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Abstract

The paper examines the origin of international aid and its
evolution over time. It explores that although aid existed in
different forms, it officially began after the World War Il and has
become truly institutionalized since then. The paper then discusses
in detail various forms and objectives that aid was supposed to
accomplish. It explores that during the last more than six decades,
aid has considerably evolved and has been utilized to achieve
multifaceted objectives including economic growth, improving and
building physical infrastructure and reducing extreme poverty in
underdeveloped countries. The paper concludes by highlighting the
current trends in international aid and depicts a relatively
contemporary scenario of the aid and development industry.
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Introduction: What is foreign aid?
Chenery and Strout define aid in simple and brief words as the inflow
of external resources.' By making a differentiation between aid and
foreign capital inflow, Rosentein-Rodan is of the view that
international economic assistance or aid refers only to that part of
capital inflow which normal market incentives do not provide.” In the
words of Morgenthau, aid is “the transfer of money, goods and
services from one nation to another”” However, Morgenthau’s
definition seems vague because transfer of resources such as export
credits, foreign direct investments (FDIs) or commercial bank loans
from developed to developing countries are normally referred to as
‘flows’.* White defines aid as:
“Any transfer of resources from rich countries to poor countries
which the former choose to call “aid”, i.e. any transfer the
effectiveness of which is publicly assessed, though perhaps
hypocritically assessed, in terms of the benefit to the recipient”.5

White’s notion of aid is different in the sense that aid is actually ‘aid’
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only if it is effective and that its effectiveness and success has been
assessed and that it has tangibly contributed to some aspects of
development in the recipient country. If aid has not shown successful
results of bringing reasonable progress, it cannot be called aid.’

McKinlay and Little define aid as concessional finance
designated explicitly for development purposes. They add that by
making the provision of concessional capital and resources to
countries in need to increment their foreign exchange holdings and
domestic savings, these consequently accelerate investment and
thereby speed up the pace of the development process.” According to
Mosley, “aid is money transferred on concessional terms by the
governments of rich countries to the governments of poor
countries”.® Cassen and Associates are of the view that aid is a
“transfer of resources on concessional terms- that is, more generous
or ‘softer’ than loans obtainable in the world’s capital markets”.”

Degnbol-Martinussen and Engberg-Pederson define aid,
especially technical assistance, as the transfer of knowledge and
skills which can influence the development process by enhancing the
skills and qualifications of the labour force and manpower.'”
Technical cooperation or technical assistance also includes education
or training at home or abroad for developing or recipient country
individuals and for teachers, administrators, technical experts,
doctors, engineers and other staff working in different departments
and ministries.''

One of the most comprehensive definitions of foreign
assistance or Overseas Development Assistance (ODA) is that of the
Development Assistance Committee (DAC) of the Organisation for
Economic Cooperation and Development according to which, aid
includes grants or loans to developing countries and territories which
are: (i) undertaken by the official sector of the donor country, (ii)
with promotion of economic development and welfare in the
recipient country as the main objective, and (iii) at concessional
financial terms that it must have a grant element of at least 25
percent.'> In addition to these financial flows, technical co-operation
is included in ODA, while grants, loans and credits for military
purposes are excluded, regardless of their concessionality. It is clear
from most of these definitions that one of the fundamental objectives
of aid is progress and development in recipient countries.

Aid, its origin and historical background

Browne has appropriately asserted that no single event can be
attributed to be the cause and stimulus behind the inception of foreign
aid. Various processes led to the commencement of the era of
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international aid.”” Keenleyside claims that the history of
international aid is as old as the history of interrelationship between
organized human communities. The author categorizes conquests
along with trade and personal relationships in the ancient past also to
be different forms of assistance as these contributed to the spread of
new techniques and knowledge in different forms either to the victors
or the conquered. “As far back as the ninth century A.D. there is the
record of a King of Moravia having asked the Emperor Michael for
the help of a comprehensive technical-assistance mission”.'* Other
initiatives like those spearheaded by the British and French Colonial
authorities such as the Colonial Development and Welfare Fund and
the Colonial Development Corporation, according to the same
author, are different forms of economic assistance in recent history.
Hjertholm and White have traced the roots of bilateral foreign
assistance in two events that occurred in the 19" century in the US
overseas aid."”> One is the 1812 Act for the Relief of the people of
Venezuela and the other deals with the supply of the surplus US food
to international markets in 1896. The same authors also state that the
1929 Colonial Development Act was an important step in the British
bilateral aid history which sanctioned loans and grants for
development, mostly physical infrastructure, to its colonies.'®

