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LETTERS OF TRANSl\llTTAL 

,J{on. J. W. FULBRIGHT, 

UNITED STATES SENATE, 
J'!Lne 24, 1986. 

Oh.aiJrman, Oommittee on Foreign Relatil:Jns, 
Washington, D.O. . 

DEAR 1v1R. CHAIR~HN: Lust year I asked the Library of Congress to 
examine the subject of forei~ 11id with particular emphasis on issues 
which have crystallized durrng the past few years. The Legislative 
Reference Service of the Library has now submitted a report to me 
entitled "Some Important Issues in Foreign .Aid" which I believe 
should be made available to Members of the Senate and to the public 
in the fo= of a committee print. 

There are some suggestions made in this study with which I do not 
agree. Nevertheless, it is most provocative and should be of !?'eat 
help not only to the Congress but to the administration in developmg a 
program which will be more in the national interest. I believe also 
that the study will give the .American people a better understanding 
of the complexity of some of the problems involved in an effective 
foreign aid program. 

AJs you and members of the committee know, it has been my 
judgment in the pust that the .American system of free enterprise 
provides the best fra.mework by which developing mttions can create 
the greatest wealth in the shortest period of time for the greatest 
number of their people. Properly administered foreign aid can assist 
this process. This study makes that point in these words: 

"The cost of economic development in the underdeveloped countries 
is so great that, in terms of sheer volume alone, the task cannot be 
accomplished without a large expansion in the movement of"capital: 
and human resources via the private initiative route. .Almost every­
one agrees that private initiative in foreign aid is essential but, thus. 
far, little has been accomplished toward stimulating it to assume a 
leadership role." 

I take this opportunity to e.'press my sincere a::epreciation to Dr. 
Howard S. Piquet and his coworkers at the Legislative Reference 
Service, l\1Ir. Elden E. Billings, Dr. Ernest Lent, and Mrs. Kay 
vVahner, for their contributions ro this report. 

Sincerely yours, 
Bou.R.KE B. HIOXENLOOPER, 

U.S. Senator. 
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IV LETTERS OF TRA!.'l"SM!TTAL 

THE LIBRARY OF CONGRESS, 
Wa.shingt;on, D.O., March 30, 1966. 

Senator BOURKE B. HrcKENLOOPER, 
U.8. Senate, Washington, D.O. 

DEAR SENATOR JlIORJilN.t.OOPER: I take pleasll!e in enclosing our 
report "Some Important Issues in. Foreign Aicl," m response to your 
request for a "think piece" ·Oll· -the subject. It ho.s been prepu.red 
under the direction of Dr. How!\.l'd S. Piquet, our senior specinlist in 
:i:o.ternational economics. He has kept in touch with Mr. George A. 
Pn;vlik, of your st11ff, and told him several weeks ago that the repoi:t 
would be ready for submission to you by the end of this moneh. · 

Yours sincerely, · 
LESTER S. JAYSON, DirecfJ:Jr. 



It'OREWORD 

This report has been prepare& in response to a request by Senator 
Hickenloopex for a "think piece" on foreign aid. It does not purport 
to be a eomprehensive, or systematic, review o:f existing foreign nid 
programs, and no attempt has been made to catalog all the arguments, 
criticisms, and proposals of witnesses before committees of Congress, 
of Members of Congress themselves, of various committees and groups 
that have been commissioned to study foreign aid, or of the academic 
community. 

The number of books, reports, and monographs th11t have been 
written on foreign uid is so great that to make a comprehensive study 
and review o:f them would require the services of a staff of eirperts 
over a long period of time, as well as concentrated investigation 
in the field. 

The purpose of this report is to ll.llalyze certain key questions 
relative to the strengths and weaknesses of existing foreign aid pro­
grams, and to present arguments for and against their continuance. 

Att.ention is given to the five major policy issues concerning which 
the Committee on Foreign Relations asked for advice in its October 
1965 "Memorandum for the Use of Individuals and Organizations 
.A:ssisting the Oommi ttee on Foreign Relations in Its Review o:f Certain 
Fundamental Policies Underlying U.S. Foreign Aid Programs.'' 

The author wishes to thank Nl:r. Elden E. Billings, Dr. Ernest 
Lent, and wfrs. Kay Wahner for their nssistanoo in preparing this 
report. 
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SOME IMPORTANT ISSUES IN FOREIGN AID 

I. fuTRODUCTION 

Attitudes tow11rd foreign aid range ·all the way from unqualified 
opposition .to mtu;i-lly .unquii\ified sup.port. These :wide divergences 
exist notwtthsmndmg mcr!llislng /ublic understandmg of •the world 
setting, which has been (iominate by a "revolution a_f rising expecta­
tions" ·on the pro:t of 1.5 billion people ih Asia, Africa., and Latin 
America, and by persistent effoxts.on the part of. Communist countries 
to capitalize on this um·est through relentless drives to submerge the 
West. . 

Tlie·peoples of Asia, Africa-, and:'Latin· Americ;i;-most of whom ha,ve 
never enjoyed better than i:t minimum of subsistence-have.awakened: 
to the p'ossibility of improving their lot hi life. Since the close of 
World War II they llJ1ve been in- ferment, asserting their national 
identities and seeking economic development. · ' 

Tlie Soviet Umon and Communist •China, thpugh qua1Teling with 
each other, have as an: objective the enlargement of their power :in ·all' 
areas where resistance is weak, especially <in those underdeveloped 
countries w'here there is widespread ·poverty. The meuns for accom­
plishing their objective range from open military uttack to internal 
subversion of many kinds. 

0p:inion in the United States is close to unanimous th11t there must 
be no relaxing of the free world's military preparedness efforts. There 
is a divergence of views, however, ns to the forms the.t the military 
effort shollld take-whether maj_or emphasis shollld be on American 
forces, or on Allied forces helped by Amerienn aid. 

American observers in the field have been enthusiastic in their praise 
for the performance of the nationnl troops of certain countries xeceiving 
large amounts of American military assistance; notably, Korea and 
Formosa. A Ko~an soldier, it has been pointed out, is just as efficient 
as l1ll American soldier, but the cost of maintaining him is small 
compared' with what it would cost to maintain an American soldier at 
the same post. 'l'he overridirrg truth is that what holds the 0ommu­
nists :in check is not the existence of even strong national forces in such 
countries, but rather the knowledge that there is sufficient American 
military force in being to retaliate promptly and etl'ectivelyin the event 
0£ Communist military attack anywhere. . 

The author of this report does not feel technically competent to deal 
With purely military questions. One does not have to be a military 
expert, ·however, to observe that military power displayed within the 
borders of another nation can never be more than tempora.rily popular. 
Sooner or later the presence 9f foreign troops will lead to resentment. 
To the extent that it is necessary, politically, to maintain military 
forces in a foreign country, such resentment :is a price that must be 
paid. When the militnry objective itself ceases to be oleai', however, 
the psychological advuntuges and disadvantages become bhu-i:ed. 

1, 
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This might oome to be the situation, some day, in West Germany 
because of the presence there of a large nmnber of foreign troops. 

In Vietnam, however, where land :fighting is now heavy, the military 
consider!l.tions are so overpowering that psyehologicnl and economic 
questions are relegated to a secondary posit10n. 

On the economic side there is a wide divergence of views regarding 
the policies that should be pursued. Some, who are most strongly 
opposed to foreign aid in principle, believe the United States should 
concentrate on its o\vn military and economic strength. On the 
military side they would have the country rely upon its own strength, 
emphasizing the Strategic Air Corrunand and the development of 
missiles and other advanced we!l.pons. They stress the importance 
of economic growth in the United States and advocate policies de­
signed to bring about a large measure of economic self-sufficiency. 
This rather extreme view results from a conviction that the concept 
of an economic and military "Fortress America" is feasible. There is 
little opposition to aiding foreign victims of fire, flood, earthquake, 
and other nationul disasters, however, because aid of this type is 
justified on purely humanitarian gronnds. Foreigp. aid, according to 
this view, is conceived of as charity and should not be extended 
beyond the scope of relief. 

Less extreme, but more numerous, are those who oppose foreign 
aid, but who view it as a necessary, but temporary, phenomenon. 
,Since they believe the concept "Fortress America" is unten11ble, they 
hope to strengthen foreign countries to a point at which they will be 
able to defend themselves. They hope that, after a reasonable time, 
countries now receiving economic aid will become able to stand on 
their own feet and no longer need direct assistance from the United 
States. 

Those who would rely principally on home-bnsed American military 
power 11re also critical of economic developmental aid. Although 
they are not opposed to voluntary private capital investment, they 
are critical of the·grants o:f large amounts of capital to foreign govern­
ments for industrialization purposes. They point to the danger of 
rapid population growth ns a major obstacle to economic aevelopment, 
ru:id are convinced that there a.re not enough qualified Americans 
available to administer a large number of foreign aid programs. 
They a.re not necessa1ily opposed, however, to the expansion of sueh 
lending institutions as the International Bank for Reconstruction and 
Development and the !nternationa.l Finance Corporation which, for 
the most part, operate according to gensrnlly accepted business 
standards. 

They anticipate that foreign aid can soon be terminated, or at 
least greatly curtailed, as the recipient countiies become self-supporting. 
They see little reason, therefore, for abandoning the present practice 
of extending aid on a year-to-year, or at least on a Congress-to-Con­
gress, basis. 

At the opposite extreme are those who support developmental 
foreign aid but believe it will be needed for an almost indefinite futm·e. 
They believe it is no longer possible for weaker countries to maintain 
their independence without assist11nce from their sta:onger free world 
partners. They emphasize the determination of the Communist 
countries to dominate the world and would expand the dictum ''United 
we stand; divided we foll" to the entire free world community. 
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Altbough supporters of foreign 11id appear to agree that the justifi­
cation for such e."\-penditure is that it maintains the security, aud en­
hances the ntttional interest. of the United States, thei:e is not always 
agreement as to the meaning of the terms used. What is the n11tional 
h1terest of the United States, and does it depend upon military assist­
a11ce alone, or upon economic assistanee as well? If it depends upon 
both, what should the proportion be between the two'? 

To those focusing primarily on the short run, national interest seems 
to mean the counterhig of inlmediate military threats. To them, aid 
that cannot be justified on this basis is humanitarian only and a 
luxury. 

To those focusing on the longer run, the self-mterest of the United 
States and a broad humo,nitarillJl outlook seem to converge. In the 
long run, they believe, it is in the self-interest of the United States to 
support independence and the self-determination of peoples every­
where: The position of the United States is more secure, it is main­
tmned, in a world of free nations thim in a world dominu,ted by to­
talitari!Ln dictatorships. The concept can be clarified b;y comparing 
the countries of the :free world community at the present tnne with the 
Unit<id States, historicaJlv. The Federal Government of the United 
States has not expected the border States· and the sea coast St11tes to 
bear the cost of defense against foreign invasion. Smee mvasion is a 
common danger to every State the common defense is paid for out of 
common tt:tXes which, hi turn, are based on ability to pay, regardless 
of State lines. 

The reasoning is shililar in the lield of economic responsibility. The 
Govex·nment of the United States, it is pointed out, has not hesitated 
to spend some of the tax revenues collected from the more prosperous 
States in less prosperous States. · 

'I'he United St11tes, however, is a sovereign nation, whereas today's 
free world is not a sovereign entity, but 11 community of sovereign 
st11tes h11ving vital common interests. The common interest in mili­
tary securHy is not too dillicult to define; the common economic inter­
est is not as clear. 'I'hose who believe that the free world community 
must stand united against the comruon enemy of Communist aggres­
sion, 11nd nJ.so build 11 world stable enough to "'i.thstand other, as yet 
unforeseen, threats believe that economic foreign aid and milit1ny 
defense 11re but different aspects of the same problem. Some defenders 
of foreign aid would say thn,t wisely 11dministered foreign aid could 
go far toward making unnecessary, not only the actual use of military 
power, but also the necessity of spending ever-increo..sing sums to 
maintain it. According to this view, foreign aid is likely to be of long 
dur11tion. 

~'hich of these views is eorreet is a µ:rntter for decision by .the Nation 
as a whole. Two things, however, are clear, The -first 1s that the 
United St;a,tes must meet the threat of Communist inlperialism; the 
second is that it must work to;vo,rd stable economic relationships in 
the free world to provide a beneficial clmmte for both the needs of the 
growin_g American economy and the economies of the underdeveloped 
countnes. 

Notwithstanding the billions of dollars that have been given to 
underdeveloped countries in the form of aid, the gap between livhig 
levels in the poorer and the richer countries contmues to be wide, and 
is becoming wider. Per capita incomes in the poorer 57 nations, ac-
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counting for over 80 percent of the world's population, range between 
several hundred dollars in Latin America and $50 to $60 in some of 
the more populous countries of Asia and the Far East, compared ·with 
well over $2,500 in the United States. The ro,te of savings in bhe 
poorer countries is low, accounting on the average for less th11n 5 -per­
cent of nationu.l income, compared with 15 percent in the United 
States. In the poorer countlies ea.pital is scarce, education is imi.de­
quate, and illitel·aey is hi?.h. 

Since the inclusion of ' point four" in President Truman's inaugu­
ration address in. J!1Iluary 1949, and particularly following the Korean 
war, attention has shifted morn and more toward the developing 
countries of Asia, Africa, and Lu.tin America. The Marshall Pfau 
had been highly successful and it was assumed that it would be equully 
·successful in the unchin-ted field of economic development. We are 
:finally coming to appreciate that economic development is far more 
complicated tb.11.n was the rehabilitation of the mature econOJnies of 
Western Europe. 

The pl'oblem of stimulating economic development-in, the backwa.rd 
countries has not been subjected to the cm'eful attention and detailed 
studies that were made of economic assistance to Europe before the 
United States embarked upon the 11ai:shall Pfon in 1947-48. More 
or less unconsciously, we backed -into aid for economic development 
in the underdeveloped countries. The ECA simply expnnded its 
operu.tions into the Far Eastern countries in 1949 and 1950 on much 
the same nssumptions on which Euro:eean econolnic recovery was 
based. Fo.r Easte:rn aid began as a senes of responses to particula.l" 
ciises and it was not until development progra.ms had been established 
that studies began to appear on the purposes tmd possibilities of 
econolnic aid to the less developed countries. 

The less developed countdes are in political. and eoonolnic ferment, 
and both the United States and the-Soviet Union regard some of them 
as :important battlefields in the struggle between Western type 
freedom Jllld Soviet type dictatorship. What is unclear is the1·elation­
ship between U.S. foreign aid and the spread and maintenance of 
democrney in those cotmtries. In some quarters there is a disposition 
to assume that economic development will lead automatically to the 
spread of democracy of the U.S. variety. In consequence, whenever a 
country to which we have been giving a.id does not s~und by our. side 
in the struggle against communism, there is a temptation to blame 
that fact on foreign aid, or at least to call for the termination of aid 
as an ineffective weapon a,gainst communism. 

Notwithst[l,ndin!? these difficulties, there appe!ll"S to be general 
ugTeement that U.S. foreign aid can be of gre11>t :importance in certain 
situations. U.S. aid can help make economic development more 
likely to succeed in countries where there is an effective and moderate 
government that is determined to remain independent of Oo=unist 
domination and to speed up its own development. However, thore is 
always a risk that governments that fail at econolnic development, 
and which :impose heavy burdens on their people, may be displaced 
by e:s:tremists who are likely to draw their countlies into the Com-
munist orbit, or to submit to authoritarian rule. · 
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II. BACKGROUND AND MAGNITUDE OF Am 

Present U.S. foreign aid programs have their origin in the lend-lease 
philosophy of World War II, the small loan that was made to China 
in 1938, u.nd the limited assistance given to certrun Latin American 
countries in the e11rly 1940's. The philosophy on which they are 
basea is quite different from th11t which prevailed after World War I. 

A1; th11t time inter-governmental foreign aid took the form of 
interest-bertring loans to our allies. 1 Germany defaulted on her 
reparations payments to them,,and most 6f tlre Allies, in consequence, 
defaulted on their indebtedness to the United States, whereupon in 
1931 President Hoover proclaimed a war debt "moratorium" which 
was tantamourrt to wiping the loans off the books. 

In contrast, the lend-lease program, which was initiated in 1941, was 
based on the philosophy that .the ~1;1anciul and economic ~spects of 
war cannot ·be sepu.rated from its lllllitary aspects. It provided for a 
common pool of both the economic and inilitary sinews of war. The 
mu~erii:iJ.s needed for wupng w~ were to be mud~ avai!-i:ble among the 
Allies m accordurrce with therr needs and their ubility to supply. 
There was to be repuyment after the war, but it was to be in the form 
of unexpended war material and ,other goods und services, ru,ther than 
in foreign exchange. · 

While the war was still being waged an internationnl organization 
known us UNRRA (United Nations Relief and Rehu.bilitation Ad­
ministration) was established, under which more thu.n $3 billion of 
raw muterials, food, feedstuffs, clothing, and truttiles were mad'e uvail­
able as relief, primarily to liberated countries tliat .did not have the 
financiul means to purcliase them. 

In 1944 an International Eankfor Reconstruction and Development 
was established to help solv(;l the problems of postwar economic recon­
struction. After the cessat~on of hostilities in 1945, it became evident 
that additional means would be needed to rehabilitate Western 
EtITope from the physicfil d11mage suffered dufeig the war. In 1947 
Secret!1ry of State Marshull called· upon Europe to specify what, as 
a group, they needed in the way of raw materifils and equipment to 
make their economies viuble, and conimitted the United Sto.tes to 
consider their needs sympo.thetically. In April 1948 the U.S. Con­
gress en11cted the Foreign Assistance Act, providing for a European 
recovery ,progrum (:which came to be known, popularly, as tbe Mar-­
shall Plan) for the economic reconstrl[ctio~ of Western Europe. 

Under it, ,the United Stutes was to make o.vailable approximately 
$5 billion a year to the Organization for European Economic Coopere..­
tion (OEEC) which, in turn, apportioned the proceeds umong the, 17. 
cooperuting countries. · 

Had it not been for the outbreak of the Korean war in '1950 the­
European recovery program probably could have been terminated 
long before 1952, the date planned. Notwithstanding the Korean 
war, the nu,tional incomes of the cooperatlng Europeo.n countries were 
considerably ,higher by 1952 than hud been anticipated. 

