countries has come of late to designate
= very wide range of operations. The American system of ald is particus=
larly indicative in this respect. Since its inception after the Second
World War the American aid programme has witnessed a series of Congresse
ional Acts introducing new categories or giving new names to old onese
So mnch So thak nomemzlature has become something of a problem, The
rost imporhact legislation in the field is the Mutual security Act of 1954
which was subsasquently amended by a number of Mutual Security Acts between
1955 and 1961, Under the Kennedy Administration a new law was passed une=
der the title ® Act for International Development of 1961 ", The new leg=
jglati o introduced still more types of aid with amendments to previous
Actse Moreover; certain aid operations are subject to specific legisla=
£i-. such as the Agricultural Trade Development and Assistance Act of 1954
known as Public Law 480, and United States Informaticn and Educaticnal
Exchange Act of 1948, This is quite apart from scores of Congressional
Acts and Executive orders dealing with certain aspects of aid or certain
regions of the worlde

5¢ Under the Mutuai Security Act of 1954 as amended ( Public Law 665 )
the following types of aid were instituteds'

A) Military Assistance which may be furnished on a grant or loan bage
is oee by the procurement from any source and the transfer to eligible
nations and international organisations of equipment, materials, and ser—
vices, or by the provision of any service, including the assignment or
detail of members of the Armed Forces and other personnel of the Depart-
ment of Defense solely to Assist in an advisory capacity or to perform
other dubies of a non=combatant nature, including military training or
advice,

B) Economic Assistancee According te MS Act of 1954 as amended ecoe
nomic assistance covers four typess

Firsts Defsuse Support which may be furnished to nations and organie
sations eligible to recelve military assistance, or to nations which have
joined with the United States in a regional collective defense arrangement
in the form of commodities, services, and financial and other assistance
specifically designed o sustain and increase military effort. It is to
be noted that defanse support is a category of economic assistance, &s
such it does met necessarily consist of commodities or services of a ni-
litary charscter although the motivation and eligibility for such aid are
directly related to the military security of the United States,
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Second ¢ Development Loan Fund (1) established in 1957 as amendement
to the then called development assistance in MS Act of 1954, The DLF is
authorized to make loans, credits, and guarantees, It may enter into fi-
nancial arrangements with persons, private corporations, governments, or
governmental or other entities., To be eligible for DLF financing, an ac=
tivity must be located in one of the less developed friendly countries and
there musi be reasonable prospect that the loan will be repaid. In addit=-
ion the following criteria are taken into account/

a = Whether financing can be obtained in whole or in part from other
free-world sources on reasonable terms, In other words the Fund is to be
regarded as a financing agency of last resort, It is administered so as
not to compete with private investment capital, the Export-Tmport Bank or
the International Bank for Reconstruction and Development, although in
certain cases it can co~operate with other sources in financing develop-
ment undertakings,

b = The economic and technical soundness of the activity proposed to
be financed.

¢ = The contribution of the activity to the development of economic
resources or to the increase of productive capacity. Thus basic develop=-
ment activities such as power, transportation, communication facilities,
irrigation, reclamation and drainage are eligible for financing from DLF.
On the other hand service industries or those which produce less essential
goods will generally have low prioritye Activities which lay a base for,
or eventually make possible, productive private investment as well as
Jjoint ventures between private American investors and local private inves—
tors are particularly favoured,

When DLF was established in 1957 it was endowed with considerable latit-
ude as to the terms and conditions of the loans, In particular it was au=
thorized to make loans payable in local currency. The Act for Interna-
tional Development of 1961, while maintaining the essential features of
the Fund as well as the criteria for its operations, introduced an impor-
tant amendment, namely; loans are to be payable as to principal ana in=
terest in United States dollars,

Third ¢ Technical Assistance defined by MS Act of 1954 as " programs
for the international interchange of technical knowledge and skills desi-
gned to contribute primarily to the balanced and integrated development
of the economic resources and productive capacities of economically under-
developed arease Such activities shall be limited to economic,engineering,