Rist puts the origin of international cooperation during the
era of League of Nations when China, being the member of the
organization, appealed to the international community for capital and
technical assistance in its effort of modernization. This demand was
met under the aegis of the League and China was provided with the
knowledge and expertise it needed. He further elaborates that the
collaboration extended to education, transport and the organization of
rural cooperatives. From the year 1929 to 1941, the League provided
China with thirty experts in the fields which it had asked for."”

Most writers and historians of development and
development studies trace back the history of foreign aid to the
epoch-making speech of the United States President Truman and his
Point Four Program. The Preside stated in his historic inaugural
address that “we must embark on a bold new program for making the
benefits of our scientific advances and industrial progress available
for the improvement and growth of underdeveloped areas”.'® It was
during this period that for the first time a clear attention was drawn to
the progress and development of the ‘backward’ and
‘underdeveloped’ countries. Rist argues that for the first time the
term ‘underdeveloped’ was used as a synonym for ‘economically
backward’ regions."”
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To sum it up, the period after the Second World War and the Point
Four program led to the birth of foreign aid in its modern form. There
is no doubt that the League had provided some support to China but
it was limited to specific fields and was not on a broader scale. The
League had no agenda to devise a mechanism or strategy to cope
with wide-spread poverty in remote areas of the globe. In the words
of Keenleyside:
“In spite of these varied and useful activities the League obviously
failed to develop an over-all, well-defined and coherent attitude
towards the world-wide and basic problems of hunger, ignorance
and disease” >

However, before President Truman’s Point Four program, in his
Harvard speech in June 1947, the US Secretary of State, General
George Marshall had elaborated a long and detailed program for the
reconstruction of the war-ravaged Europe. Under this Plan, named
after the US Secretary of State as Marshall Plan, the US provided
USS$ 13 billion assistance to Europe. The Marshall Plan was
undoubtedly a huge success and put the war-ravaged European
economy on the right track. Therien and Lloyd claim that “aid to the
Third World has its intellectual and political roots in the Marshall
Plan and from the very beginning gave rise to boundless optimism™.*'
Hjertholm and White affirm this view that the success of the
Marshall Plan “provided the impetus for turning focus to the
problems of the developing world”.*

Evolution of aid and dominant trends and strategies over time

As discussed earlier, foreign aid was started to assist economically
backward nations of the Third World stand on their own feet and
reach the status of self-sufficiency. It was aimed at bringing
improvement in the lives of the suffering humanity across the globe
and raising their living standards. As the Pearson Commission
commented that the purpose of international aid was to reduce
disparities and remove inequalities “so that the world will not
become more and more starkly divided between the haves and have-
nots, the privileged and the less privileged”.”

To this end, various international organisations like the
Bretton Woods Institutions (BWIs) which include the World Bank
(WB) Group with its regional branches comprising the Inter-
American Development Bank (1960), the African Development
Bank (1964) and Asian Development Bank (1966) and International
Monetary Fund (IMF) were created. In 1956, the Bank founded
International Finance Corporation (IFC) and in 1960 International
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Development Association (IDA), whose major tasks were, in the
words of Rist, “to make loans at better than market rates to the
poorest countries”.** Also, the United Nations (UN) and its various
specialised agencies were created. Browne asserts that most of these
new UN agencies were established for addressing specific areas of
development and humanitarian concerns.”” Along with all these
multilateral aid organisations, there are various ministries and
organisations at the country level which are specified for aid
allocation to different countries for different purposes.”® For example,
to name a few, the United States Agency for International
Development (USAID), Australian Agency for International
Development (AusAID), New Zealand Agency for International
Development (NZAID), Department for International Development
(DFID), UK, Swedish International Development Co-operation
Agency (SIDA), Japan International Cooperation Agency (JICA) and
many other such organisations deal with various kinds of aid to
different countries for different objectives. Over the last six decades,
various changes have taken place in the mode of aid delivery
mechanisms. Most important forms of foreign aid have been
development assistance and emergency relief; state and voluntary
aid; financial, technical and commodity assistance including food
aid; assistance in the form of grants and loans; bilateral and
multilateral aid and programme and project aid.>’ The rest of the
paper explores these different trends in foreign aid.