The bulk of the foreign aid granted by the United States between. 
the close of World War II and 1951 was for purposes of economic 
reconstruction-mostly in Western Europe, Japan, and Korea. 

11n a.dd1t1on, subst::i.ntial quantities or food were given to foreign peoples, Inrg:cly undcrprivote auspices,. 
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i\Jfoanwhile, in 1948, the United States came to the assistance of 
Greece and Turkey, which were threatened by Communist aggression. 
Then came the Korean inv!ISion, and with it transformation of the aid 
program into one primarily of military assistance. Fifty-six percent 
of ull aid funds made available between 1952 and 1959 was for military 
assistance. Since 1960, howe>er, aid for economic purposes has been 
inc:rensing relative to military assistance, and in 1964 accounted for 59 
percent of the total (Table 1). 

TABLE 1.-llfilitary and economfo aid, UM8-64 

Por!Dd E<-Onomlc I Military Total 

(Billions of dollars) 

l!M!NL •..••••••••• -----------··-·-···-·····--·-···-···· 10. 6 I. 0 ll.S 1952-59 •••• ___________________________________________ 16.4 20 9 37 3 

l960~L ••••••••• - •• ···-·-·-··········---.,-··------------ 11 6 7. 3 lg 4 
1-~~-1~~~-1-~~~-Totol ••••••• __ ____________ _____ ______ ____ ___ ___ ____ ___ 3S 8 2\l. 7 68. 5 

Pei:oontnge distribution 

1948:-51------------------------....: •••••••••••••• ______________ 91. 6' 8 4 100 
195ll..W........................................................ 44 0 56 0 100 
1960-84 ...... --------~ .. -----~~~---~----~-~-----~-------~~------"- Sil 1 40.3 100 

l-~~-1~~~-~~~~-

T•t•L ... - --------------------·----------·······--·- 56 6 41). 4 100 

Sour<e: AlD <$pDr!3 to Congr=. 

The breakdown int-0 military and economic categories is not a 
clean-cut one, however. Following 1950 a lurge part of the foreign 
o.id labeled "economic" had a strong military complexion. Included 
was money spent to bolster the economies of countries to whom we 
were gnu1ting military aid. For example, -of the $3.1 billion of foreign 
aid funds appropriated for foreign aid in 195.~1 • over $1.8 billion was 
for direct military ll$istance, while $0.8 billion was for "defense 
supJlOrt," le11.ving only $0.5 billion for "nonmilitary" aid. Over the 
pa.st 20 yeaa:s tlie United States has appropriated more than $115 
billion for foreign aidl. more than half of it for militury and "defense 
support" purposes. lil the 1950's, after the 'Pressures of the cold 
war eu.sed, greater stress lVas placed upon aid for economic develop­
ment Even then, foreign aid requests from Congress continued to be 
justified primarily on political rather than economic ~ounds. 

In 1961 President' Kennedy emphasized econormc development, 
particularly in his :first foreign aid message ·to Congress and in his 
subsequent address before the United Nations. In that year economic 
aid in the form of development assistance 11lld grants for technical 
cooperation accounted for slightly less than 25 percent of all foreign 
aid. Since then, development assistance hns accounted for an increas­
ing share of the totu,l until, in :fiscal 1964, it accounted for about 4'5 
percent of total' commitments. Of the $3.5 billion committed in that 
yem: military assistance accollllted for $1.2 billion (34 percent) and 
economic assistance in the form of development loans and technical 
cooperation for $1.6 billion (45.7 percent). Commitments for eco­
nomic support of countries receiving military assistance (mostly 
Vietnam), together with the contingency fund, contributions to 

l 
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international organizations, schools, hospitals, and adrniuisti:ative 
expenses accounted for the remaining $0.7 billion Development loans, 
as such (including the .Alliance for Progress), totaled $1.3 billion, or 
37 percent, of all foreign aid commitments). 

The bulk of U.S. military assistance prior to 1951 went to Europe. 
Since 1951 most of it hns gone to countries on the periphery of the 
Communist bloc, in the Fur East, the Nea.r East, and South Asia. 
l\1ilitary assist>!W.ce to Europe declined from $0.8 billion in 1960 to 
$0.3 billion in 1964 (Table 2). 

TADLE 2.-Mililary asswance, by area, 1948-64 
(fn billions) 

Ar.a 19!8--59 l 96CHl4 

TotoL ........................... _______________________ S!ll.S $9. 9 

Noor East and South U1a .. -----------------------------------
t.atm Allleric.a ... ~ - ---- __ ,,. .... ··-........................ --------------- - - --FM East _______________________________ .. _._ .. _ ........ ..._,._~~---·-· 

."-tnca ................••••••.••••••• --------------------------
~~::::::::::=::::::::::::::::::::::::.::::::::::: 
:'N'onre,gion!il. ____________________ ~-----~-----------T __ : _____ _ 

1 $31,00'J,OOO. '$25,00ll,OOO. 'S!!0,000,000. 
Source~ AID reports to Congress 

B I 
.2 

49 
(1) 

.J2.9 
('} 

.8 

TABLE 3.-Eomwmic assistance, by area, 191,S-8.i;. 

!In bill10I1S] 

2.2 
.5 

3.8 
.l 

2.9 

2 

Anin lll.18-iil) 196CHl4 

Total 

S31 7 

5 a. 
.7 

8 7 
2 

IS .. 8 
.1 

1.0 

Total 
1!!48-&l 

Total ••••••••••••••••••••••••• -.-.----·-··-·····---···· $27 2 $11. 2 $08.4 

~ear East and South .Asfn_ _________ ~~--------.:_______________ 4, 2 4.. 2 3 4 
J.atill.America __________ ,. .......... ""' ...... - ... -------------------------- .. 5 2 4 ~ 2 9 
Far East_,. __ .,_ .. _,. ...... - ...... ------------------------~-----~---- 5.. 9 2.2 8 .. 1 
Africa.. ............ -•• -----------···········------··-···-·····- • 4 1. 2 L5 

~=~ir::::~~::::::::::::::::::::::::::::::::::::::::::::---------!~-~~ ---------~~- ----------~:~~ 
1 Including-Soelal Progress 'I'rust Fund totaling $396,000,.000 in the period 19~. 
~ 1980-$9.5,000,000. 1961-$91,0liO,OOO, 1962-$15,000.000, 1963--$2,000,0001 1964--$2,000~000. 

Source: AID wports t<> Congress. 

Western Europe was the principal recipient of U.S. economic 
assistance during the earlier period. Since 1960 the principa1 re­
cipients have ·been the Near East and South Asia, Latin America, aud 
tlie F11r E11st (Table 3) In the eatlier da.ys of the aid programs most 
economic assistance was in the form of grants. Since 1960 loans and 
2'.rllJlts have been a,bout equal in volume. In all areas except the Far 
'!liast and Africa, loans are now larger than grilnts (Table 4). 

Iri retrospect, and in contJ:ast with foreign aid being provided 
at the present time, the Marshall :Plan was conceptually and a,dminis­
tratively simple. .All that was necessai:y for the economic recon­
struction of Western Europe was the granting of sufficient funds to 
procure food, fuel, fertilizer, and capital equipment that were in short 
supply. '.l'he recipients of aid were fundamentally similm- to ourselves 
in terms .of social and legal institutions and economic organization. 
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Once the economic means be<mme available, the Europeans did the rest. 
Physical production was soon restored and the European economies 
became viable. Sin.ce 1952, indeed, Europe has become so prosperous 
that many .Americ11n business firms are concerned over European 
com:eetition not only within Europe, but in the United Stutes itself 
and m other parts of the world. 

Furthermore, although it is difficult to know when, and where, 
to give it, the actual supplying of military assistance is not a very 
complex :eroeess. It consists primurily of supplying tanks, trucks, 
jeeps, military advisers, and training. The transition from economic 
aid given under the l\iiarshall Pfo.n to milita,ry aid provided for under 
successive military assistance programs, therefore, was not a very 
difficult one. 

However, assistance for the development of economically tlllder­
developed countries, which accounts for almost half of today's foreign 
aid, is much more complex than either the l\ifo,rshall plan or the military 
assistance programs. 

TABLE 4.-Bc<momic azsistance, by area and by type, 1948-84 

[In billions] 

1\MS-59 19illl-M Total 1948-M 

Loans Grants Lo!lllS Grants Lon.ns Grants 

Total ..................................... $3.5 $23.7 ~3 $5.S ~.8 $29.2 

Near Ee.stand South Asia ____ l 0 3.2 3.0 1.2 4 0 44 
Latin .Amonca_ ........................... .l .4 1.4 .5 1 s 9 
Far EQSt __ .............................. 4 •• .2 1 9 .6 7.5 
Africa .................................. .1 .2 .5 7 6 .9 
Ocean:ia_ __ ________ --- ___ ------ ------------ ______ ........ __ ------------ ........ ________ ____ ............ -- ...... 
NO!ln?gU)nlll-------------.......... ------------ 1.1 ------------ 1.1 ............ ------ 22 

Sour.co; AID .reports to Congress. 

Although it is easy for Congress and the public to decide to transfer 
funds from military assistance to eeonomie development, it is not 
easy to implement the decision, for it involves conceptual and theoreti­
cal difficulties that were not even dreamed of under the earlier pro­
grams. Only now are we coming to realize that economic develop­
ment is a highly comple.-.:: concept and that its accomplishment is not 
a simple function of the·amounts of money spent. 

If economic development were simply n matter of appropriating 
funds there would be refatively IittJe to worry about. All that would 
be necessary would be to appropriate ever larger sums of money, with 
the simple faith that if two aspirin tablets can cure a. headache a 
whole bottle of them will cure any and ull ills. 

Instances h11ve been cited where economic development assistance 
would be more effective if the funds available were actually s:runller, 
rather than greater. Availability of funds is only one factor in the 
complicated process of economic development. Sociological, psycho­
logicnl, ethical, moral, and even religious considerations are involved. 
To understand fully the process of economic development one would 
need to know the details of economic history in all of theb: ramifica­
tions. He would need to be economist, technician, sociologist, and 
psychologist all rolled into one.. A number of technicians and engi-
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neers who have returned from the field have seen many of their fondest 
hopes dashed to the ground because too much emphasis was placed on 
science\, technology,, a:ud engineering and not enough on people 11nd 
social institutions. 

Revival of the economies of \i\Testern Europe was relatively simple, 
compared with what we are now trying to do with respect to economic 
development in the b11ckwmd countries. Europe had a wealth of 
trained workers Md experienced managers, as well as imaginative 
entrepreneul's. All that Bad to be done was to provide them with the 
tools to enable them to do the job. European civilization and .Ameri­
can civilization are basicoJly similnr; law and order and emphaSis on 
the rights of the individual lie at the base of both. . 

Economic development of the backward countries, in strong con­
trast, must stm with the building of school systems; with the creation 
of governments and new social and economic stl:uctures, and v;ith 
changinli: deep-seated attitu<,les of millions of people, These ·are the 
prerequisites that must be relllized. before economic progress cnn get 
started, For this reason, the Marshnll Plan does not provide a 
pattern that can be followed in extending aid to the less-developed 
countries. 

Current "economic" assistance can be broken down into three broad 
,co,tegories, as follows: 

L AJ;tproximately $370 million is for supporting assistance and $50 
million for the contingency fund. 'l'hese two· kinds of assistance nre 
used primarily in countries where security considerations predominate . 
.Alinost 90 percent of all supporting assist11nce is for use in Vietnam, 
Laos, Korea, and Jordan. 'l'hese figures are considerably lower than 
in earlier years. In 1960 over $1 billion was used for this purpose. 
Supporting assistance has bel'jn terminated in 13 countries, where 
sufficient progress has been made toward stability to enable the United 
States to convert its aid from temporai;y support ·to long-term economic 
development. · 

2. Aid fo;r economic dtvelopmrmt, in the form of development loans 
and grunts for teclmical assistance, now app:rrox:imates $1.7 billion a 
year. In 26 countries economic' ussista.nce has been terminated. 
The latest, and one of the most not!1ble, examples is the Repuhijc of 
China (Tniwa.n) whei:e assistance from the United States ended in 
1965. Over the past decade the gross n.!1tional· product of Tmwan 
has incrensed 45 percent, wbil'e industrial output and exports have 
tripled. Administrators of foreign aiff use Taiwan as an outstanding 
example of what foreign i:cid can accoQJ.plish. · 

s: Contributions to international organizations, such as the United 
Nations Special Fund, the United Nations Ohildren's Fund, and the 
Indus Basin: Development Fund, account for another $155 million. 
ln addition, $65 million h11s been appropriated for adm.inistrativ;e !llld 

. miscellu.neous expenses. -
Broadly spenking, countries receiving !lid may be divided into 

two broad groups, the "strategic" and the "nonstrategic" countries. 
'l'he strategic countries are those to which we are extending aid 

because of U.S. militarj bases on their soil and bemmse heavj military 
burdens are considered necessary to resist military pressure from 
Communist countries. At the present time. there are- at let1St seven 
such COt~ntries-:-=-Korea, Formosa, Vietn11m, Laos, Paltj?t~ •. Turkey, 
and Sp~. Smee the Niarshill plan c~e to an·ena m 1952 the 

£5-626-66--3 
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United States has extended eeonomi.c aid, in one form or another, to 
almost 100 countr·ies. Of the more than $33 billion that has been 
approprin.ted for this purpose, almost one-third has gone to these 
countries, in addition to substantial d.D:ect military assistance. 

Generally speaking, our assistance to the strategic countries has 
caused littJe in the way of genuine economic development. Becn.\lSe 
the waste an<l. corruption that has been uncovered has been principally 
in these countries, the public and Congress h11ve expressed serious 
misgiving regarding foreign aid to them. 

I:ri 'these countries economic and military coDsiderations are closely 
intertwined n.nd our objectives m them u.re dual. They are primarily 
military, but they are supplemented by such economic assista.nce 11S 
is necessary to make military assistance fensible. Certain projects 
that would be of great importance ·from a strictly economic develop­
mental point of view have h!1d to be shelved, from time to time, in 
favor of projects that are essential to meet urgent military require­
ments. There are some who maintain that we have been prone to 
abandon longrun economic developmental objectives in these countries 
too easily. 

Some of the 0th.er countries (nonstrategic) to which economic 
developmental assista.nce is being given, notably in Latin America, 
have been politically independent for generations. In some of them 
ate found the greatest extremes between wealth !llld poverty. Their 
sociu.l patterns are jealously guarded against change largely because 
of tlie self-interests of powerfully entrenched groups. Other countries, 
partichlarly ii:- Asia.~d Africa, are ne1".ly independen~ but are.plagued. 
by poverty, disease, lgilOl'llJlce, 1111d socrnJ. and econorwc backwardness. 
At the same time, they are conscious of the great wealth and better 
living conditions in the more highly developed countries and are 
pressing hard for improvement under what has come to be known as. 
the ":revo1ution of rising e:icpectations." Many of these countries are 
charactetjzed by •emotionally charged nationalism, by resentment 
against .the United States,, and by impati~nc~ w~th the slowness of. 
economic grqwth. Most of them.lack the mst1tut10nal structure, the 
experience, the personnel, and even, the state of mind necessary to 
operate as a modern economy. 

The Communist countries miss few opportunities to generate 
friction, to compound misunderstanding, and to disrupt constructive 
efforts to solve pressing problems in these countries. They are 
targets for their programs of subversion, economic warfare, propa­
ganda, 11Ild intimidation. 

ill. 0!JJECTIVES AND AccoMJ?LISifiUENTS oF Am 

The objectives of foreign aid, which n;re multiple and complex, ·are 
not always consistent with each other and, with respect to individual 
countries, are sometimes vague and timeless. Generally speaking, our 
foreign aid programs appear to be based on three broad principles; 
namely, (1) thn.t foreign aid' is extended primarily to counter com­
·munism, (2) thnt the United Stutes is committed to long-range pro­
grams for economic development in the 'less-developed countries, and 
(3) that aid should be confined to nations that try to help themselves. 
Expenditures f~r fore~n ·tJid ~. supposed to achieve democracy, 
freedom, and higher ·levels of living m the underdeveloped world. 
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Furthermore, it is presumed thnt foreign aid will promote the broad 
aims of U.S. foreign policy. 

The objectives of foreign aid, as stated in section 102 of the Foreign 
.Assistance .Act of 1961, as amended, ure: 

1. To help assure peace in a worldwide atmosphere of freedom; 
2. To continue to provide assistance by aiding the peoples of 

less-developed friendly countries to develop their resources, to 
improve their living stmidards, to realize their asQirations for 
justice, education, dignity, and respect as individual humun 
beings, and to establish responsible governments; 

3. To demonstrate that economic growth and political de­
mocracy can go hand in hand, thereby reducing world tensions 
and insecurity; 

4. To eucom·age the development of free economic institutions 
and productive capabilities and to minimize barriers to the flow of 
private investment c1ipital; 

5. To support increased economic cooperation and trade mnon" 
countries, freedom of the press, information, and religion, an~ 
freedom for all persons to travel Md pursue their lawful activities 
without discrimination as to race or i·eligion; 

6. To support these principles in our relations with countries 
friendly to the United States, but which are in controversy with 
each other, in such wa;vs as to promote adjudication of the issues 
involved. by means of mternational law procedures; 

7. To make nssistance available, upon request, essential to the 
crentiou. of an environment in which the energies of the people of 
the world cun be devoted t-0 constructive purposes, free of pressure 
und erosion by the adversaries of freedom; 

8. To complement assistance b7 furnishing, under any other 
act, surplus n.,,"l'icultw·al commodities and excess property; 

9. To reaffirm the conviction of Congress that the peace of the 
world and the security of the United States are endangered as 
long as international oommunism continues to attempt to bring 
under Commm1ist domination peoples now free and independent, 
and to keep under domination peoples once free but now subject 
to sucli dominntion; 

10. To continue to make availnble to other free countries 
the assist1111ce necessary to help them maintain their freedom; 

11. 'l'o ·continue to cooperate with regional organizations o[ 
free peoples for mutual assistance, such as NATO, OECD, and 
the EEC. 