(1) DLF : Washington 25 DeCe, February 1960,
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medical, educational, labor agriculiural, foresiry, fishery , mineralg

and fiscal surveys, demonstration, training and similar projects that ser=
ve the purpose of prometing the develecpment of economic resourcesgproducs
tive capacities, and trade of economically underdeveloped areas, and tra=
ining in public administration.® Assistance shall be made available only

where the nation being assisteds

o 1 necessary information concerning such programme and
gives the programme full publicitye

b = sccks to the maximum extent possible full co=ordination and inte-
gration of +technical co-operation programmes being carried on in that na=
tion,

4 = endeavours to make effective use of the resulis of the programmee

e = co=operates with other nations participating in the programmes in
the mutual exchange of technical knowledge and skillse

Funds made available under this programme may be expended to furnish
assistance in the form of equipment or commodities only where necessary
for instruction or demonsiration purpcsese :

Fourth : Special Assistance, Funds available under this tifle are
uged on such terms and conditions as appropriate to maintain or promote
political or eccnomic stabilitye Specizl Assisbance may be furnished oz
a grant or loan basis; and on a project or programme basise Preference is
given to projects or programmes that will clearly contribuite to promoting
health, education, sanination, land resettlement, including schools,lib=
raries founded or sponsored by Ue.S. citizens, demonstration centres for
ideas and practices of UeSe, hospitals designed to serve as cenires for
medical treatment, education, and research founded or sponsored by U.Se
citizense 7

6o In addition to the shove-mentioned types of aid the Act for Inter-
national Development of 1961 sets forth the followings

Development Granits, The President of UoSe is authorized to furnish

assistance on such terms and conditions as he may determine in order %o
promote the economic development of less developed friendly countries and
areas, with emphasis upon assisbing the development of human resources.

In so doing, the President shall take into accounts

a = Whether the activity gives reascnable promise of contributing o
the development of sducational or other institutions and programmes dir=
ected toward social progress,
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Institutions 8 The secretary of State is authorized to provide for
assistance to schoolsy, libraries, and community centres abroad, founded
or sponsored by citizers of the U.S., and serving as demonstration cent=
res for methods and practices employed in the United States.

B) Fulbright programmes carried out under Fulbright amendment to the
surplus Property Act of 1944, According to this amendment the Secre-
tary of State is authorized to enter into agreements with any foreign
government for the use of local currencies held or available for expends
iture by the United States for the purpose of

a « financing studies, research, instruction, and other educational
activities of or for American citizens in schools and institutions of
higher learning located in such foreign country, or of the citizens of
such foreign country in American schools and institutions of higher learne
ing located outside the continental United States, Hawaii, Alaska, Puerto
Rico, and the Virgin Islands, including payment: for transportation, tui=
tion, maintenance, and other expenses incident to scholastic activities.

b = furnishing transportation for citizens of such foreign country
who desire tc attend American schools and institutions of higher learning
in the continental United States, Hawai, Alaska, Puerto Rico, and the
Virgin Islands,

8o Aid in the form of surplus agricultural commodities plays a major
role in the American system of aid. Such aid is provided under the Agri-
cultural Trade Development and Assistance Act of 1954, as amended ( Pub-
lic Law 480, 83 d. Congress ), It consists of four types ¢

a = Aid under Title I of PL 480 which provides for the gale of sure
plus agricult commodities, against local currenciese, The purposes for
which sales proceeds may be used are laid down in section 104 of PL 480,
They cover a very wide range such as ¢ to develop new mekets for UeS. °
agricultural commodities, to purchase strategic materials, to pay U.Se.
obligations abroad, to acquire sites and buildings for U.S. Government
use, to promote balanced economic development of the recipient country,
to promote multilateral trade .... etce

b = Aid under Title II of PL 480 which provides for famine relief
and other assistance, The President of U.Se. is authorized to transfer on
a grant basis surplus agricultural commodities to any nation friendly
to the UoS. in order to meet famine or other urgent or extraordinary
relief requirements of such nation, and to friendly but needy populations
without regard to the friendliness of their government.