Foreign Aid in the 1950s

Economic growth was one of the basic tenets of development
theories during this period which gave birth to concepts such as ‘big
push’ and ‘take off into self-sustained growth’.*® Gross National
Product (GNP) growth was considered to be the objective and
measure of progress and development. Industrialisation was deemed
as a key instrument of growth which would create employment
opportunities, increase demand for raw material thus providing an
impetus to other productive sectors to enhance their production and
supply manufactured goods to agriculture.*’

One of the key rationales for foreign aid in this period was
the transfer of capital investment and technical assistance to newly
independent countries to enable them in achieving sufficient
economic growth and savings rate. Aid was considered essential to
fill the gaps in the macro-economy of developing countries and
provide a much needed surplus capital for economic progress.* It
was proposed in the works of the economists like Rostow’' and
Lewis™ that the developing countries needed capital, investment and
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savings to maximise their economic growth and achieve the status of
self-sustainability following the same path of progress and
development followed before them by the Western industrialised
nations. Lack of capital and investment was considered to be one of
the causes of the underdevelopment and foreign investment and aid
were thought to fill this gap and deficiency and would eventually
alleviate poverty and achieve economic development.”

Besides these overt objectives, there is also considerable
research which illustrates that aid from donor countries was
motivated by commercial, political, ideological and strategic
interests.’* During the second half of the 1950s, for the first time the
Union of Soviet Socialist Republics (USSR) emerged as a major aid
donor mainly to the domestic communists parties in developing
countries.” Thus, foreign aid was an explicit motive and stimulus to
win the allegiance of newly independent countries. One of the major
covert objectives of foreign aid was the containment of the expansion
of communism. In the words of Hancock:

“In the view of Washington policy-makers there was a grave

danger that - left to their devices - the emergent states might fall

under communist domination...aid quickly came to be seen as the

means of achieving this political end”. 36

Aid in the 1960s

In the early 1960s, Japan, West Germany, the Netherlands and
Scandinavian countries also entered the arena of international aid as
significant donors.”” The USSR also expanded it aid programs from
its own sphere of communist states to Egypt, Indonesia, India, Cuba,
Afghanistan and Yemen.”® During the later years of the 1950s and
the beginning of the 1960s, various African colonies of Britain and
France won independence thus leading to the expansion of aid
programs. Another significant feature of this decade is the famous
ODA target of 0.7 per cent of GNP, accepted by a majority of DAC
donors but implemented by only few.”

To a large extent, most trends and strategies of the previous
decade were pursued during this period as well. For example, in the
1960s economic progress still focused on GNP growth.* According
to the same author, employment was considered next to GNP growth
as an objective to be achieved through capital transfer and investment
to create more opportunities. Leading donors including the US, Great
Britain, France and West Germany followed seemingly
straightforward model of giving capital and technical assistance.
Most of these plans comprised of the establishment and improvement
of physical infrastructure projects such as roads, ports,
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telecommunication, dams and other forms of energy schemes. The
expectation from such development interventions was that the fruits
of modern technological and organisational advancement would
trickle down to the lower segments of the population.*'

However, it was during the same decade that there started to
be increasing disillusionment, as the proposed aid strategies had not
benefited major sections of the society. The expected trickle down
effects appeared not to have reached to a large portion of population.
The poorest 40-60 percent made very small gains despite the overall
economic growth at the national levels.” Even the Pearson
Commission Report (1969) asserted that the low correlation between
aid and growth corroborated the fact that much aid was given and
utilised inadequately. While criticising the overall ineffectiveness of
aid in poverty alleviation, Dichter has remarked that “may be trickle-
down works, and may be it does not, but how can we let people wait?
They have basic needs and these have to be met”.*