12. To urge all other countries that are able to contribute to• 
join in a coJlllllon undertaking to meet the goals herein stated. 

~1ilitary assistance :is retained in the law. lo. the '.Far East em­
phasis continues to be on military and supporting assistance, to he],p. 
threa.tened c0untries defend themselves against 'Communist aggres­
sion 11nd subversion. Even in this 1·egion, however, efforts ar~ oon­
tinuing to shift from security support to .economic development 
wherever possible. · 

Several years ago the Le2:islative Reference Service examined the 
Presidential mess<tges and 'ilie testimony before committees of Con­
gress by leading administration v;i.tnesses, made 1ifter 1950, in. con-
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neetion with foreign aid legislation.1 It found that five major a..rgu­
ments have been advanced, with rather consistent frequency and 
~ri}f:hnsis, in support of fon;ign aid. It is asserted that foreign a,id 

l. Help build a strong free world allio,nee whloh is essential 
to U.S. security. 

2. Help U.S. allies build adequate defenses without imperiling 
their basic economy. 

3. Provide a .more eeonomic11l defense for the United States 
in terms of money and manpower. 

4. Help deter Soviet aggr.ession and to meet it more effec­
tively if deterrence should fail. 

5. Help raise living standards in the less-developed areas and 
thus make Communist claims Jess attr11ctive. 

In addition, the survey disclosed 10 other mgmnents in support of 
foreign aid. According to them the purposes of foreign aid are to: 

1. Help insure continued access to vital ra.w Il'.l.ll.terials; 
2. Help ma.intu.in strength for a long-term struggle with the 

Soviet bloo · 
3. Rnise llving standa.rds in the I.ass-developed nreas and thus 

help lay the foundation for a wodd of prosperity, political freedom, 
and internu.tidnal cooperation; 

4. Help build self-sustaining economies, including the defense 
establishment, in allied countries; 

5. Help provide the United States with military bases at 
strategic points around the world; 

6. Speed up European defenses to meet the then-immediate 
crisis (mostly 1951-'53); 

7. Help develop a favorable attitude toward the United States, 
especially in Asia and the Middle EMt (mostly 1951-53); 

8. Help stimulate increased American private investment in 
underdeveloped !!J'eu.s; 

9. Help increase American exports and develop mo.rkets for 
future exports in the underdeveloped areas; and 

10. Help provide employment for hlllldred.s of thousands of 
.Americans (mostly 1958). 

In 1957 a. study submitted by the Center of International Studies 
of the lvfassachusetts Institute of Technology to the Special Sena.to 
Committee To Study the Forei,,on Aid Program stated that America.n 
foreign policy "must meet the following twofold test": 2 

First, it must prevent any diminution of relative' U.S. military strollj'.lth which 
might encourage.a potentiaLhosttle power to conclude either that it nught win " 
big. Wiil', or that it could threaten or force us into degenerative step-by-~tep ap­
peasement and isolation. Further, U.S. policy must minimize the likelihood of 
war by miscalcu!fttion; and it must give us the capability to win a war, should one 
be forced on -u.~, on,politically advruitagoous terms. 

Second, our sfJ:ategy must notrequiro us, in order to preserve a stable balance of 
power, to sustain & posture corrosive of om centml values, procedures, and insti­
tutions. We must avoid the dilemma of being forced, for the sake of survival, to 
stunt our vitality as a frw society. 

1 "US Foreign Aid! lts Pur])(h._"CS, ScoPQ, .Ad.tnutist;rati-on nnd Related Inlorma.hon/' 86th Cong, 1s~ 
ress. It Doc No ll6 Juno 11. 19.59. 

2 Rc'pnnted 1n, 1~he Foreign Aid Program/' printed pursuant to S Res, 35 and 141~ 85th Cong., July 
1057. (]ov~nment Pnnt1ng: 01.llee, Washington, D.C. 
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If the United States could achieve these·.manifold objectives by the 
expenditure of a mere $3 to $4 billion a year, which is less than 4 
percent of the Federal budget, it would be the greatest bargain in 
history. They are so ·diverse and· so inclusive that one's first impres­
sion is· that f?reign 11id is akin to 11 shotg~n that is ·aii_ned at multiple 
targets at fairly long range. If a shot hits a target i_t appears to be. 
the result of accident -rather than of careful aim . 

.Unless .we are clear as to .the purposes of foreign uid, and. unless 
social and political.realities.in the developing countries are taken into 
11ccount, as well ns international relations generally:, it cun hardly be 
expected that the programs will succeed. 

It would appe111· reusonable to bring togethei· these •assorted objec­
tives of foreign aid under the following broad·headings· (1) to eu'hance 
the military secm·i:ty of tbe United: States by stren:gthenin'g those 
foreign countries that are /articul11rly vulnerable- to ·Communist 
attack; (2) to halt the sprea of Communist infiltration; (3) to assist 
economic·developmentin the less-developed' countries; and (4) to dem­
onstrate that democracy, private enterprise, 11nd economic abun­
dance 11re closely ill teriela ted, and that the Americ11n system is prefer­
able to totalitarian dictatorship. These objectives are so broad tho.t 
it is often difficult to judgewhether·anyparticular program is on target. 
Also, they 11re so broad that it is uure11listic to expect th11t they ·can 
be achieved over a short period of time. It is essential that one's 
thinkillg be adjusted from months and years to dec11des and gene1·ations. 

IV. Sm.rn PRODLEM AREAS: THE QUESTIONS STATED 

Solutions to many of the problems that have been Taised regarding 
foreign aid' begin to eme1·ge lifter- the objectives of the programs are 
clarified. An attempt is made herein to bring together some of the 
more importo.nt questions that 11re :frequently asked with respect to 
the purposes of foreign aid and their implementation. Answers to 
the administrative und· orgMizational questions depend; Jor the most 
part, upon answers to more £undo.mental questions regarding philos­
ophy and purpose. 

Perhaps the rnpst ~portan~ que~tion of all is the degre~ to which, 
and the mo.n:ner rn which, foreign 111d should be used as an rnstl·ument 
of U.S. foreign policy. This"question is so centrul, and so important, 
that it needs" to be unswered befo're uttempts are"made to unswer more 
specific questions. After it has been answered, attention can be turned 
to the following questions: 
L Questions untli respect to national security 

1. To what extent are military considerations of oveITiding im­
portl1llce in foreign o.id programs? 

2. To what extent, if at all, is military assistance inconsistent with 
aid for economic development, as such? 

3. How effective is economic assistance as a weapon against the 
inroads of communism? 

4. How are om· foreign aid programs.related to world peace? 
II. Political questions 

1. To what extent should short-run politfoal considerations be 
involved in foreign aid? 
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2. How effective is the utilization of agricultural surpluses as an 
instrument of foreign aid? 

3. To what extent does an "American presence" in foreign countries 
as the donor of aid help, or hurt, the United States? 

4. Should the United Sta.tes insist upon greater performance with 
respect to self-help on the pa.rt of countries receiving aid? 

5. To what extent does governmental aid to the governments of 
the less-developed countries weuken the private sector, relative to 
the public sector, of those economies? 
III. Questions reg1.tTding the economies of forl}ign aid 

L How does "economic development" differ from "economic 
growth"? 

2. Are there instances where our economic development programs 
have been successful? 

3. What are the principal requisites for economic development? 
4. What role does agriculture play in economic development? 
5. Is the.re a worldwide shortage of capital? 
6. What cultural eho.nges need to be made in the less-developed 

countries? 
7. Wh11t structural changes need to be mude in the developed 

countries that are giving aid? 
8. What is the relationship between international trade and eco­

nomic development? 
9. What is the outlook for mineral production in the less-developed 

countries? 
IV. Que8tion8 -rega-rding population growth and economic development 

1. Why is it that the poorer countries are also the most over­
populated countries? 

. 2. Why is it that, throughout hi.story, certain countries have de­
veloped economically, while others have not? 

3. What is the relationship between the "standard" of living, the 
"level" of living, and population growth? 

4. How important is birth control to economic development? 
5. How can we brea.k the vicious circle of poverty-increasing food 

supply-increasing birth rates-increasing population-poverty? _.5'1!. 
V ·Questions regarding private l}nu;rp:rise, administration and finamae 

1. How can the flow of private eapit!l.l from the more--developed to 
the less-developed countries be stimulated? 

2. How can the private technical and institutional skills of the 
developed countries be tapped for purposes of economic development 
in the less-developed countries? 
· 3. To what extent should aid be given on a multila.tera.l basis? 

4. Would longer-than-annua.l congressional authorizations· for 
foreign aid be desirable? 

5. How centrnlized should the administrntion of aid programs be? 
6. Is Congress too greatly concerned over administrative details? 
7. How costly are our foreign a.id programs rell1tive to: 

(a) The Federal budget? 
(b) The balance-of-p11yments deficit? 

8. Are loaDS prefemble to grants? 
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V. FoREIGN Am. AND U.S. FoREIGN PoLICY 

By its very nature, foreign aid is an instrument of foreign policy, 
even though the fact may not be loudly proclaimed. The very act of 
giving, or withholding, aid is a matter of foreign policy. It is a 
foreign activity financed, or assisted, for reasons beyond simple U.S. 
convenience, and it is recognized as such by those-receiving the assist­
ance.. The fact is not altered by any desire to "avoid strings/' b;y; 
basing the receipt of aid on some sort of a "right" to receive it, or by 
efforts to preserve the dignity of recipient countries. As an instru­
ment-of foreign policy, the degree of commitment may vary from very 
little to very much, depending upon the situation and the size· and 
importance of the assistance. 

Official explanations of the purposes of foreign aid emphasize that 
11ssist1mce to other countries is for the purpose of enabling them to 
maintain independence against foreign political domination .and to 
become economically self-supporting. Such objectives, of course, are 
so _general that th~y cun ~nclude f_l large vari.ety of specific obiectives. 

In recent years mcrellStilg official emphasJS has been placed on the 
role of foreign aid as an instrument of .foreign ·poliqy. In his 1965 
testimony before the Senate Foreign Relations Co=ittee Secretary 
of State· Rusk stated that ·the .fundamental re~ons why the United 
States conducts programs of economic o,id is to support the interests 
of the ·United States, -in the broader sense, around the world.1 Earlier 
(1962) Pres~dent Kenne_dy. state_d t_he foreign policy objectives· cle~ly 
when he smd that, "Foreign aid is a method by which ·the Umted 
States maintains a-position of in:fluence and control around the world, 
and sustains a good many countries which would definitely collapse, 
or pass into the· Oom:r;uun'ist bloc.'' 2 

These statements are not necessarily inconsistent with the flood of 
officiol statements stressing the ideulistic and hum11nit11rian motivo,­
tions of the aid prograi;ns. 

As one studies the history of U.S. foreign aid programs,- starting 
with the 11·arshall Plan in 1947, he ·is .impressed by the fact ·that wh(l.t 
sparked foreign aid in the very beginning, and which is still a major 
reason for its continuation, hru;;• been the· Communist challenge to- ~he 
national security of the United States. · ~ 

Figures presented in the administration's "'Summary Presentation" 
to Congress for fiscal 1966 divide all. 11ppropriations for foreign as­
sistance into two categotjes-military and ·economic. The economic 
category is about twice as 'large as tJ:ie military, accounting for 'ap­
proximately two-thirds-of the total. ·However, the :presentation does· 
not clearly state that two-thirds of •the aid is for "economic" pQrposes. 
The classification of all aid as either military or economic obscures 
the fact that part of the aid is extended for political purposes. 

Certain writers have given- the impression that, because some aid is 
given for political purposes, it 'is, by virtue· of that fact, sinister or 
something of which to be o.shamed. For example, Mr. Walter 
Friedenberg, of Scripps-Howo,rd, said' in 1963 that the "one, great 

I Senate Forefgn Relations Committee, henring:s on_ the Foreign Assistance Act o! 1965, p. 5 
2 Speech bofo:re the Economic Club, Ne'v York City, December 1962 
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unmentiona.ble motive of the America.n o,id progrilms: to gain desired 
political ends." He w:rote: 

Normnlly, U..8. officials from the President down sny our aid.is aimed at "assist­
ing other countries to maintain their .national independence and become eco­
nomicnlly self-Eupporting." That's true, but it is so blandly stnted tllilt it tells 
only half the story. Foreign nid, our top policymakers know, is international 
politics. :But they're not supposed to say so aloud. The rationale for the 
hushup: What would be gained here by injecting more i·ealism into the annual 
debate on foreign nid would be lost through the resentment stm:ed ·up in the 
recipient countries.' 

Even those having only 15uperficial familiarity with. history know 
of the political machinations of rule:rs,ttnd statesmen bent on domina­
tion of their neighbors. It does not follow, however, that.all interna­
tional .political activity is associated with such motivation. Eptry 
of the United States into World W.ar II which, in the opinion of·.many, 
was too long delayed in view of the overt acts of Hitler and JVIussolini, 
could hardly be called sinister from aD>y commonsense point of view. 
Yet,. the action' was politieu:lly motivateq. 

Difficulty arises from an b.abituru 'fuzzy use of the terms "policy" 
and "political." According to Webster's Third Ne\v International 
Dictionary-

Poli-01; .means a definite course, o:r method, of action selected * * * 
t-0 .guide and determine present and· fl.l,tu:re decisions; or a specific 
decision, or set of decisions, designed to carry out such a chosen course 
of o.ction. 

Political means of, or pertaining to, government or governmental 
affairs;· or relating to matters of government, as distinguished from 
matters of law. 

Political action is defined as action designed to attain a purpose by 
tb.e use of political J:>Ower, or by activity in-political channels. · 

Thus, any 11ction by, or through, government is political; by defini­
tion. Such action does not have to be sordid, or ·based upon personal 
or n11tional ambition-. · filthough upon occasion. it .may be. 

Policy and political' action may be ejther good or bad, effective or 
ineffective. The fact that it kl "politimJ," in and of itself, is im­
maLeriat It is just as illogical to condemn anything because it .is 
political as it would be to condemn all firearms as hn.rmful beco.use 
murderers use them. An· automo.tic revolver is harmful in the hands 
of a thug, but quite beneficinl in the hands of a.n officer of the law. 

Judgment regarding the purposes of foreign aid ought to be based, 
not on the fact that they m11y be political, buL on their o·wn merits. 
Obviously, Winston Church.ill did not conceive of the 1\1arshall Pfa.n 
as something sinister when he called it "the most unsordid act in 
human history." 

The question on which interest should center is not the futile one 
of whether, or the degree to which, foreign aid programs a.re political 
in nature, but whether the purpose of any action is consistent with the 
longrun objectives of the United States. 

There was no serious European criticism of the Marshall Plan 
because of a:ny suspicion of the shortrun political motives of the 
United Stl\tes. This was because it was abundantly clear that the 
purpose of the plan was to ·facilitate the economic rehabilitation of 
Western Europe. It was hoped, in both Europe and the United 

I C1f.ed m Andrew Tully and AI1lton Brl.tten, 0 Where Pid Your }fQntiy Go? The Fore1gn Aid Story," 
New York, Smon &: Sebnster, lOO:t, p. 189. 
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States, that such rehabilitation would result in: (1) restoration of ~he 
economic viability of Western Europe, which woUld relieve consider­
able pressuxe from the United States, and (2) the ·political integration 
of Western Europe .. In the light of European :history it required. 
little insight to l·each the couclusiory. that a politically and ee:orromic111ly 
integrated Europe would be less likely to breed world- wars tho.n a 
Europe of individual n11tion-states. The prospect of endmg the 
ta-aditi.onaJ o,nimosity between ll)-ance and Germany, alone, was well 
worth the effort that went i'nto the 'formulation ana execution of the 
Ma1'Shall Plan. · · · 

~GJ~iro~~ 

1.. llti'lp o~ unzrt:r:f.~$ :aintdn ~H 

2. lb~~ut. o! E[teeti:>•'ll ~ .. got'&~\. 
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EXPERTS NOT ALWAYS CLEAR 
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etc~ ..... 

Sometimes, even experts· on political affairs are not clear regarding 
their distinctions and differences. Some of the confusion arises from 
personal likes and dislikes, but much of it a1ises from lack of clarity 
regarding the time period over which judgments are mude. With 
most official statements of the longrun objectives of U.S. foreign 
policy there can be no seri'ous disagreement. To disagree with them, 
in fact, would be akin to taking issue with the desirability of the" good" 
and the 'undesirability of the "bad." Who, for instru:ice, ·could 
dfs11gree With such obvious criteria of virtue· ll.S t'iod, fove, mothen, 
and patriotism? Who can take issue with the desirability of world 
peace, worldwide prosperity, the eradication of poverty, a more a;bui:t­
dant life for everyone, economic viability, ru:id healthier world tro,de? 

But, say some, these statements of objectives do not constitute 
"foreign policy." Foreign policy consists of dav-to-day decisions 
leading to iittilinment of something approximating the obviously 
desirable longrU:n goals. 

Both points of view are correct, and both are also in e1Tor, because 
neither makes clear the time period under consideration. Th"e 
.accompanying oversimplified diugr= is intended to make this clearer. 

At the f a:r: left of the dfogra:rrr are fudicated actions and policies 
of the moment, ·while at the extreme right are the longrun objectives 
of foreign policy. In between are intermediate-run actions and 
attitudes th11t m11y, or i:nay not, be consistent ~th the· longrun 
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objectives. Actions and attitudes shown above the horizontal line 
are "pluses," in the sense th11t they are consistent with attuinment 
of the longrun objectives, while below the line are minuses represent­
ing actions and attitudes that are inconsistent with them. 

In the :intermediate time period it seems clear that maintenunce of 
the independence of peoples, effective self-government, maintenance 
of internal law and order, enforcement of justice with emphasis on the 
dignity of the individual, and economic viability accomprmied 'by 
:increased productivity, are all consistent with att11inment of the 
longrun objectives. 