¢ = Aid under Title III of PL 480 which provides, among other things,
for the donation of food commodities to nonprofit voluntary agencies for
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medical, educational, laberg agriculiural, forestry, fishery , mineral,
and fiscal surveys, demonstration, training and similar projects that ser-
ve the purpose of promoting the develcpment of economic resourcesgproduc=
tive capacities, and trade of economically underdeveloped areas, and ira=
ining in public administraticn.” Assistance shall be made available oaly
where the nation being assisteds

2 = provides all necessary information concerning such programme and
gives the programme full publicitye

b = sceks to the maximum extent possible full co=ordination and inte-
gration of technical co-operation programmes being carried on in that na=
tione

d = endeavours to make effective use of the results of the programme,

e = co-operates with other nations participating in the programmes in
the mutual exchange of technical knowledge and skills,

Funds made available under this programme may be expended to furnish
assistance in the form of equipment or commodities only where necessary
for instruction or demonsiration purpcses. '

Fourth 3 Special Assistance., Funds available under this title are
used on such terms and conditions as appropriate to maintain or promote
political or eccnomic stability, Special Assisiance may be furnished on
a grant or loan basis, and on & project or programme basise Preference is
given to projects or programmes that will clearly contribute to promoting
health, education, sanination, land resettlement, including schoolsylib=-
raries founded or sponsored by Ue.S. citizens, demonstration centres for
ideas and practices of UeSe, hospitals designed to serve as cenires for
medical treatment, education, and research founded or sponsored by U.S.
citizense ’

6o In addition to the above-mentioned types of aid the Act for Inter-
national Development of 1961 sets forth the followings

Development Grantse The President of UsSe is authorized to furnish
assistance on such terms and conditions as he may determine in order io
promote the economic development of less developed friendly countries and
areas, with emphasis upon assisting the development of human resourcess
In so doing, the President shall take into accounts !

a = Whether the activity gives reasonable promise of contributinz o
the development of =2ducational or other institutions and programmes i
ected toward social progress,
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b = the consistency of the activity with, and its relationship to,
other development activities being undertaken or planned, and its contribe
ution to realizable long=term objectives,

¢ = the economic and technical soundness of the activity to be fina-
nced,

d = the possible adverse effects upon U.S, economy

e = the desirability of safeguarding the international balance of
payments position of U.S,

In countries and areas which are in the earlier stages of economic
development o programmes of development of education and human resources
Gthrough such means as technical co-operation shall be emphasized, and the
furnishing of capital facilities for purposes other than the development
of education and human resources shall be given a lower priority until
the requisite knowledge and skills have been developede

Second ¢ Investment Guarantees ¢ In order to facilitate and increase
the participation of private enterprise in furthering the development of
the economic resources and productive capacities of less developed coun
tries and areas, the President of U.S, is authorized to issue guarantees
in connection with projects, including expansion, modernization, or deve
lopment of existing enterprises, Such guarantees may be issued to U.S.
citizens, or corporations, partnerships, or other associations created
under the lLaws of the United States and substantially beneficially owned
by UsS. citizens, as well as'’any wholly=owned foreign subsidiary of any
such corporation~assuring protection in whole or in part against any or
all of the following risks 3

a = inability to convert into UsS. dollars other currencies, or cre=
dits in such currencies, received as earnings or profits from the approve
ed project, as repayment or return of +the investment therein, or as come
pensation for the sale or disposition of all or any part thereof,

b = loss of investment, in whole or in part, in the approved project
due to expropriation or confiscation by action of a foreign government.

¢ = loss due to war, revolution, or insurrection,

No guarantee shall exceed the dollar value, as of the date of the
investment, of the investment made in the project with the approval of
the President plus actual earnings or profits on said investment to the
extent provided by such guarantee, nor shall any guarantee extend be-
yond twenty years from date of issuances