Foreign assistance in the 1970s

According to Degnbol-Martinussen and Engberg-Pederson,* the
dominant aid strategy in this decade was in the form of integrated
rural development projects. These involved not only central
administrations, line ministries and state enterprises but also engaged
district and local administrations. These district and local
administrations comprised of agriculture, health and education
departments. Civil society organisations and non-governmental
organisation (NGOs) also appeared on the development scene. The
aim was to reach to the large parts of the local economy and fulfil the
basic needs of local population. The basic needs strategy was
particularly advocated by the International Labour Organisation
(ILO) in the 1970s.** These basic services entailed adequate food,
shelter, clothing, safe drinking water, sanitation, health and
educational services. Agriculture also received significant attention
during this period. The allocation of substantial aid to agriculture
sector played a key role in the increased production in this area. The
Pearson report (1969) asserts that foreign assistance helped a great
deal in financing Green Revolution by supplying farm machinery,
fertilizers, and pumps for irrigation, pesticides and better quality of
seeds.

Thorbecke claims that during this decade, for the first time
the focus of foreign aid was shifted from investment projects in
power, transport and telecommunication towards agriculture, rural
development and social services including housing, education and
health.** The ILO launched its World Employment Programme in
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1969 to raise the living standards in the backward regions through
increased employment opportunities. With the involvement of NGOs
and civil society organisations, the focus was shifted to the
participation of the poor and poverty alleviation.

Hjertholm and White state that both multilateral donors
including the WB and bilateral donors such as the US and UK
focussed their aid on poverty alleviation. McNamara, the then
President of the WB declared that the main focus of development
policies should be to eliminate absolute poverty .*" The same author
writes that poverty at that time meant inability to access basic needs
and services and the strategy of foreign aid was to provide basic
services of food, health and education to those who lacked these
services. Thus it is evident that a major shift took place in the
development aid during this decade. There were multiple objectives
to be accomplished through foreign assistance. It was no longer
focused merely on economic growth and GNP. It incorporated
various issues and goals such as “increased technical assistance,
poverty reduction, education, policies focused on reducing the gender
gap, bringing environmental considerations into the mainstream of
economic policies etc”.*®

Another major shift in this decade was rise in multilateral aid
and the emergence of new donors on the foreign aid scenario.
Regarding rising multilateralism in aid, Hattori claims that the 1970s
witnessed a substantial rise in the portion of aid extended by
multilateral organisations such as the World Bank, from under 10
percent in the late 1960s to 30 percent of all ODA extended by
member countries of the OECD by 1975.* New donors including
some oil-rich Arab states and Organisation of Petroleum Exporting
Countries (OPEC) also gave huge aid during the first oil shock of
1974.° The same author further elaborates that in 1978 the OPEC aid
accounted for 30 percent worldwide. Browne also claims that during
the decade of the 1970s OPEC aid was equivalent to one quarter of
the total assistance from the OECD countries. A positive aspect of
this aid was that most of it was untied.”’

Trends and strategies in foreign aid in the 1980s

The 1980s witnessed a vast debt crisis and substantial internal and
external financial disequilibrium in most developing countries in
Africa, Asia and Latin America. These increasing balance-of-
payments and budget deficits along with higher interest rates
challenged the very survival of the international financial system and
converted the 1980s into the “lost development decade”.’* Thus, the
development strategy of the previous decade which laid emphasis on
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the fulfilment of basic needs and services was replaced by an
adjustment strategy. To diagnose these macro-economic problems
and resume the process of development and poverty alleviation, the
Bretton Woods institutions took initiatives to restructure the
economic policies of developing countries, specially focussed on
stabilisation of policies and structural adjustment programs (SAPs).”
These programmes of the IMF and WB are termed Washington
Consensus and it entails that “they know what is best for recipient
countries, that they have got hold of the sacred truth”**

Developing countries had to implement and fulfil certain
conditions that is why the era is dubbed as the era of conditionality.
Structural adjustment was the process according to which the WB
and the IMF gave loans to underdeveloped countries on specific
conditions to be implemented in their economies.”® These conditions
were planned and devised by these institutions and were
implemented under their auspices. These programs usually contained
measures including privatisation of state-owned enterprises,
liberalisation of trade and economy, improving the price system by
removing distortions/subsidies, improving the efficiency and the
profitability of public enterprises, devaluation of the domestic
currency, reductions in government expenditures and increases in
taxes.”