But, what about gifts of food to.hungry peoples in the less-developed 
countries? Are such gifts consistent with attainment of these objec­
tives? Certainly, the avoidtmce of impending famine is obligatory on 
humanitarian grounds. It is not so clear, however, that large gifts of 
food are consistent with them. For, w·hile relieving hunger, they 
might well have the .effect, in certain arens, of retarding indigenous 
food production. Even more se1·ious, and in accordance 'rith the 
principles of population growth, the easy provision of food on a give­
away basis, or even an increase in indigenous food production, can 
result in such rapid increases of population as to negate the benefits of 
the increased food supply. If this happens, there is inconsistency 
between the giveaway food policy and attainment of long-term fo1·eign 
policy objectives. For the same reason, encotll'a~eroent and attnin­
ment of population control, via whatever metnods the :recipient 
countries may choose, is on the plus side of the diagram because it 
makes it possible for levels of living to rise. 

Judgment is most difficult of all with respect to actions and attitudes 
in the very short run because here is where it is essential to hi:tve fore­
sight. In hundreds of day-to-day problems decisions must be ma.de, 
as fur as possible, on the plus side of the·diagrom. Hindsight is better 
than foresight and it is easy to cite instances where foreign policy­
making ofliciJs have made wrong decisions. For example, should the 
regime of "Mr. X" or '':Mr. Y" be supported in a politically highly 
unstnble country? Tb.e essence of genius in fo:rmufatmg foreign policy 
does not lie in stating the faixly obvious long-run objectives, but in 
knowing what to do on a day-to-day basis regarding real people nnd 
real forces in dozens of trouble spots throughout the world. It is easy 
to criticize the·decisionmakers after decisions have been made. It is 
not at llll easy, howeveri to make decisions with crum confidence that 
they will all be on the p us side. 

l\ULI'l'ARY ASSISTANCE FOR POLITICAL PURPOSES 

It is almost impossible to classifiy foreign aid into the three decep­
tivcly neat categories-military, economic, and politici:tl. One illus­
tration of military assistance which is extended primarily for political 
pm~oses is called "Free World Orientation," the purpose of whieh is to 
preclude, or minimize, Communist bloc influence. In the words of 
the Secretary of Defense, "the basic justification common to llll 
progr11ms in the free world orientation category is the need to mani­
fest U.S. interest and prevent a weight~IT of tne scale which would 
upset the delicate balance of certain non ed nations and cause them 
to fall quickly and finally to the Communist side." He also stated 
that "the section labeled 'Free World Orientation' includes countries 
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for whom we are providing military assistu.nce largely for political 
reasons." 1 

The training of military personnel of other countries at American 
schools and installu.tions also hos political overtones. The chairman 
of the House Foreign Affairs Committee, speaking on the floor of the 
House, stated th11t: 

Every critic of foreign aid is •confronted with the.fact that the Armed Forces of 
Brazil threw out the Goulart governmenb and that U.S. military aid was a major 
factor in giving these forces an indoctrination in the principles of democracy and 
a pro-U.S. orientation. Many of these officers were trained in the United States 
under the AID program. They knew that democracy was better than com, 
munlsm.• • 

Also having a political complexion are the "civic act.ion programs" 
which are incJuded under militacy assistance. Such ;pl·ograms involve 
the participation of ·militmy personnel of recipient countries in ~uch 
economic projects !l.S the construction of roads and druns. These 
projects afford civililLn populations visible evidence that their govern­
ments and their military are endeavoring to improve the lot of the 
a,verage citizen. It is anticipated that such programs will help lessen 
vulnerability to the subversive efforts of Communist agents. · 

:Military !(ssistance programs in Latin America and Africa me di­
rected primarily toward internal security and civic action. Nineteen 
CQnntries in J.,atin America and 11 countries in Africa have received 
some military assistance. According to the Secretary of ;Defense, the 
major objective of military assistunce in Lutin America is uto cre1Lte 
political swJ~ility." The:i:e can be .little question but that numerous 
countries are receiving military aid, not because of any direct con­
tribution they might mo,ke to the military defense of the United 
States, or because of their strategic geography, but because there is a 
politicol reason for cultivating the generals and the admi:rnls·in power. 

ECONOMIC ASSISTANCE FOR MILITARY PURPOSES 

Just as it is difficult to draw a clear line between military assistance, 
as such, and military nssistance given for political purposes, so also 
is it difficult to distin~uish between pure economic assistance and 
ecqnomic assistance onented toward military objective.<;. 

Eor example, the purpose of a hydroelectric system is obviously 
economic development. However, if it is a plant, the output of which 
is to be used to power a defense industry complex, it would lllso have a 
military purpose. This would also be the case if the plant, whatever 
its final use, is offered to a government flB part of an agreement under 
which the primary U.S. interest is to a;cquire rights to a military ba.se. 
It might also be intended that construction of the plant should gain 
support for some political objective, or to. :provide a symbol of 
modernis!1J., or to enhance the.prest~e of the rulmg group in the coun­
try. This would be economic nssistance, to be sure, but the more 
important purpose would be political. The plant, itself, might or 
might not contribute significantly to economic development. 

'!'his difficulty of' classification is not a phenomenon unique to 
foreign aid. It is an ncccmnting difficulty that arises in almos(; any 
government or business. A municipality, for example, spends a sum 

l Foreign :Relations Conunltteet hearings on the ForeJgn -~stnnce .Aet or 1005, pp. 45"" -47 ... 
2 Cflng:mssionat Ilet:-Ord~ Aiay 24, 1965, P~ I084(L ~ 1 
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of money for some new fire trucks. 'rhe accom;:iting system includes a 
fire prevention account and a transportation equipment account. 
Should the new fire trucks be charged to the former, or to the latter 
account? 
If it haP.pens to be a small community and purchase of the fire 

trucks represents o, substantial outlay, it might be classified.as neither, 
bJ~t g,s a capital investment to be ·written off, over a period of time, 
as. either a"'l:penses for :fire prevention or as o.utomotive expenses in 
connection with automotive equipment. In any .accounting system 
·decision must be· made whether to chnrge expenditures according, to 
the basis of the obj'ects on which funds are spent, or the functions for 
which the e:t.."]Jenditures are made . 

.Applying this reasoning to the cost •of the hydro~lectric pl!IJlt 
referred to above, the outlay would be for econo:rme ·development, if 
the accounts are set up-on the basis of the oqjects on which ~xpendi­
tures a:r:e made, or !!$ military, or political assistance if tµey are set 
up on a functional basis. 
·It is particularly difficult to disentangl1;1 military assistance, eco­

nomic assistance; 'and political motivation with respect to the 
strategical).y'loeated countries. These countries aJ-e.on the geogra.phi­
cal periphery. of the free world and thei;e is wic)'.espread feeling that-they 
neecl to be strengthened ·OI). all fronts, and held within. the free world 
orbit, sim,ultaneously. It is·in the interest, of the United Sti!otes ·that 
these countries be able to defend themselves, as far as'pos_sible; against 
Communist attack ani;l infiltration. Since they pannot themselves 
afford the necessary defense expenditures, the United States has 
helped them by providing·'them with a combin11tion or ·militaJ:3' hard­
ware, milita.ry training, and direct and indirect :financial assistance. 
In the past, economic assistance served the same purposes as 
military assistance, and in a few of them it still does. Assistance to 
these countries has increasingly been focused on their economic 
developmental- needs while ·expanding their ability to support their 
.own defense. 

Aid officially designnted "supporting assistance" is economic aid 
·that is directly in support of militnry, or political purp,oses. ·Sup­
porting assistance in fiscal 1966 totaled $380 million, before an 
-additional $80 million was requested for southeast .Asia. Another 
$50 million was for the contingency fund which is used to meet urgent 
assistance needs, such as Communist attaok or internal sub:versioq 
which ·:is not foreseen, or cannot be accurately estimated in adv~Qe. 
In the administration's summary presentation for fiscal· 1966 the 
totru for "military and supporting assistance" was $1,688 million, or 
slightly more thrm the items lumped together as "development 
assistance" (development loans, Alliance for P.rogress loans, teehnical 
cooperation, and Alli=ce for Progress technical cooperation-totaling 
$1,667 million). · 

ECONOJ.IIO ASSISTANCE FOR .POLITICAL PUREOSES 

It is not surprising that "economic assistance" should, upon occa­
sion, be used for purposes that are "political," notw:ithstllllding the 
indignation that it causes in -the minds of certain .purists. T·here is 
no necessary implication of wrongdoing, in the sense of misuse of 
public office, beco,use development assistance of some kind by the 
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United States, while fully serving as an instrument of U.S. foreign 
policy, might make it possible for a 11.S. Ambassador to have easier 
acc_ess to a Foreign i\!Ijnister o;r head of state. F?reiliin aid CIJ..Il be :r'' 
valuable ch1mnel for infl.uencmg a country's policy m some wholly 
salut11ry direction, such as more peaceful relations with neighboring 
states. 

Mr. DaVid Bell, the outg,oing administrator of AID, has frankly 
u:dmitted that it is a hope of the udministrn.tion to influence govern­
ments in recipient countries toward more specific rules in their foreign 
relations. In the hearings before the Senate committee he said: 

While I don't know the Egyptin.n story with any det:ltl, I know th!lt it is the 
view of those who have been iesponsible, Seer~tary Rusk, Phil Talbott, and the 

·others, thn.t over the fast several years our AII'l relationship hn.s permitted us to 
work 'IYith Nasser in ways which no international aaenny oould'have accomplished 
fqr us, because it wasn't their particular int<>rost. ft would not be ::m international 
bank's role to seek to influence Nasser in his &ttitude toward Yemen, Saudi Ambia, 
or Isrn.el-1 

The :report of the Clay Committee gives the impression that a n-iim­
ber of short-run decisions with respect to foreign aid have been made 
so hastily that they .JJ.ave not been in line '"ith the long-run foreign 
policy objectives of the United States. On page 8 of its report it is 
stated that: 

Some aid projects.have come into being as gifts to J?IOve our esteem for foreign 
heads of state, hastily devised projects to prevent SoV1et aid, gambles to maintain 
existing governments in power, <leverage for political support, and similar reneons.' 

It·is alleged that Lhe United 'States~Jms used foreign a.iii' as leverage 
·to influence voting w'ithin the 1Jnited Nations. There are some who 
believe we should not use foreign aid as 11 club to demand a vote.fovor­
·able to our side in this or=niz11tion. On the other hand, it might be 

· .asked 'why lit is -not ·perlectly proper for tlie United Stat6"; ivithin 
reason, to· exert 'its influence within the United Nations, since a ·major 
long-run objective of U.S. foreign policy is to build' up a. united front 
;against Communist expllilsionism ·us economically strong, and as 
-politicully unified, as possible. 

'l'.li.e important question is not ivhether foreign aid is used for polit­
icul, military, or economic pmj)oses, or foi· all three, bu~ whether 
day-to-day decisions are consistent with the broad objectives of U.S. 
foreign policy. Supporting a political regime in ·a politicvJly tl.Dstable, 
underdeveloped country can boomerang if the regime happens to 
ktse out. On the· othei: 'hand, if -the regime succeeds and does a good 
job in political and economic development, United States foreign 
'.)?Olicy objectives 'have been served. It has ahvuys been this way in 
-mternational .politics, ·whenever the larger .powers have important 
stakes to gain. J:t goes w1'thout saying that -it is to be hoped tho.t the 
actions of. U:S. foreign policymaking officials Will be consistent with 
high moi'iil and ethical standards. 

W. :\'{:11.TroNAL S'EcuRITY AND OoMl\IUNi:SM 

The-most significant·single motivation of U.S. foreign aid p1·ograr:ns 
hns ·been defense of the n!.1.tional security against Communist B.."<Jlfill­
·si?nism. :Approximately 80 percent of all aid funps have gone .to 
· l S~ellaie committee hef.lrings;p. 170. 

~ C-Oromitteo To~S(.mngthen the &runty of the 1'Teo ~V<'lrld1 '"'.I'he Scope and D1s.tribut1on oi U.S ~flhtary 
ood Economic Asststsnce ::Progri.uns'~; Depvtment o! State1 \Vas11tngton1 .D.O., Mar. 001 19§3.. 
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countries on the periphery of the Communist world, where the threat 
of militaJ:y invasion and Communist infiltration is greatest. There 
has been almost a direct relationship, in fact, between the size of the 
aid package in o.ny year and the severity of tile Enst-West confronta­
tion ever since the inception of the l\ifarsho.11 Plan nearly two decades 
aii;o. This concexn is clearly expressed as one of the purposes of foreign 
w.d in the Foreign Assistance Act itself, where it is stated that: 

* * ~ Congress reaffirms its conviction that the peace of the world and the 
security of the United Stat<lS are endangered so long as International Communism 
oontmU<lS to attempt to bring under Communist domination peoples now free 
and ind0pendent and to keep under domination peoples once free but now subject 
to such domination. 

In rountries where military security is a top priority, such as Korea, 
Vietnam, and Laos, foreign aid is painful, risky, and costly. It would 
be dangerous, however, to abandon the task. The outstanding suc­
cesses that we have had since 1945-in Western Europe, Greece, 
Turkey, Japan, Korea, and Free China-were achieved because we 
did not §9.ve up when the going got tough. There are still count1-ies­
most ot them in southeast Asia and Latin America-where the 
Communist threat is serious and where much remo.ins to be done. 

ROW LARGE A MILITARY l3UILDUJ?? 

Concern is often expressed over the size and nature of the military 
establishments that the United States has been ereating in foreign 
countries under its military assistance progrruns. '!'here are ques­
tions whether they are oversized and too much· of the traditional 
variety. 

Notwithstanding the usual admonitions of the military that "this 
is a military matter," it cannot be denied that, ·in a la.rger sense, 
it is a matter of forei~n policy. The intricacies of force structure 
tell us nothing of any mtent nor of the infinite series of interacting 
expectations that a.i·e a part 0£ military strategy. It is doubtful 
whether the U.S. military have any special powers for re11ding, or 
interpreting, "enemy" minds. These are .colliliderations that are 
not capable of objective discernment. The element of "acceptable 
risk" is another example of such subjective considerations. Yet, ull 
this, is basic to articulo.ting the objectives of our military assistimce 
programs. 

In any event, economy and efficiency should apply to military, as 
well ns to other forms of spending. Unless the benefit is greater 
than the cost, reullocation of resources is in order. The "require­
ments" approach to military spending may apply where resources are 
free, but even t.hen choice among alternative stro,tegies is relevant. 

1'1ilitary spending can sometimes make for belligerence, and may 
increase politicnl tensions. And, if reciprocal aeeeleration is initiated, 
our relative defense posture may not be improved, while still more 
:resournes are being conurritted. Oases in point are the hostilities 
"between India 111ld Pakistan, Egypt and Yemen, Greece and Turkey1 Jordan and Israel, and, with certo,in qualific11tions, Indonesia ana 
1Ylulaysia. According to some critics of inilltary assistnnce p1"0grams, 
oonflicts are inevitable if we insist on arming other nations to the 
teeth, either through military aid or through sales of military equip­
ment financed and promoted under those progrlLI!ls. 



SOME IMPOIJ,TANT ISSUES lN FOREIGN AID 23 

In ·theory, U.S. milita,ry assist!11lce is supposed to relea,se a country's 
resources for economic development, but the reverse can also be true: 
There is danger that the United States may encourage underdeveloped 
countries into trying to support expensive milit!try estab1ishments 
which cannot always be equated to defensive needs. In final analysis 
the primary deterrent against overt military aggression is not so much 
the actual force in being under milito,ry assistn.nce prol:j:mms, as the 
U.S. commitment to come to the defense of the countnes concerned 
in the.event of att!tck. Some doubts have been expressed with respect 
to the efficricy of some of our current military aasistance prow-ams 
with respect. to Communist-inspired ~uerrilh "wars of liberation. ' 

It is djfjfoult to generalize regarding the effects of military aid on 
the creation and ma.intemmce of stable ll.lld inde:pendent goverillll.ents. 
In some instances (India and Pakistan) the milit11ry buildup appea.rs 
to have hindered, rathe:i: thl1Il helped, the atta,inment of stability in 
government. However, in Korea the very substantial ll,lilita.ry 
assistance given by the United States appears to have facilitated 
stability and economic developm(:mt. In Taiwan, also, military 
assistance appears to have ,he1'.ped, for in that country economic aid 
programs have been ter.minated because of the large measure of 
sticcess th11t hus been o.chieved . 

. Generalization in, this ·area can be misleiuling,a nd even dangerous, 
for the degree to which military assistance focilita,tes development 
depends upon the circumstances in each recipient country. 

~!'here are even some who argue, in reverse, that economic develop· 
ment may actually increase the chances of war. Such critics maintap1 
that armed conflict is more likely among prosperous nations than 
amo~ poor nations n.nd, in the 11bsenee of any effective int&na.tional 
orgamza,tion for security, more conflict is whu,t we can expect as aid 
programs succeed in making nations wealthier and more powerful. 
One of these critics is Prof. Hans J. l\.1orgenthau, w'ho says tha,t-, 

"- * * economic development is likely to be counterproductive if. a political 
inoenti ve for a belligerent foreign pohey is present. The contrary conclusion 
derives fr9m the poJ?ular, yet totally unfounded assumption thnt "i;oor,, nations 
make war on "rich' 'no.tmns for economic advantage and that "rieh' nations_are 
by ·definition pe£Lceful because they have what they want.• 

There is further danger that, in associatinf economic development 
"'ith U.S. security interests, expectations wil be aroused that cannot 
be teillized. The underdeveloped world is in ferment and we can 
)lardly expect "peace in our time." President Kennedy appeared to 
be reconciled to sharing some. of our abundance 'vi.th underdeveloped 
peoples simply because "it is the right thing -to db." Whether a.id 
given on this basis will result in direct benefit to the United States 
cannot be demonstrated 1tith certainty. It is primarily a matter of 
faith. 

'One ca,nnot help but wonder whether, if communism' contains 
its mv-n "seeds .of destruction," ft might not ·be wise to permit some 
selective exposure as a,. form of inoculation. for the rest of the free 
world, and whether this· might not be in the interest of the Unitep 
States. As it is, we appea1,·to be giving-the EJoromunists-the luxury of 
"promising pie in the sky" without ever having to deliver. .Also, one 
might ask whether our great concern over the threat of Co:mmunism 
carries with it a belief tl;uit military dictatorship is 11 preferable alter­
~ ,1 uA P-Ohtical Theory of Fore1gu Aid,'1 At!t&nenn Pol!tieal Smoooo Review, JUne 1002", p 307. • ~ 
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native, in terms of Amedcaninterest? There is a dangerous tendency, 
in some quarters, to think of the Communist problem in terms of 
absolute ''.pluses" and absolute "minuses" and to- conclude that any 
ulterna.thre to communism. is preferable to communism itself. 

COl\L\llJNISM AND :ECONOMIC DEVEI,OPMEN'r 

The simple assumption that communism :results primarily from 
economic poverty is so widely accepted iJ1 the United States that it 
has become almost an article of faith. However, history seems to 
demonstrate that although there is a rel11tionship between poverty 
and the growth of communism, it is a highly complex one. 

Communism appeals most strongly to groups tha.t already have 
achieved a relatively high level of literacy und are some dista.nce 
removed ,from the brink of starvation. An example of this is in 
India where communism is strong in the state of Kerala which has 
one of the highest literacy levels in India. A stagnant society of 
illiterp,te, poverty-stricken people, livjng close to the bare minimum 
of subsistence, with little expectation of improvement, and with 
barely enough ener~ to enable them to work, is not likely to produce 
a llj.l'ge number of Communists. , 

It can be argued that, in some of the less developed countries, 
economic development is likely to make communism .more, rather 
thanJess, attractive. Industrialization tends to Be upsetting. I.t un­
dercuts the patterns of social life which, in some cases, have remained 
unchanged for centuries. It tends to break down old feudol, or tribal 
ways of, life and threatens the stability and certa:inty of the fo1=erly 
chlJ,ni:i;eless .existence. · 

It JS in this new world of cha"1ge, where old restraints ond st::tbility 
are on the way out, 'that communism mll.y appeaJ: to offer the most 
direct route to material wealth, ;power, and prestige. By itself, 
eQonomic development con tributes little to·overeoming these problems 
which it helps create. There is thus no guarantee tha.t democra.cy will 
be the end -product in the emerging societies of .Asia and Africa. There 
probably is little hope for democracy there unless :industrialization is 
accompanied by improvements in literacy, by basic education, by the · 
development of honest and efficient public admmistration, and ·l!Y 
other economic and social changes which help assure that 11 large 
proportion of the people will benefit from the growing wealth of the 
country. Of pibrticular importance is the development of 11 sense of 
justice and an appreciation of the dignity of the individual. 

The easy assumption that economic assistance to the less develop19d 
countries is the most effective weapon against the inroads of commu­
nism undoubtedly gained currency because of the success of the 
Miu-shall Plan in Europe. That plan was based on the assumption 
.tliat the principal dani;er from communism lay in the possibility that 
local Communist parties might be .able to ride to political victory, in 
the wa.ke of the economic chaos that followed World War II, particu­
larly in Italy and France. It is commonly believed, and with good 
reason that the advance of the Communist parties in those countries 
was haited by the economic recovery toward which the Marshall Pian 
made such a !lubstantiul cou;tributiou. As noted earlier, ;however, 
Westem Europe and the United States are culturally and :institu­
tionally similar to each other. Europe had long·since tasted th0 ·fruit 
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of economic development. By way of .contrast, to inh11bitn.nts of 
most of the underdeveloped countries economic development is a 
distn.nt hope that has never been realized. Assist11nce given ·under 
the M11rshall ·Pln.n ·haa only to "prime the economic pump" to restore 
prosperity as it existed-'before tlie war. Economic ussist11nce to ·the 
underdeveloped countries, on the other hand, is highly complex and 
has not yet demonstrated th11t the process of ·development can be 
brought·u,bout primarily b;y outside economic help. 

This is not to say, however, that economic ·development and aid 
for that purpose is unimport11nt. What it says is -that assistance 
for economic development must be accompanied by sympathetic 
understanding and appreciation on the part of the -donor countries of 
the cultur11l, sociological, ethnic, religious, and other differences be­
·tween the underdeveloped countries and themselveK The donor 
countries o.re headed .for trouble if they try to superimpose carbon 
copies of their own cultures on these peoples. 

Excessive preoccupation with communism, in connection with 
foreign aid programs, has sometimes resulted in -rewarding the more 
mismanaged economies. Little is gained, indeed much is lost wilen, 
in our zeal in combating communism, we ignore the importance of 
good government, efficient administration, and -the inculcation. of 
justice in the aid-receiv.ing countries. 

U.S. SECURITY AND WORLD PEACE 

U.S. sequrity 'interests comprise a complex assortment of ends and 
means. The longrun security proble!ll is not limited to our relations 
with ·the Soviet Union, bec11use we are concerned with the Middle 
:Eust, with southern and suutheast Asia, and with Latin :America as 
well. Disturbn.nces in these o,reas can be inim'iclLl' to our interests, · 
whether or not the Communist world. is involved. 

During the nE)xt few decades-there are going to •be explbsive chap.geii 
in Africa 11nd Asia, under the impact of rapid population growt'h, 
developing nationalism, .and the application- of Western technology. 
U.S. security requires expenditures sufficiently large for adequate 
defense. We must not fail to recognize, however, that a purely 
economic foreign aid program, say in the }.fiddle East, desig.ned to 
lessen.the chances of wu,r in·that area, may.be.an-important aspect of 
our security policy. That policy should include measures to insure 
and perpetuate peace, while assuring our own defense if Jleace is not 
maintained. In our search for peace we must be.careful not to pursue 
measures which are inconsistent with our own defense. 

Since ·the Korean w;ar, Congress has 'been .reluctant to support 
foreign assistance that is not tied to a military .formula. Such an 
attitude is too narrow with respect to overall U.S. security interests. 
In some -instances we ,ho,ve denied assistance to certain. countries 
·bec11use they ·trade with ·Co=unist countries, .even though the Com­
munist countries offer the only feasible outlets for their ,products. 
When aid without .political strings offers a reasonable prospect of 
enhancing political stability, insistence on politiclLl strings can be 
inconsistent with national security. 

Security policy should be consistent with both the maintenance of 
peace and assurance of our own defense. The means appropriate to 
these ends are not militru:y, and they involve more than negative 

60-626-,-66-ii 



26 SOME Illil'OR'J.'ANU' ·ISSUES IN FORE-IGN .AlJJ. 

o.nticommunism. They require eu.reful discrimination with respect 
.to different geogro.phical llJ:eas and countries. To the e..~i;ent that 
we .recognize this we shall be in a better position to judge the merits 
of development progra,ms in the less-developed countries in relation 
to national security. · 

There is temptation to equate reform of the leftist variety with 
communism. This has been .so particulm:ly with respect to attitudes 
toward Latin .America. Some asser~ that it \Vlls fear of communism 
tho.t led to U.S. intervention in the Dominican Republic in 1965. 
In the words of James Goodsell, Latin American COlTespondent of the 
Christian Science lv!onitor-

Valid democrney in Latin Ame1ica must be based upon allowing a free vote of 
the masses, em~~g from slavery and bAOkwru-dness, who currently trend toward 
the left. • * ~ YV ith the obvious exception of Cuba, no government in Latin 
Ameriw. today is communist directed. It could be different tomorrow, howev~r, 
if th.e current battle for democracy shouW be lost. The real tlueat of communism 
" * "' is twofold; {l) Tha~ the mammohh social and economic p1oblems of Latin 
America. will remain unsolved and therefore keep populatioD.S restless and looking 
for new formulas, oru; of which undoubtedly will be communism; and (2) that 
Moscow, Peking, and Hn.vana will take advantiure of this unresolved set of 
problerrrn. Through their tac~ics of propaga.nda tii.ey could make communism 
;i.ppear the solution to mankind'~ misery.' 

It is necessmy to overcome the temptation to identify everything 
that is liberal with communism. The Communist threat is a real one, 
but it is essential that it be eleo.rly identified. 

One of the criticisms commonly made of U.S. foreign aid programs is 
that they have not stopped eommunism,in spite of the hundreds of 
millions of dollars that have been spent on them. In answer to this 
criticism the Honorable Frank M. Coffin, formerly a Member of Con­
gress, and Inter Deputy Administrator for Operations of the AID, says: 

In view of the worldwide confrontation of ways of life, it ill rem1irkable that of the 
46 na.tioilll tlw.li have won their independence si.uee World War II, not one has 
elected to become a Oommutiist llil.tellite.' 

VII. POLITICAL QUESTIONS 

It has been shown that :foreign o.id is an int.egral part of foreign pol­
icy, whether we wish it that way or not. As Wll.Sshown in chapter V, 
the mere fact of giving, or of withholding, aid to a p11rticular country 
is itself a polil!ical decision. A diagrM!l wfis used to show the relation­
ship between day-to-day decisions and the longrun objectives offoreign 
policy. It Wll...'> observed that the essentiul consideration is not 
whether a particuln.r decision is short run, or intermediate run, but 
whether it is consistent with the Ion,,= objectives of foreign policy. 

The United States would find it difficult to terminate foreign ·aid. 
As long as a United Nations of any kind of permanence and meaningful 
basis is contemplated, the United States caimot disengage itself from 
involvement in economic deve.lopment for the simple reason that at 
least two-thirds of the members of the U.N. identify economic devel· 
opment with the idea of sovereignty itself. The meo.niogful questions 
rega:rging foreign fl.id, therefore, are: Where to give it? how to give 
it'! and how much to give? 

The purpose of this chapter is to bring into focus some political 
considerations, particularly those of the short-run variety. If foreign 

l Christi~ Science ],!onitor, :Feb~ 4, 1906. 
•From remarks mado at Uie J.legional. Foreign Policy OOllference, BoSU>n, Mass., Sept 11, 19«3. 
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aid is ,administered wisely' there is a strong presumption that it will 
promote the bnsic objectives of'U.S. foreign policy. · 

Foreign aid can be a particularly useful instrument of foreign policy 
in those instnnces wheue there is a st.rang comm'tlllity of igt_erest 
between the aid-JP,ving 8Jld .the 11id-recetving ·countries. Whe~ 
military assistance is involved, there is presumably; a strong mutuality 
of interest with respect to security. The assumption is not so easily 
Warranted, however, with respect to aid for economic deYeloproent, 
because· so. much depends upon the manner in which .the •aid is given, 

· and Upon politic!l!: considerations. · 
Although there is still little consensus among experts regarding the 

ac~ual process of economic d'evelopment; Americans are. now less 
sure in prescribing for development than' Lhey were a decade ago, 
when they·thought they had· all the answers. The prevailing emphasis 
on research evidences slowly developing humility. Appreciation 
seems to be growing of the fact that the forces of economic develop­
ment are so powerful, nnd compressed into such a short period of time, 
j.hat no· one can be confident tha.t the rapid chllitges tmderwn.y will 
lead. to a spread of democracy rather tha.n dicta.torship. In a.ny event, 
the situation is likely to be unstable for some time to eome, as the 
underdeveloped countries thresh about searching for identities of ~heir 
own. We l:iave little choice but to hold orrto the faith t.hat economic 
development will enlarge ·the area of freedom, while acting with as 
much politicBJ. wisdom !lS possib1e. 

It has. been aJleged that there ~s inconsistency on the .part of the 
United States With· respect .to .its· general .attitude· toward foreign aid~ 
Ii' we believe that economic development .can ·make a sij?;nificant. 
·contribution to. the·.peace and security oi -the West why, it.1s·askei:I., 
are we not willing to llJ.ake a 'larger financial sacrifice ·than we seem 
-willing to ·make, for the purpose? Furthermore, it is. asked, if 
economic aid is an 'important instrument of foreign policy, why do we 
'keep the instrument so small in size ana ·effectiveness? 

POLITICAL .PITFALLS 

There is 'little disngreem}lnt 'With the long-:run' objectives of U.S. 
foreign policy toward the ·a~tmnment of which foreign aid prografns. 
are directed. '!'hose who object to the role of politics in foreign aid 
have in mind Qertaiil sh9rter ra,nge aspects of policy as they apply to 
individuoJ aid-receiving ·countries. 

There are ce.rtain shortrrun political objectives and actions •$.at 
Ui:ldoubtedly ·are fully ws Ri·aiseworthy a.s the long-run. political 
ob~ectfves ~t forth in, tl')e J! oreign Assist11~00 Act itse!t One such 
obJeet1ve· nught be to prevent .a 0o=Ulll1>t coup which would en­
danger the security of other non-Communist countries or, perha~, 
even. world peace. 4nother shorter -range ,political purpose which 
would receive strong support from .the American public might be to 
prevent two aid-receivii;ig countries, such as India and Pakistan, fro= 
fighting each other. · 

0n the other hand, there a,re· some who conten:d that· U.S. foreign 
policy is already too deeply involved in trying to influence affairs in 
other countries and who believe that.short-run political considerations. 
shonld be eliminated, ru:i far ·O? possible, from foreign aid. They 
contend that the effec.tiveness of assistance for purposes ·oi military 
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security: 1J.nd economic development is reduced by havfug 1>Ssistance 
primarily for politicul purposes mixed' up with it. Political strings, 
they empho.size, are resented by ·aid-receiving countries and funds and 
·energies are diverted from military security and economic development 
ito i:;erve :political purposes. . 

Early m 1965 Senator Fulbright wrote: 
'The United States nonetheless mmnto.tns aid programs in nbout 90 countries. 

Few of these contribute appreciably to economic development or to our security. 
111'.any are token programs designed to maintain nn American ''presence," wbieh 
l! take to be n. euphemism for the exertion of one form or another of polltionl · 
aevernge.1 

It would, of course, be inappropriate for the U.S. Government to 
·aisclose publicly any political concessions that it had gained in return 
for extending foreign aid to a particular countiy. The consequences 
might r:i.nge anywhere from ruflled feelings on the po.rt of the foreign 
government to its conceivable t-0ppling in a wave of anti-Americanism. 
It is possible, also, that public acknowledgment by the AID u.bout 
even the types of political oonsiderations uffecting development 
assistance might lessen the attractiveness of the programs and theii 
ability to help achieve objectives of any kind in the future. 

It may be ·that considerations such as these help account for ·the 
apparent lnck of any full public statement of AID's .rebuttal to this 
criticism. Spokesmen for AID frequently state, in generru .terms, 
that we benefit by mointaining a foreign aid presence in a .country or 
that ·our own interests cannot be .pursued as effectively through an 
international organization as through ·an AJD program. 

There is no way of knowing fully,Jrom.publicly available materil1l, 
either how impor.tant any ,political ·purposes pursued through .AID 
may be, or whether .there <is a strong advantage to .pursuing them 
through .AID rather than through other instruments of national policy. 
Also unclen:r ·from publicly ·available sources is what par.t, if any, of 
aid for political pur.poses might •require a cover. of .aid .for economic 
development to be effective. 

Somewhat different is the position of .those who oppose the use of 
foreign aid as an instrument of particular administration policies, but 
·who feel it should be used for ·the achievement of other policies. 
Ntllnerous congressional •amendments designed to· deny aid to .this or 
that partieulru>country fall 'into thls category. 

There is much to be said for keeping ticonomic aid separate from 
both military aid and short-t= political aid which, somewhat 
cynically, is sometimes cnlled check book ·diplomacy. It might be 
that, for such short-term purposes, it would •hff advisable for the 
'Secretary of State to ho.ve his own slush fund which he would have to 
justify before Congress. Such activities are the •concern ·of our 
ambassadors and the :Department of Stn:te and should not be·confused 
with developmental aid. Some say that developmental fl.id should ·be 
completely divorced from the cold ·war and 'that, in order to do this, 
there should be an agency with its own terms •of reference and com­
pletely divorced from the Department of State. 

It is frequently complained that, iu spite ?f the·~~nd:veds of, ~o~s 
of dollars thn~ have been spent on £o:te1gn rod, :remp1ent countr1es still 
don't like us. B:y now we should have .learned that attempt.s to 
purchase friendship via foreign assistance hnve proved, and are 

1 "lro:rolin .Ald'l Yea,,but With. n New ..A.pproBell." The New York Tunes Magnz1no1 ?t.fur. 21, 11165. 
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likely to continue to prove, frustro.t_i_ng. Most foreign governments 
do not believe that aid, even of the stringless variety, is devoid of 
cold war objectives. Fµrthermore, no matter how vehemently it may 
be maintained that aid is extended in the self-interest of the donor, 
as well as of the recipient country, it is associated with charity and 
is resented. 

The very fact that AID missions abro[Ld are under the general 
supervision of Americ11n embassies raises questions in the minds of 
aid-recipients ns to how far assistance is giv~ to support their own 
national aspirations and the extent to which it is given to serve the 
convenience of U.S. domestic politics. 

Theoretically, the utilization of agricultural surpluses for foreign 
aid purposes can be as valuable l\S any other instrl\Ilient. Yet, so 
much has been said in the Cougressio:pal Record, :i,n the press, and 
elsewhere about U.S. surplus d:i,sposal programs that Public Law 480 
and simil11r progrll.lils have come to be looked upon by some recipients 
as a device whereby the United States can conveniently solve a knotty 
domestic political problem. Those incilined to be critical of the U.S. 
use this as an illustration of how they are doing the United States 
a favor by accepting foreign old. Furthermore, the giving away of 
food to underdeveloped countries can have the effect of deemphasizing 
agricultural development in the very-countries where primary emphasis 
in economic development should be upon indigenous food production. 

Shakespeare tells us that charity is "twice blessed": it blesses him 
that giveth and him that receives. In the foreign aid field the blessing 
is not always obvious. It could be that it "curseth" him who gives 
it and him who receives it. It is a curse to us if we come to. believe 
that everyone is for sale and tha,t the open checkbook is an adequate 
substitute for traditional diplomacy. Conversely, it is a curse to the 
recipients if easy access ·to foreign aid has the effect of subsidizing 
economic and political inefficiency, thereby inhibiting domestic 
changes that u.re essentiu.l if economic development is to occur. 

It is importu.nt that Americans discipline themselves to take a 
long view and to evolve an intelligent, consistent Western aid posture, 
vis-a-vis the less developed countries. 