During this period, for the first time it was realised that in
order to get economic assistance and loans from multilateral and
bilateral organisations, developing countries had to undergo some
structural and policy changes. In the words of Thorbecke, to revive
the journey of development “the third world had to put its house in
order and implement painful stabilisation and structural adjustment
policies”.”’ It became the norm of the day and most forms of aid in
the 1980s were associated with the conditions described above.
Adelman points out that it was the era of neo-liberalism which
perceived that “government is the problem rather than solution to the
underdevelopment”.®® Anderson remarks that during the adjustment
era the recipient governments had a little say in the economic and
social policies and the principal decision-makers were the WB and
the IMF. By means of liberalisation and minimising role of the
governments, aid was directly channelled through private sector,
through direct investment in private business and NGOs.”

The emergence of private sector along with civil society
organisations and NGOs was an important trend of the 1980s. With
the implementation of SAPs which sought a minimal role for the
state in the market economy, the private sector became a significant
constituency for aid. During these years and later, substantial aid was
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channelled through private sector. Much of this support was directed
towards the small- and medium-sized enterprises like vocational
training and credit programs.”’ These writers argue that aid was given
to the private sector because it was perceived that enhanced
efficiency and growth in the private sector would also benefit the
majority through more employment opportunities and better quality
of goods and services.

However, initiatives launched to amend and reform
economies in aid-receiving countries did not achieve the intended
objectives. These conditionalities were imposed in a narrow
financially-oriented framework and the real objectives of economic
progress such as poverty reduction, equal distribution of resources
and more health, education and employment opportunities were
neglected.”” The SAPs initiatives like trade liberalisation,
privatisation and cuts in public expenditures aggravated conditions
for the poor in most developing countries. Khan claims that in most
Aisan countries the impacts of SAPs and privatisation of the state-
owned enterprises have been negative in terms of growth and
unemployemnt. He is of the view that during this period, a reduction
in growth, a rise in unemployment and an increase in the incidence of
poverty was witnessed. In the context of African countries, Kanbur
claims that aid conditionality also failed there.** Adelman is of the
view that during this period most developing countries experienced
“rampant inflation, capital flight, low investment rates, drastic
declines in living standards and substantial increases in urban and

rural poverty”.*®

Foreign aid in the 1990s

In the fourth decade of its life, foreign assistance was on the decline.
Randel and German observe that aid from OECD donors accounted
just for an average of 0.3 percent of their GNP, its lowest level in 20
years.®* Mehrotra states that aid fell “from a high of 0.6 per cent of
GNP in 1961 to 0.37 in 1980, dropping further to 0.31 over 1988-89
and to a low of 0.24 in 1999”.°* Edgren has remarked that “after four
decades of development co-operation, a syndrome of aid dependency
has emerged as a development problem of its own”.*® Different
authors enumerate different causes for this declining trend in foreign
aid, termed as ‘aid fatigue’.

One of the main reasons behind reduction in the volume of
aid was the end of the Cold War as there was no longer geo-political
rationale for aid after the threat of communism was over. ®’ The
example of the sole super-power in the post-Cold War era is
sufficient to clarify this situation. The US was the most important and
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generous donor in the 1960s giving 60 percent of total OECD aid but
its total share accounted for merely 13 percent in the 1990s.%®

Hopkins has enumerated various other reasons besides the
Cold War for the declining trend in foreign aid. These include
globalisation that weakened the traditional donor-recipient colonial
sort of dependency relationship, increasing budget pressure in
developed countries and disillusionment due to ineffectiveness of aid
and increasing criticism on the role of aid in achieving its objectives.