Too often, in the opinion of many, those administering aid programs 
are concerned over flattering a head of state to keep him in power and 
to confuse such aid with '!Lid genuinely intended to promote economic 
development. The report of the Olay tJommittee had this to say on 
the subject: 

Some md projeots have come into being as gifts to prove our esteem for foreign 
heads of state, hastily devised projects to prevent Soviet md, gambles to maintain 
existing governments in po,\·er, leverage. for politic.al support, and snnilar reasons. 
While a certain ttmount of,this is unavoidable, there have been too many exceptions 
to the l ule. Insofar as others believe we accept promises 'm lieu of performance, 
respond to careful campaigns against our Embnssies, pay higher prices for base 
and other settlements If negotintions are long =d unple'1sant enough, and give 
unjustified aid in the hopes of precluding Soviet aSEistance in marginal eases, to 
that extent the firmness of U.S. negotiating positions loses cred1bilitY, our efforts 
to make aid more effective by getting locul self-help are weakened, and U.S. 
congressional .[l.Ild domestic backing for .[I.id is t1ndermined. 

We !11'e convinced that the United States must take more risks for the purpose 
of obt~ining perfoimance from foreign governments, be more willing to live "\Vith 
charges that it is insensitive to other countries, needs, and a~cept the consequences 
that in some countries there will be less friendly political climates.• 

t "Report to the. ProSidont of the United Sto.tes From the Co:rnrnitte.0 To Strengthen th1J. Secunty of the 
Fr-cCo \Vorld" (Clay report}, Mmoh 1063, pp, 6-7~ 
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There is little reason to assume that economic aid will necessarily 
promote political allegiance to the United States or that it 'vill lead 
to freedom and democracy. If by democra~y.and freedom are meant 
"respect for the individual" and its oorolliiry "government by dis­
cussion," there is little basis for optimism ns far as foreign aid is con­
cerned. Respect for the individual is unique to the Judeo-Ohristian 
tradition and in those parts of ~he world that are not steeped in it the 
idea is practically unintelligible. 

The gains orising from aid for economic development are elusive 
and the time that it takes for development to occur is very long. 
i\tioreover, with certain exceptions, the magnitude of our economic aid 
neither gives us :much influence over foreign domestic policies nor 
makes more than a marginal contribution to economic development. 
The rationa.le justifying much of the foreign assistance that the 
United States is giving would be more credible if it were not so over­
ambitious. Perhaps President Kennedy's statement that the United 
States is giving aid "becanse it is the right thing to do" is the most 
convincing justification of all. 

IMPORTANCE OF SELF-HELP 

From their inception U.S. fo1-eign aid programs have stressed their 
cooperative nature and the expectation that the less-developed 
countries will he:\IJ themselves to develop. This was the central theme 
of the Hot Sprmgs Conference on Food a.nd Agriculture in 1943, 
which was the precurso1· of the Food a.nd A,,.<>Ticnlture Organization of 
the United Nations. The philosophy was carried over into the 
Jl.1arshall Plan and is incorporated m ·the philosophy of present 
economic foreign aid programs. . 

However, the philosophy has been observed more in its· breach 
than in its performance. In many countries it is little more than an 
expression of .intention. Promises have -been accepted in lieu of 
performance. . 

Congress and the public have become increasingly concerned over 
this foilm·e of the less-developed countries to do their share to help 
themselves develop. In A~ril ·1965 the Se=te Foreign ·Relations 
Committee, in connection Wlth the foreign aid authorization measUJle 
of that year, emphasized that underdeveloned countries have "no 
inherent right" to assistance from the United States. Physical attacks 
on U.S. property in Indonesia, the United Arab Republic, and else­
vrhere have served to intensify this disenchantment with foreign tLid. 

In October 1965 Senator Georo-e D. Aiken, of Vermont noted 
that disillusionment with foreign aid was increasing, and stated that.-

American u.id wns based on the ru;sumption that there would be substanthl 
amounts of self-help-that the rich of a poor nation would invest in their own 
economies; that they would pay their taxes; that they would support laud reform 
and show some interest ill. the poor of their own societies. This bas proved largely 
a false expectation. The wealthy of underdeveloped countries have no stomach 
for·social change. They are quick to describe any effort toward tax collection as 
commuoism and land reform as revolution. In genern.I, they reject the measures 
which have produced re:isonably affiuent and productive societies in Europe and 
the United States.' 

In recent messages to Congress President Johnson has indicated 
his determination to lay greater emphasis on self-help in toreign aid 

• Con-greSSlolUll Reeord, Oct. 21, 1~65. 
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pro<>rams, in an attempt to get at the "root causes" of much of the 
wo11d's poverty a.ud backwardness. He has characterized the foreign 
aid bill of 1967 as having a new look and a new purpose. "Foreign 
action, not promises, will be the standard of our assIStance," he has 
said, a.nd U.S. money '\ill go to those willing not only to talk about 
basic socin.I. change, but who are determined to help the=elves. He 
has made it clear, furthermore, that aid will go only to those countries 
that are not "hostile to us." 

Whereas President Kennedy emphasized the need for money for 
purposes of general econl)lnio development in those free, but less de­
veloped, nations which stand poised between sustained growth and 
economic ch11os, President Johnson insists on conditions that are more 
stringent, although with goals th11t are more modest. "It must be 
clear," he has so.id, "that the principle of our assist!1nce is cooperation. 
Those wbo do not fulfill their commitments to help themselves ca.nnot 
expect help from us." 

To break the cycle of hunger, ignorance, and disease, be would spend 
more on food, education, and heu,lth measures. He would: (1') modify 
the food-for-peace program so as to gear farm output to world food 
needs to 1970, which would have the effect of emphasizing increased 
production, rather than the disposal of surpluses, (2) encourage aid­
receiving countries to increase their own food production, (3) place 
greater emphnsis on education, health, and sanitation in foreign 
countries, and (4) give high priority to programs for helping recipfont 
countries to control their population growth. 

The President believes that foreign aid should be authorized by 
Congress for 5 years, rather than for only 1 year (although appropria­
tions would still be made annually); that economic aid should be kept 
separate from military assistance; and a larger share of economic aid 
should be made available through internationn.I. organizations, to tbe 
extent that other rich countries contribute their fair share of the cost. 

If these proposals are implemented by Congress, the emph11sis in 
foreign aid will be changed from overall industrial development to 
improvements ill agriculture, heo.l.th, education, and poj)ulation con­
trol. Industrial development would then be left primarily to domesti­
cally formed c;apital, supplemented by private foreign investment, 
for which the developing countries would be expected to create a 
favorable "climate." 

The Clay report also urged that greater emphasis be laid on self­
help in foreign aid. On page 12 it said: 

The United States should be increasingly more specific on the self-help and 
reforms it seeks <Lnd' do so on a country-by-country basis. At the top of such a 
list are the goals of monet<Lry stability, sound financial and social budgeting, 
mductions and eventual elimination of subsidies to government enterprises, tax 
systems and administration which contemplate raising local revenue levels, 
stimulatmg private local and foreign investment, and distributing the tax burden 
more fairly, and measures for the better utilization of ltond designed to increase 
agricultural prodLictiv1ty and credit, exp<Lnd and diversify agricultural exports, 
encourage rnml development, and incretose mcome on the lower levels of society. 

FOREIGN AID AND THE PRIVATE SECTOR 

There continues to be controversy reg11rding the effects of foreign 
aid upon the private sector of economic life. The commonly ac­
cepted view has been th11t only gove=ents can be counted on to 
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weld a conglomeration of people and physica,l resources. in an under­
developed country into one nation, and to create necessar:y economic 
and social overhead in the way of :roads, schools, 11nd utilities without 
which growth in the _private sector cruIDot even get started. 

'fhere is consideroble contrary opinion to the effect that foreign 
aid leads to a.n undesirable concentration of power in both donor 
and recipient countries, particularly the latter, Since foreign aid is 
financed by .taxing individuals and enterprises in the donor countries 
for the purpose of transfe:ring funds to the governments of the re­
cipient countries, the resotll'ces of governments in the recipient 
counliries ua:e increased, xelative to those of the private sector. This 
encomages governments to restrict private foreign capital, thus further 
strengthening the public sector and weakening the private sector. 
According to Messrs. Bauer and Wood,1 certain West African countries 
have received aid from abroad wllile their govermnents have subjected 
loc11l farmers to heavy taxation ior compulsory saving. The result hM 
been not only to obstruct the formation of private capito.l, but also 
to hold back the spread of the exchange economy and the development 
of a local entrepreneurial class and a prosperous peasantry. 

The donor countries, themselves, have brought this phenomenon 
about. In allocating aid, preference is given to those countries \Vhich 
undertake comprehensive development pla.nning, by way of a lnrge 
measure of government determination of the composition and direction 
of economic activity. This criterion was spelled out in President 
Kennedy's message to Congress in Mf11'ch 1961 where it was specified 
that comprehensive development planning and compulsory saving are 
two conditions of a country's eligibility for aid. It is to be expected 
that closely controlled and highly centralized economic systems will 
result from such conditions. 

It is claimed that the giving of foreign aid also leads to the concen­
t:i:11tion of political power in some of the donor countries. In the 
words of Bauer and Wood: 

The financing of uid.inereases.the ptessures on the economy, requires the i mposi­
tion of ndditl()nl\l tn.iw.tion and thus makes the imposition * "' ~ of diroct cont1 ols, 
including eirnhange controfs, more likely.. These· tendencies nre reinforeed by the 
consbant emph!lsis on the need for greater sncrifices and on the alleged inadequacy 
of current efforts in the granting of foreign ilid * * "'· l'his danger is all the more 
serious beoouse * "' "' whether the recipient countries progress or s~a.gna.te, either 
condition can be used with superlicill.l plausibility assn argument for furthc:r aid, 

VIII. EcoNo~uc QUESTIONS 

Between one-quarter and one-third of the $115 billion that has been 
spent for foreign aid since the close of World War II-including food 
for peace, Export-Import Bank loans, and other categories-has been 
devoted to economic development, as such. In fiscal 1966, $1.7 billion, 
or approximately 27 percent of n,Jl aid (amounting to $6 .3 billion) "'iU 
be for purposes of economic development. It will account for approxi­
mately 47 percent of the $3.6 billion made available under the Foreign 
Assistance Act. Since the concept "economic development" is not 
very precise, the proportion of aid that is spent for this purpose is an 
approximation only. 

Notwithstanding these expenditures, the gap in productivity and 
living levels between the more, and the less, industrialized countries 

l''li'oro1gn Ald--Thn S-Oft Option/' by P~ T~ l>auer and J# 'B. Wood, in Banca Nozlooale del Lo.voro, 
December l9Gl, Rome.. 
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has been widening, ruther than narrowing. 0ne :irr).portant reason 
.for this is· that the, industrialized· countries have applied· new develop­
·ments in technology to agriculture and mining, as well as to manir­
facturing, which has·resulted in a smaller demand for many of· the-raw 
materials produced by the less-developed countries. Since the 1950's 
export.prices of•many such· products have declined, while incentives for 
'Ilew'investment in the poorer colllltries have not materialized. Mean­
while, population growth in many of the underdeveloped counti:ies·is 
consuming. most of the· gains thut are being made. Production lags 
·behind demand, whereas in the more highly developed countries luck 
of·demand tends to retard P-rod-qction. 

Nlore than. half the world's population lives· in countries where 
average consumption, in terms of calories, is below b11.Sic nutrition 
>requirements, notwithstanding ·the fact that the vsst majority of 
peoyle devote tl\eir labor .to food production, rather th!l.Il to manufoo­
tuiing· and services. In India, for example, only 16 percent of the 
people are employed in manufacturing. Most of them still live in 
. Villages a.nd are engaged in agriculture. Their u.verage caloric con­
sumption .is under 2,000: per· day, compared with over 3,000 in the 
United States, where less than 9 percent of the people are engaged in 
1.1gricultui:e. On the other hand, the developed countries'liave food.to 
spare. The United States, OauadU<, Austru.lia, and .Argentina supply 
over. 80 percent of the food grains that enter world trade. 

l\IEA.NING OF "DEVELOPMENT" 

. The .term "underdeveloped" is inexact and can be misleading. 
India and Pakistan are great and ancient civilizations and, in many 
>respects, are "de:veloped" countries. Howev.er, economically, they 
are; very poor. ,Other countries, including some in .Africa, are devel­
oped in -practiCally. ·no sense at all. Similarly, in countries thv,t are 

-developed there are often areas that are·underde_veloped. 
· In the context of foreign aid, "underdeveloped" means simply that 
a country is relatively poor in economic terms. If the level of wealth 
in "developed" countries is taken to mean a per capita income of 
.u.t least $500.o:year, then 80 percent of all mankind lives below it. 
·In the 57 poorer .countries in which these people live, per capita 
incomes re,nge between several hundred dollars a year in Latin America 
and l'ess than $60 in some of the heavily, populated countries in the 
Far East. In the. United: States the comparable figure is $2,500. 

Underdeveloped countries. are characterized by a rapid growth of 
•population, by shortages of food rapid urbanization, inadequate 
production, inadequate exports, a iow rate of capital formation and 
inadequate technology.. Economic development means more than 
feeding the hungry, building schools, a;nd reducing .death r<ttes by 
improving sanit<ttion.and medical services. The real test of economic 
development is the degree to which the underdeveloped countries !I.Te 
.enlarging their resources of skills and ca.pital, and the degree to which 
they are.coming _to rely more and more u_pon ·themselves, and less and 
less upon outside assistance. Basically, economic development 
depends upon changing attitudes· on the part of the economically 
.1mderdeveloped peoples. In· simplest terms, it, means nu increase 
'in per capita incomes. Increase m the total income of a country is 
·;an inadequate ·test, for in Jllll,ny instances increasing production is 

65-626-66--6 
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·negated by r~pidly tincr1msing population. Ji'.opµlation: grwntlf ·is . so 
important to economic devefop.ment, and is fuch.. a ke;y factor,- in J.iuiging 
the, success o:fi ,foreign; aid' progr.ams,.--0,ndee<l, .it is· tprobably th.e .most 
important single m'bject in .the whole fielil 'of ·economic ,ilevelopment anrl, 
foreign aid-that it 'Will be. the .subject of a separat~ <chapter.. •. · . 

Becll.use economic development is suchi i:v slow process, a:i:ld ·b~caµse 
-the worldwide challenge ef foreign: uid ·is 80,.gren.t, .it fa.,easy to. Jum,p 
to hb.e conclusion that ·foreign Did pi;ograms ha:1rn been •u:ilifomniy;·un­
successful, 11 conclusion thO:t is ·not substantiated by the fac~. In.a 
numbet of countries .the ,progress o:fi development, has .. )Jeen s6, sl!,tis­
factory that the United States either'has tei;minatedf, .. or is.planning 
·to terminate1 aid within the next few years. Amo11g such, coUl'.l,tries , 
,are: ·Greece, Israel, 'raiwan, Mexico, Venezuela, .. and .. the .Ehilippines. 
Accordll;ig to Mr. Bell, Administrator of the AIB.;· it :is probable that 
.a. few o.ther countries will rbe added· to .the list. · • · · 

'!!his .is· not to s11y that the per capito,.lev;el of!li~g.i,n these.countries 
has·reaclied those in the.developed• countries ... What-it means.fa .that 
technological improvements of Jproduction have been 'introQ.uced 11nd 
'Per capita incomes.are·rising., In some instancei'} these improvem!llts 
were sparked-. by ior\lign aid,, .but the> process. is now mov:mg· forw!!Xd 
under its own .steam. . · . · · . • , 

As was.stressed earlier in ·this repm;t, it is essential that ;we tl:µnk in 
terms of decades !lilld generations, rath(lr than .. J'.)lont.!i$ 04d years, ·in 
judging th<nmccess of developmental aid. There is danger thM our 
traditional impatienc~. m,11 lead us· to atterµpt .to speed up changes in 
the underdeveloped countries too fast. Attempts to accelerate the 

.processes -0f ·history, by .plunging from primitive ·condi'tions into-more 
or less intricate industrial societies, are usually dis11ppointing. · . · 

The principal contention of those who ·argue· in· favor of.foreign: aid 
for economic development is that.isuch aid· breaks it.he. vicious: circle 
of poverty··and stagnation. 'Phis argument, in •turri,.·is.-bm>ed· 'on .the 
thesis that it is· poverty·itself- which makes material.progress impossi­
:ble; because ·incomes are'·so-low-.tha:t capita1'·formatioru is impossible 
and, without 'capital, incomes ·cannot increase. • : • . · 

In the· countries named above. it seems 'reasonable to .conclude that 
economic .de:velopment WM stimulated• by ·outside• aid.• tt does not 
necessarily follow, .however.,_ t_liat .foreign· ·aid >1v:ill: -lead•, to economic 
·development in· any or ·all •countries: · Throughout 1hlstory, certain 
peoples have• shown· a capacity. to. develop economically, -wlie'reas 
others have ·not. All: pre1l_ently devel'oped1 coun~ries stu.rted out as 
underdevelo_ped co1µ1trles, in the: sense that :they had lbw per ca.pita 
.incQmes and ·very little capital. .yet, they developed: ·without :direct 
assistancedrom•other countries. · · • • , ·. · " . · .· ' · 

Hong Kong is signifii:U:nt in tbis .connection" rt lacks naturil 
·resources, is subject to -he11vy p'opulation'ip'l'essure,. and!has a:limited 
·home· ·market, all .fen,tm'es .tha.t· are 1su:pposeil ito neinforce· the vitjous 
circle. of poverty. y;et, without"1'eee1ving · any· foreign aid, and: ·in 
just•a fow years, Hong Kong has1become;a major manufaelmring•center 
and a lm·ge-scale exporter of manufactured produ!)ts• to ·the ·highly 
developed· countries. · · . ' 

All of which ·raises questions regarding the .relationship between 
foreign aid .and •economic development. In: · countries••·;where!. the 

·setting is·favorable-'for development, ·the reooipt·of.forfilgn• aid can lie 
·an important .catalytic agent. ·It is· 1doubtful, however, whether 
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foreign aid1 will stimulate ·Erconomic development in ·countries where 
the· buSic irequisites.,for. development are·not present .. 

.. . ' . . 
'' REQUISITES FOR EdONOl\IIC DEVEilOPMENT 

I . ' . . " ' 
Some enthusiasts, who .are inclined to be impatient with the slow 

resuits of the foreign aid. programs, a;rgue· 'that the way to speed up 
economic ·de:velopment Js to1 increase the size of foreign aid· appro­
priations. They belie,ve that .accomplishments· are' ID, direct propor-
tion to the, volume.of .. funds.spent. . 

Evideuce that this is• the· case is 'far: from conclusive. lu, .the first 
place, many of the• less-developed countries.are reluctant to settle 
down 1to the· distasteful job of ·collecting 1taxes, introducing reforms, 
and fully utilizing their own' resour~es. In the second place, the 
economic prnblems• faced· by many •of the· les.s developed Countries 
are• beyond solution in. purely economic terms, Before econojllic, 
de:velopment can .occur, important ·problems of education, h,!)alth,, 
tribalism, and traditionalism must be so1ved. ·Un,til there· is .better 
understanding •of .these plloblems and of· how to. deal :with them,. there 
would appear .to be little reason for relying upon.larger appropriations 
alone. .. · 

It is also commonly believed that economic development' is primarily 
a matter of investment; that differences in income between the rich 
an& the poOl; ·countries. brgel~ .reflect differences ·in capitul per head,. 
and that .these ·differences ·Cttn be· reduced by large-scale transfers 
of funds. Such transfers, it is. asserted,. need only be tem_porary 
becttuse, within a few years, ·they .will, start the underdeveloped· world· 
firmly along the· road ·o.f material progress. This is a pttrticularly 
superficial way. of envistt&~ the problem. o~ .ec:momic di;ivel?pment. 
Indeed, by relymg so exclusively upon the mi ~ct1on .of capital mto the 
underdeveloped countries, we obscure many essential factors tb,at 
impede development and diver.t attention· away from the really 
fundamental problems o:fi dev.elopment. . 

In the course of their developmr,lllt ·none of the most highly de­
veloped countries received direct aid from the outside. It is an over­
cimplification to con.tend that the tran~fer of funds can eliminttte the 
ii;raat differences between tbe developed and less-developed countries 
m terms of.economic qualities, social·atti'tudes, and . .physical condition. 
Even the largest imaginable transfer of funds cannot achieve this. 

According, .to Prof. iJ. K. ·Galbraith, and others, the four funda­
mental requirements essential for economic progress in -the under­
developed countries are: (11 a substantial degree· of ·literacy, (2) a 
sub's'tanLial'meusure of-socialjuslice,. (3) a re1iable apparatus of govern­
ment and public ailininistrafilon, and (4) a clear understanding of 
what development in,volves.1 • 

These are the four 'basic foundation stones on which economic 
developn;ient must be. •built. ':Dhe lo.st named of them, a clear llll;der­
standing .of what development involves, is .in tl1rn dependent u_pon: 
(1) the presence of at least a smiill cln.ss of persons ha:ving, talents 
and incentives that lead them to organize, innovate, and take .risks; 
(2) a. desire for µiaterial improvement;, (3) the belief that economic 
activity (including, physical labor~ .is worth~ of respect; and (4) a 
willingness to work together for cop:l)llon purposes. 
-~-·~· -· ' -· .· ~· . .. 

1 According to G~bra1ih~ "one. or more of these !our factors i:s ~ssmg in most of the. Undexdeveloped 
countries.'' 
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Eoonomic,,development thus depends upon im:eortant hum'an··and 
institutional factors, as well as upon"the availability of material're­
souroos and capital The people in many underdeveloped countries, 
including India and most of the Moslem world, have,mental attitudes 
that obstruct material :progress. An example is the Hindu belief in 
the sanctity of animal life, especially cattle. Since 1950· India with 
a p_opulation of over 480 million peopli:~. has received about $2.4 billion 
of U.S. food SUl'pluses and about $2 biJ.Jion in other U.S. economic ai(l, 
in addition to substantial sums from other industrialized countries. 
Yet, it appears to be headed for another major famine. Experts esti-· 
mate that. if just the excess of India's sacred cattle were used' for food 
the country's food·problem wp'!1~ be lar\j\Ji:olved. However, within· 
the past few years laws prohibiting the g of cattle have been en­
acted in six major Indian states which include about half the_po.11ula­
tion of the country, legislation which coincided with the 1>fficfoJ.-in­
ception of the second 5-year plan with its emphasis on the l?roduction 
of steel and other heavy industrial products. There are still over .(lQ, 
million uutouclui.bles in India, most of the population is illiterate, and· 
a large proportion of all children do not attend school. Annual ex­
penditures on elementary education nre equal to about one-half 'the 
cost of any one of the three steel plants infiluded in the public sector 
under the plan. 

Similar prejudices and beliefs n:re present throughout the under­
developed world. Thus, when U.S. foreign a.id advisers encourage 
Vietnamese natives to farm nearby hilly ureas, and offer to show 
them how to do it by using new methods, they are likely to receive 
the reply "My grandfather told me that land is no good, and his 
grandfather told him that it is no good. Now, do you mean to tell 
me that the .Jand is ¥ood?" Sometimes aid officials axe .successful in 
combating these prejudices Md in seeing old taboos ·abandoned, but 
oftener than not the taboos remain. 

Differences in economic quolities of different ethnic groups !ll"e also 
extremely imyortant in economic development, although it is a 
subject that is not often discussed opecly. In the words of Bauer 
and Wood: 1 

It would be unwise to be dogmatic about the historical and biological factors 
behind ethnic differenL-es in economic performance. These di'fiemnces (some of 
which file·almost certainly derived from climate and environment) are probably 
not fixed for all time. But at any moment and over decades or even centuries; 
the differences iu eoonomle qualities and a.ttitudes of individuals and ·groups are 
pronounced and important. Tills can be seen in many underdeveloped countries. 
The Chinese in Malaya, the lndi1).ns in East Africa, the Lebanese in ·West :Africa, 
usually iil,lllrlgmnts without ca.pita!. or much formal education, have soon out­
distanced the indigenous population, and the special.conditions of migration dq 
not sccount entirely for these striking differences in performance. 

KEY :POSITION OF AGRICULTURE 

'Throughout history eeonomio development has been a process of 
relatively slow progress, from simple to· more complex agricultUl'e, to 
the development of cottage industries, and thence to tho production 
of more complicated manufactures, international trading, and finance. 
In the first instance, it is more important that the less-developed 
peoples learn how ·to get better returns from the soil than· it is that 

1 J3rn.ter~ P. T~ end Wood, "Foreign Aid, th& Soft Option", in lJtwca Nazionale del Ls.boro. Rome, De-
oom 00r 1961' • • . . . • • • · • • : , . :· ···-· .. 
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they pollute the sky with factory smoke. As the late Po,uI Appleby, 
Assistant Secretary of Agriculture and litter Deputy Director of the 
Bureau of the Budget, used to. say back in the 1940's when he was 
serving as U.S. delegate to the interim commission charged with 
responsibility for establishing a Food und Agricuiture Organization 
of the United Nations, "a few cents' worth of insecticides given to the 
average Mexican peasant, together with instructions how to use them, 
would enable him to more than double his bean crop." Real economic 
development begins when people in an underdeveloped urea succeed 
in growing more food than they can themselves consume. It is the 
creation of such surpluses that gives rise to the formation of indigenous 
capital, which is necessary for economic development. 

Some of the less-developed countries import a substantial propor­
tion of their food requirements. On top of this they are heavily 
in debt for capital already borrowed abroad, with the result that they 
are not able to earn enough foreign exchange, through .exports, to 
enable them to borrow the additional capital that they need to enable 
them to make their economies viable. 

Nevertheless, a new American initiative to use its immense farm 
productivity in a crash program to improve nutrition throughout the 
world could be dangerous. It could get in the way of foreign aid pro­
grams designed to increase agricultural output in the developing 
countries themselves. Equally imjlortant, the giving away of surplus 
food in tremendous quantities to hungry people would be more akin 
to charity than to self-help. As emphasized in the following chapter, 
unless such an increase in food supply is accompa.nied by insistence 
upon population control, it could aggravate the pressure of population 
growth. 

SCARCITY OF CAPITAL 

Indigenous co,pitol formation in the underdeveloped countries is 
low because per capita production is low, and per capita production 
is low because of inadequate investment. Because of this generally 
accepted logical circle, great emphasis has been placed on governmen­
tal grants of capital to the underdeveloped countries. At the same 
time, it is hoped and expected that private capital will be induced to 
invest to a much greater degree than it has invested in the _past. 

Since the rate of return on investment is considerably higher in the 
developed countries than in the underdeveloped countries, the 
principal incentive for private investment in the latter countries is 
lacking. The productivity of capitol is higher in the richer, than in 
the poorer, countries because industrial techniques are more advanced, 
because technicnl ~rogress is more rapid, !1Ild because there &e 
relatively more skilled workers and administrators in the richer 
countries. Furthermore, as long as the developed countries make 
capitol available to the underdeveloped countries iii. the form of 
outright grants, or in the form of loans bearing r11tes of interest far 
lower than what they would normolly be, it is to be expected that the 
countries receiving aid will not be anxious to borrow.on a commercial 
basis. Politically, therefore, foreign aid. encourages governments in 
the underdeveloped countries to ignore, or even restrict, olternative 
sources of capital. From their point of view it w.ould be foolish, 'even 
i.rnp.~triotic, to riay. mark~t rate~. of ~t~ests for foreign .capital_jf 
capital can be obtarned Vla foreign aid either mote clieaply, or for 
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The resulting inadec1mi.te flow of private foreign investment ·funds 
is· then adduced us a major reason why additional foreign aid is 
needed-another apparently logical circle. · 

The prevailing belief that development depends primarily upon 
investment e:i.-penditure tends to result in11n inefficient use of capital. 
The definition of investment in foreign nid programs is a:rbitrnry, and 
e..'Cpenditure does not become productive simply by being labeled 
"investment." By calling n1l expenditure investment, spending is 
encouraged regardless of cost. Also, the idea that development 
depends primarily upon investment hns led to the negleot of other, 
more important factors in development, including the encouragement 
al appropriate economic gualities and attitudes. 

Some experts believe that there is a \Vorld\vide shortage of capital 
and that it is an illusion to e~q;iect that the developed countries can 
continue to supply adequate ca.:pital to the underdeveloped countries to 
enable them to develop within a reasonable :period ·of time. '.l1he 
Interna.tional' Bank for Reconstruction and Development, for·example, 
is already finding it difficult to raise new capital, and ns yet there is no 
evidence-that there is about to be a la;rge e:i.."J)ansion in t>he movement of 
private capital to the underdeveloped countries. 

Gov. David Horowitz, of the Bank of Israel, who is an a.utho1ity in 
international finance, is one who believes 1ve are encountering a world~ 
wide shortage of ca:pital. His analysis· is based on historicv.l trends 
gomg back to the first industrial revolution in the latter half of the 
19th century. 

According to Horowitz,' the first industrial revolution was made 
possible by a high rate of saving and priva.te accumulation of capital, 
which depended in htrge part upon the 1nnintena.nce of high profits 
and low wages. La.bar, of course, was not organized. 'l'here was 
always a reserve army of unemployed workers, with the result. that 
wages were close to the bare minimum of subsistence. Furthermore, 
most of the people had' no politiool influence, or were inarticula.te. 
Democ:,T11cy had not yet bloomed. 

A. simila.r formula was applicable in the Soviet Union following the 
revolution of 1917. Speedy industria.lization and huge-scale organiza­
tion were possible 011ly because of the rapid :formll.tion of capital 
through forced saving. Red China tod11y is trying to achieve similar 
results by reducing consumption and forcing saving. 

Thus, a common feature chu.ructerizes the early capitalism of the 
18th century of Britain and the present;...day Soviet and Red Chinese 
systems; namely, eapito.l formation through ruthless reduction of 
consumption and living levels. Such an economic policy can be 
enforced only in a pre-deroom·11tie or a totalitarian regime. Its con­
comitants are appalling poverty and starvation and extremely low 
levels of living. 

Under democratic forms of government, where labor is free to or­
ganize, and where the forces of competition genernlly prevail, incomes 
ro:e more widely distributed and the rate of saving JS lowel' than it 
would be under forced draft. 

The propensity to save is reduced if population expands more 
rapidly than incomes, so that real income per eapitu declines. In the 
less developed countries the ma.rgin above bare subsistence is so small 

i Jiqtcwitz, DavidJ '"World Economic. Dispmties/' Cenh!r ior tbe Study of Dronoeratic InstituUaqs. 
Fund tor the·:RepulJue, Inc., 11){;2. • 
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o.s to defy o.ttempts to squeeze out of it so.vings for co.pito.l formo.tion 
.o.nd investment. Therefore, rapid indigenous capito.l formo.tion. in 
these countries ci:m be brought ·about .only ·through coercion under 
some form of tota,litarian regime. 

The 11ccumufation of ca,pita,l, as, such, does not guaro.ntee tho.t it 
will be used for inv.estment and the :promotion of economic growth. 
In some of the less developed co:untnes there is a, wea,lthy minority 
at the top of the economic ladder who, instea,d of investing their 
wealth in productive domestic enterprise, squander it in conspicuous 
consumption. This is particularly the case in some of the Middle 
Eastern countries. where there are 'la,rge. incomes from oil royalties. 

Because of the more general distribution of we11lth. and incomes 
prevailing todo.y in the developed countries than in the days of the 
industrial revolution,, there is relatively less capital fomnation, and 
a larger proportion of national income is spent on final consum;ition. 

MeanwJille, there .is 11n increasing demand for investment ·m the 
highly developed countries that are now experiencing an acceleration 
of automation. Entire industries need to be modernized as new tech­
nologies appear. These demands, stimulated by automation, are 
accentuated by step.Ped-up armaments which also devour capitaL 

On the supply side, .the flow of capito.l to investment is being 
diminished by redistribution of incomes. Such redistribution reduces 
higher bracket incomes nom which historically the.bulk.of savings were 
made. incomes have increased more ro.pidly in the middle o.nd·lower 
income brackets than have incomes. in the higher brackets. The 
result ho.s been, not only to eliminate social extremes, but also to 
increase· consumption in those sections of- the population which have 
a high propensity to consume. The result is to decrease the total 
share of ·income tho.t is saved, o.ccumulated, .and invested .und to 
increase the share that is spent for consumi;ition. 

The assumption that a surplus of capital in the Western economies 
would be attracted to the underdevelopea. countries because of higher 
potential returns, has not materiulized. Capital, which is in heavy 
demand everywhere, is reluctant to break virgin ground iu under­
developed .areas while there is the lure of high Teturn on investment in 
the developed countries. themselves. "Except for capital going to the 
underdeveloped countries ·to eirploit oil resources, little is flowing 
according to what have been o.ssumed to be the natural processes of 
economic gravitation, and even this amount is affected to some extent 
by artificia} stimuli, such as the activity of the World Bank, grants­
in-aid, etc." 

NEED FOR CULTURA.L CHANGES IN THE LESS DEVELOPED COUNTRIES 

According to certain critics of foreign aid, preoccupation with 
foreign .aid has tended to obscure certain deep-seated factors under­
lying the differences between the.prosperity of rich and poor countries, 
and has drawn attention o.way from ·the need for ro.ther radical 
policies in the less developed countries. The need for such policies 
is not fully recognized because,. under the shelter of aid, the illusion 
has spread that economic development is possible without making 
cultural changes. 

The cultural changes that are necessary for economic development 
were discussed above under the heading "Requisites for Economic 
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E>evelopment." AboliMon of illiteracy, maintenance of social justice, 
·stable· ·and effective government and public administration, n.nd a 
cleat understanding of what development involves are essential. 
Of particular importance is the desire for materi11l improvement 
on· the part of: the economically underdeveloped peoples themselves. 
The close connection between this requirement and.•population growth 
is.discussed in the following chapter. 

Foreign aid has been called a soft option becu.use it has ·obscured 
the underlying requisites for economic development. Much of the 
.enthusiasm for foreign aid, critics maintain, rests on the convenient 
assumption •that ·it is possible to have economic development in the 
poorer countries 1vithout cultural change. As shown above, one of 
the most striking examples of resistance to cultural change is the atti­
tude of India toward the stmctity of animal life. 

NIDED FOR STRUCTURAL CHANGES IN THE DEVELOPED COUNTRIES 

The reluctance on the pa.rt of less developed countries to make 
·cultural changes is matched by reluctance on the part of developed 
countries to make the structural changes in .their economies that are 
needed to. assist the process of development in the less developed 
-countries., The most unpol·taut structural• ch!lllge would be to stimu­
·late imports from the less developed countries by eliminating trade 
restrictions; . 

High ·on the list of such restrictions ru:e those imposed by the 
United States, Gre11t Britain, a;nd other developed countries against 
imports of cotton. textiles from Hong Kong, India, Pakistan, and other 
underdeveloped countries.. The United States also imposes rigid re­
strictions .against. imports of lead, zinc, petroleum, and sugar. De­
velopment in the underdeveloped countries depends largely upon their 
o.bility •to find markets fu the developed world for the products that 
they can produce most efficiently. 
, ·It .does not make good sense that the developed countries should 

-give away large.sums in the form of aid to the less developed countries, 
while· at the same time· placing obstacles against their exports, Bo­
·Ji'tically., .however, the reason is not hard to. fin& Foreign aid is pro­
vided from gell.eral to;xation, whereas imports of competitivcly .produced 
goods are opposed by politically well-organized interests. To admit 
.a large volume of imports of cott.on t.extiles and other product.s that 
can be .produced by the less developed countries at low cost, such as 
footwear, will necessitate changes (most of them rather slight) 'in the 
structure of industry in the developed countries which they are not 
prepared w"undertake. In the United States, for example, it would 
be next to impossible, for political reusons, to remove barriers against 
the importation of ma.ny 'highly compet.itive imports. The most 
recent ·example is the provision (in 1964) for the ·imposition of import 
quotas on •beef; veal; and. certain other meat products, when their 

·prices 'decline to certain levelS. Su<,>h protectionism is a major 
obstacle· to the success· of our foreign aid programs. 
· · Again in the words of Bauer and Wood: 

Foreign aid also S'1rvea the interests of influential groups in donor countries 
seeking a market for their products, including producers of capital goods for the 
large..scale projects ·financed by foreign aid, and U.S. Government and agricn!­
tnml interests wishing to g>:it rid of huge agricultuml surpluses. This is an example 
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of the fam1llar rule that benefits to sectional interests nro obvfous, while the east 
to the nommunity is obscured.'' ' 

They go on to say that: 
Poor countriel! will not progress without far-reaching changes m their sooial 

and physical environment and their attitudes nnd values, and this must b0 ac­
companied by structural changes in developed eountries. Political charity is no 
substitute for these changes and contributes !nsigniflco.ntly to the progress of the 
underdeveloped world. Once the premise is accepted t!mt substantial foreign 
aid is a necessary and perhaps a ~ufficient condition for the development of poor 
countries then either progress or stagnation of these, countries can be used as nn 
argument for further aid; their progress can be instanced to show the va.lue of uid 
and thei!.' stagnation the need for it. Moreover, onee the West hus mll.de sub­
stantiuJ sacrifices for foreign n.id it beaomes practically impossible to oost doubt 
on the worthwhileness of these programs. The greater the sacrifices, the ·more 
difficult it becomes to question the piinciples in the ruime of winch they wtll'e 
exncted. There need be pmctically no limit to this process; the West is effectively 
lm'king out a blank check to the backward countries. 

ll;feanwhlle, the flow of foreign aid Hself helps local politicians to postpone those 
cllanges which obstruct the development of their countnes, and enables politfo111ns 
in the richer countries to escape the struntural changes whieh would follow the 
freer entry of exports from poorer countries. 