Against this declining trend in aid, most donors and aid
organisations included various issues to be targeted and new
objectives to be accomplished through their aid.* Singh claims that
conditionality increased further in the 1990s when economic reforms
of the Washington Consensus were coupled with political
conditionalities and reforms.”” These new themes included
democratisation, human rights, control of corruption, misuse of
power and authority, good governance, rule of the law, press freedom
and capacity building. "' Van Rooy asserts that ideas like civil society
and democratisation attracted considerable aid funds.”” Various
studies indicate that the priority agenda of most bilateral donors and
aid agencies in the decade of the 1990s was democratization and
good governance.” After the end of the Cold War, strategic and
security interests of major bilateral donors diminished so now the
focus was on these new issues.

It was felt that one of the primary objectives of foreign aid
should be to strengthen institutions in developing countries. James
argues that developed and industrialised countries are in the position
of commanding the direction of global affairs because they
established and flourished their educational, industrial and economic
capacities.”* Degnbol-Martinussen is of the view that discourse on
governance changed considerably during the 1990s.” Due to internal
conflicts and civil strife, some states broke down and some were on
the verge of collapse. There was increasing demand for institution
and capacity building of these states to reach down to citizens in
providing services and improving human welfare. It can be summed
up that it was an important but slightly discouraging decade for the
international aid industry. In most cases donors pursued their own
politico-strategic and commercial interests while allocating aid and
ignored issues like human rights, transparency, accountability, good
governance and democracy in recipient countries.”

A New Aid Paradigm: New trends and issues in foreign

assistance
In the mid-1990s and towards the end of the 20™ century, there were
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increasing incidents of internal wars, conflicts and insecurity
situations in various states which prompted the international
community to act in time to resolve these issues. Hopkins claims that
from about 10 wars ongoing during the 1945-55, there were nearly
50 wars in the 1990s, mostly internal and with catastrophic death
rates.”” The search for a new aid paradigm took place in such
international political environment characterised by conflicts and
insecurity due to destabilisation and inability of the state to provide
basic services to its citizens. It was once again realised that reduction
in poverty and inequality must be a goal for aid as these are the
causes of crime, violence, social strife and conflict.”®

The new aid agenda, paradigm or architecture, as it is
commonly referred to, has some distinguishing features that make it
different from the old aid paradigm. Firstly, the new aid paradigm
focuses on poverty reduction as the most important goal of
development. Most donors, aid agencies and NGOs prioritised
poverty reduction as their top agenda.” Cox and Healey claim that
poverty reduction is the sole overarching goal of donors like
Australia, Canada, Denmark, Ireland, Luxemburg, Netherlands,
Norway, Spain, Sweden, UK, the UNDP and the WB.% Regarding
the role of the WB in the new aid paradigm, Pender is of the view
that a shift and retreat was witnessed in the outlook of the Bank from
its classic free market economy to “a new focus of development
policy - poverty and the poorest”.*' Mosley claims that even IMF
changed substantially from its original position and involved at
micro-level issues like “public enterprise pricing, tax and tariff
policy, the composition of public expenditure, and latterly even anti-
poverty strategy”.*?

Another significant feature of the new aid architecture is its
focus and emphasis on the International Development Targets (IDTs)
set up by governments at various UN international conferences and
summits in the 1990s* and the Millennium Development Goals
(MDGs) at the UN Millennium Declaration.*® These targets and
gaols include halving extreme poverty, achieving universal primary
education both for girls and boys, reducing infant and maternal
mortality and gender equity and empowerment of women. Most of
these goals are interrelated and the main focus is poverty reduction.
Thus, although aid has taken various forms over the last six decades;
one of main objectives is still the same: to reduce extreme poverty
and enable people in developing countries to meet their basic needs.

Conclusion
This paper has analysed various facets of foreign aid by tracing its
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historical roots and evolution during the last more than sixty years. It
has elaborated that how aid has evolved over time and with the
passage of time new actors came in the game and dominated the
scene. Initiated as a temporary dose to cure and heal the wounds and
scars of the World War I, aid passed from infancy like a living
organism and grew into a complex and mature being with the
passage of time. With each phase of its life, new constituencies were
added to its domain and high expectations were associated. Although
there is still enormous poverty in the world, there is no doubt that aid
has played a significant role and contribution in bringing
improvements in the lives of poor communities in number countries.
Also, developed countries need to do more for poverty alleviation
and provide more and more aid in a better way for eradication of
global poverty.
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