IMPOR.TA.J.,CE OF TRADE 

Trade and economic development -are closely related. The earth's 
resources are uneve:uly distributed, and countries prosper when they 
produce the goods that they can produce best in light of the resources 
at their command. This means speciolization of production which 
depends, in turn, upon broad markets. Economic development, 
specializfl,tion of production, 11nd markets are t,he three different facets 
of economic prosperity. Without broad markets there can be little 
specialization, and consequently little in the way of development in 
the less developed coun mes. 

Because of concentration on exports of only a, few primary products, 
there has been a worsening of the terms of trade of most of the under­
developed countries. Because the trend of world prices of primary 
products since the 1950's has been downwacrd, relative to prices of 
monufacturers, mOJJ.y of the underdeveloped: co1llltJ.ies have had to 
export increasing quantities of raw materials to pay for a given 
quantity of imported manufactured goods. If the Jess developed 
co1llltries are to develop it is essential tliat they have markets for their 
products. They n;:re he11vilv .dependent upon the developed countries 
for both export markets and rmports of many manu.fo.ctured products. 
Although more than two-thirds of their trade is with the industrialized 
countries, their total trade has been increasing more slowly than world 
trade as a whole. 

World trade increased rapidly following World War II, with most 
of the increase confined to the industrialized countries. In 1953 
trade among the industrialized countries accounted for 37 percent of 
total world trade. By 1960 the figure wus 42 percent, and by 1964 
it was 45 percent. Although part of this inc1·ease is accounted for 
by the rapid expv.nsion of Japan's trade, by far the larger proportion 
resulted from the eA-pansion of trade v.mong the countries of Europe 
and across the Atlantic. (See Table 5 and Chart I, page 42.) 

If exports of the underdeveloped countries had increased at the smne 
rate as tr11de umong the industrialized countries since the close of 

1 Dauer and Wood, op. cit. 
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World War II, their extra foreign e.:rnha.nge earnings would have been 
much greater thun the amounts that they have received .in the form 
of foreign oid and investment. 

Trade barriers maintained by the developed countries impede 
imports from the less developed countries. For example, Argentine 
beef would find a ready market in the United Kingdom if protection 
w&·e removed from British agriculture. AJso, most of New Zealund's 
export problems would be solved if the United States would admit New 
Zealand dairy products and meat products. 

To be realistic, however, it must be recognized that the world trnding 
system, whleh was built by British initiative .in the late 19th century, 
probably e!lJlnot be restored. Nevertheless, much can be done by 
liberalizing trade restrictions so as to make trade "frjler" than it now 
is. The greater the d~p:ee of reliance upon the forces of the mn:rket, 
the more likely it wiu be that the underdeveloped countries will 
develop. 

TABLE 5.-(Jhanges in world trade, 1958-64 
[In billions] 

Totnl world trad"----····-----··-······--------------------------------
'llrnde among tbe. illdustrialwM ¢ountries. -----------~-.----··------- .. ·--~~ 
Eiri«ts from :mdustrinhzed oountrtes to tlle devel3lh:ig eauntr1es_ --------
Eiports from Qevelop01g: oountnes to tho mdustrf iad eou.utr1-es_,.., ______ 
Trade among the developmg countries-~-----~--------------"'------·-··--

80 
,,,..,,,t.l:itl 
Cou.ot:r.:les 

to· 

70 J::oiM~trl.lil. 
Coimtr.les 

6o 

!" 

I 4'l 

;JO 

:20 

J.O 

0 
J.95) 

So-urce: GA'J.T 

• 16;,; 
lnt;?...-.ue 

"" 
beustr:1.al 
Couo:tries 

19511 

$78 2 

281 
13 6 
14 8 
5 l 

1950 l~ 

=s $11l11.7 

52 4. 76.3 
20. 23 5 
19.0 23 9 
o.o. ().9 
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Development of the underdeveloped eountries should be viewed ·O.S 

nn integral part of the reorganization of world trade. To do. this, 
both the developed and the less developed countries should thlnk of 
themselves as pa.rtners in a joint enterprise, rather than as donors and 
recipients of nid. The underdeveloped countries have been urging 
the developed countries to e..~tend trade preferences to lliem to·enable 
them to increase· their ex-ports, .particmlarly of manufactured goods .. 
Ever since 1923 the United States, m principle, has opposed the grant­
ing of trade preferences. Under ·the unconditional most-favored­
nation policy it has generalized to all countries that:do.not discriminate 
against its commerce all tariff concessions negotiated with other 
countries. · . . 

Nevertheless, mcreasing attention is being given to the possibility 
of granting some sort of special trade benefits to the underdeveloped 
countries. As recently as last November, Undersecretary of State· 
Thomas C. J\'Iann ·proposed that the Organization for Economic Co­
operation and Development study the question· of grantin~ special 
tariff benefits to the underdeveloped nations. Before departing from 
the principle of equality of treatment in international traae, however, 
it would seem to muke sense to :eress ha.rd for the general liberalization 
of trade among all countries. In any event, trade policy is an essen­
tial aspect of the problem of economic development . 

.Wiany of the foreign aid programs and national plans of the under­
developed countries arc directed toward national· development, with 
little regard for ·their international implications. An overriding need 
is for an integrated world system of trade and payments, including 
both the developed and the underdeveloped countries. Economic aid 
programs have not been thought of as a mea!lS for integrating the 
sta,,,"1lant trade of the less-developed countries, and most national plans 
for·economic development have taken little·acoount of the relationshlp 
of the·devcloping countries to world trade. Each country has· planned 
as if it were a closed economy, rather than an integral part of the world 
eoonomy. Export industries, which are a country's strongest 'in­
dustries, often are burdened by rising costs and by high ta."i'.es. In 
mn,ny.coun!;'Lies, especfolly in ~at~n Arnc:irica, risin!f costs h:ave resul~ed 
from in:Jlat1on and 'labor restrictions, together with the mtroduction 
of soci!1l services before increased productivity was available to pa.y 
for them. Plans for economic development are characterized by a 
strong trend toward self-sufficiency, buttressed by import restric­
tio;ns.:....a.n dependent upon the inflow of aid funds from the developed 
countries. 

The· production, in the developed countries, of substitutes for raw 
materials produced in the less-developed countries has caused a falling 
off in the demand for those materia.ls. Domestic fruits and juices, 
for exflJYlple, have tended to limit the demand for ·bi1Jla.nas, and new 
vegetable fats of domestic origin are replacing cocoa butter m the 
manufacture of ma.rgarine. · 

1.ilNERALS ' 

The outlook for mineral produytion in the underdeveloped countries 
is more favorable than the outlook for agriculture. Although new 
tecll.nology has made a.vailable substitutes for manv raw materials, 
it has not rendered mineral production obsolete. It has ·only post­
poned the day until the industrialized countries must depend to an 
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increusino- degree upon the as yet uncapped resources of mineral wealth 
in the le;-developed countries. · 

The developed countries are large consumers of metals and the 
prospect is that they will become ever larger. In 1958 the con­
sumption of copper in the United Stat~ was 17 pounds "/)Br person. If 
the rest of the world used coppel· at this r11te, production would have 
to be more than six times its present level. The less-developed coun­
tries that have abundant minerru resources have reason to be more 
hopeful, with respect to economic development, tha,n those that o.re 
entirely dependent upon agricultural production. 

IX. POPULATION GROWTH AN:O EooNOMIC DEvELOPlllENT 

The propensity for popul:i.tion to espand more rapidly than pro­
duction in the underdeveloped countries is such an important aspect 
of economic development that the problem of populo.tion growth 
warrants special attention in any study of foreign aid. 

The fact that countries whose people axe hungriest and most 
poverty stricken are also those \Vhose popuhi.tions are lnrge and fastest 
growing is not a mere coincidence, even. thou~h many statements by 
Rersons in high position make it appeo.r that it is no more than th11t. 
:Such superficiolity tends to reinforce the belief that massive inter­
national gifts of food can solve the problem, whereas they are likely 
to make. the situa,tion worse, in the long run. 

J\1ost references to population growth in the underdeveloped 
countries emphasize the need for increasing food supply, but fail to 
recognize the causal collllection between population growth 11nd 
economic underdevelopment. They fail to recognize that popul11tion 
growth is the most important cu1use of economic underdevelopment 
and tha~, by virtue of this fact, the cont.rel of population growth is 
the key to economic development. This lack of insight evidences 
failure to understapd the principle of population, as evolved over 
160 years ago by Thomus R. iVIolthus in the later editioµs of his 
celebrated study. l 1't 11as been fashionable since 'the turn of the 20th 
century to be critical of the 111althusian theory, but it is time we 
awakened to the fact that his analysis was more penetrating and 
closer to an explanation of poverty, than most contemporary an:;Jyses. 

:POPULATION TRENDS AND PROJECTIONS 

World population hns increased more rapidly over the past two 
centuries than in enrlier periods. In the Middle Ages it remained 
fairly constant, but between 1750 and 1850 it increased 4.6 percent 
per decade, between 1850 and 1900 it increased 7.6 percent per decade, 
and between 1900 11nd 1950 it increased 8.9 percent per decade. Over 
the pMt century population increased most raJ;lidly -in the newer 
nations, being three times great&· in North America than in Europe. 
At present, the world's population is slightly in excess of 3.3 billion 
and it is increasing o.t the rate of 2 percent a year (20 percent per 
decade). At the present r11te of increase, resoUl'Ces permitting, it will 
reach 6 billion by the yeo.r 2000. 

In the underdeveloped parts of the world birth rates <ind death rates 
have both been high, so that until relatively recently their populations 

J ],fulthus, Thomas R , "An 'Esso.y on the. Frlnmple er Populatiou", 2d ed.1 18-0S Repr1nted by Richard 
D Irwm, lnc 1 Home'ivot>d, lll.1 1963 
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remained fai'rly constant. During .the. 20th century, however, death 
rates in many 0f these .areas have declined-, while b.irth rates .have re­
mained constant, o:r increased, with the ·result ~hat population has 
increased r£Lpidly. 

·Between 196'1: and 1980 it is estimated that the world?s population 
will inaresse 30 percent, wi eh ·the largest.increase in Asia.and the largest 
percentage increases in middle America, .South America, and Africa, as 
shown in the following tabulation: 

• EsUmate(l,population groWth, 1984-/JO 

[fu nulhonsJ 

100! 1980 

~i:-orth America..~----- ..... ~-- ___ ______ -----·-----_ 2t1 .267 
.M1ddle ond South America ................ - •• 236 374 
.l\!\'loa._ •••••.••••••••.••• ------------------·- 3-03 440 
Asia._---- --------- ---------------- ............... ,. _____ l,!Hll 2,40! 
Euro~ ................ --- .. -- --------- ...... _ .... -- ---------- 443 .;70 
U .S.8 .R ••••••••••••••• ···----•••••••••••••••• 2:29 279 
Oooarua~---~----------------~-------------~- ....... 18 23 

World totnl ••••••••••••••••••...••••••••• 3, 2831 4,274 
' 

lnure.aso Percentage 
increase 

56' '26 5 
J.;18 58 5 
146 48.2 
061 .30.4 

11() 8 l 
.;o 21.4 
5 27 s 

991 ao 2 

Saurco Populntion Rcforeuco Bureau of Washington (as reproduced by James Reston. in the New· York 
'J:lrnes~ Jan 8, 1965). , 

Next to the problem of preventing self-destruction by nuclear 
force, the population e..'plosion -is 'probrobly the greatest problem .of 
the century. At present, 100 million people are close to famine. 
Prof. Gunnar 1\fyrdnl, the well~know:n. Swedish. economist, believes 
"the world is moving swiftly toward something more than crisis-a 
world calamity. Frankly it llliLkes me afraid]" Secretary of the 
Interior Udull has ·issued ·a similar warning. He recentJy told a 
Senate .Government Opetation.s Subcommittee ·that "if the present 
rate of population increase continues indefinitely most of the crucial 
problems that now confront the human race will sinlply become 
insoluble." He spoke in support of a bill that would establish a pro­
gram of governmental aid in ma,king birth control information 
a,vailable in the United States and abroad. , 

DIRTH R;\TES AND DEATH RA'l'ES 

The highest birth rates are in the poorest countries-Asia, Africa, 
and La.tin Americ!l!-whlch;now·have 70 percent of the·world's popula­
tion, Cuuent trends infl,icate that between now and the year 2000 
seven-eighths of the world's population increase will be in the.les's de­
veloped countries. Birth rates in such cormtries nmge from 30 to 50 
per thousa,nd persons, coml?ared 1Vith rates of 16 'to 20 per thousand 
in the industrialized: countnes of the West. 

Recent increases in population of the underdeveloped countries 
have·been caused primarily by declining death rates. Surprisingly 
low death rates are found· in certain A.sia,n and Latin American 
countries, where public health programs have been most effective. 
Although infant mortulity is high in some Latin American countries 
and in Africa, it is as low as in the United States, in Japan, T11bnin, 
and Hong Kong, . . 
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Declining death rates, if the decline is gradual, usually are accom­
pailled by simultaneous changes in mental, psychologiclll, and cul­
tural attitudes which lead to declining birth rates. Usmilly, however, 
there is a time lag of at least a generation. The more rapid the 
decline in the death rate, the greu:ter the tiroe lag. This ls because 
mental, ·psychological, and cultural attitudes tLre slow to change, and 
because changes in bU-th rates through conscious control are subject 
to cultural and psychological, ns well a.s social and religious, influences 
which a.i:e usually ri§lid and conservative. 

In most industrialized countries increasing output has been keeping 
well ahead of increasing population, whereas in most of the under­
developed countries popUlation has been increasing more rapidly tha.n 
production. The following chart shows percentage increases in 
population and in per capita gross nationul product over the 7-yenx 
period 1953-60. The countries are divjded into two groups: the 
industrialized countries and the developing countries. In all 0£ the 
industrialized countries, except only the United States and Canada, 
per capita gross national product has increased more rapidly tha.n 
population. In practically all the less developed countries, however, 
population has increased more rapidly tha,n per capita gross national. 
product. These ch!l.llges are show11 in the following chart. 
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CAUSAL RELATIONSHIPS: THE "STANDARD" OF LIVI])[G CONCEPT 

• 

"Economic deYelopment" and "industrialization" are not synony­
mous. Unless industrialization is accompanied by improvement in 
the level or living of a people, the process is not genuine development. 
Unless the mass of the people are better off than they were before, 
it might be better if the "development" did not oaeur. Trans-
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formation of a beuut:iful countryside, populated by happy peo-ple, 
i ito a crowqed manufacturing area, 'Vi.th the beauLy of the lundscape 
defaced and with the peo-ple receiving low 'vages, while being sub­
jected to hazllJ."dous employment, hardly men.ns that the people are 
better crff than they were before. 

Economic devefopment .should signify eoonomic·expansUm. in terms 
of the quantity and g;uality Qf goods consumed, per inhabitant, of the 
recipient country. One gathers the impression, when visiting some of 
the countries receiving foreign aid, tl:rn.t the principal objective of 
foreign aid is to spend as much money as possible and us quickly 
as possible. Empliosis is primarily upon administrative problems 
ttnd financial management, rather th= upon people. 

The fact that the total income of an underdeveloped country (its 
GNP) has increased does not, by itself, indicate that there has been 
genuine development. The test of development is whether the 
individua,l inhabitant of the country has more, and better, goods to 
consume. A lw:ge increase in aggregate income can leave most 
people in a society worse off than before if population grows laster 
than income, or if the growth of income is accompanied by incre11sed 
concentration of that income in the hands of a smnll elite, ox for 
military or other purposes that do not raise the level of living. In 
most of the underdeveloped countries aggregate income has been 
increasing in recent years, but these increases hu.ve been largely 
negated by ,growth of population. With only a few exceptions, the 
miderd~v.eloped comitries .are not increasing their supply of food 
per capita. 

The problem of aid for economic development can be expressed 
sucein!!;~!,r, as follows: 

(1) W Illy ia it tha~, in the couirse of history,_ certain countries (such as 
the United Kiiigdom, Germany, and the United States) have raised 
their levels of living, while other countries, some of them much older than 
·those just named (8Wlh as lndi,a, wnd Sauili Arabi,a,) have not done soP 
and (£) is it possible for the co.untM in the first category to a.elrist tho8e 
in the second categary in raising their levels? 

Superficially, it would appear that inventions, technologicol de­
velopment, and the accumulation of capital made it possible for 
certain Western European countries and the United States to in­
dustrialize. Culturally speaking, China was an old and highly 
developed country while what is now the West was still primitive. 
Economic development ruid cultural attainments do -not necessarily 
go hand in hand. 

Shortly after the middle of tbe 18th century a,,trriculture in Western 
Europe experienced n. technological revolution, a development which 
was soon followed by the explosive industriu,l revolution with its rapid 
succession of inventions in textiles, metalworking, und industrial 
power. 

By themselves, these inventions and ohn.nged methods of l?roduction 
did not constitute economic development~. inasmuch as their rmmediate 
effect was to enho.nce the riches of a small upperCll'ust, while degrading 
workers in factories and mines to a level even lower than that pre­
vailing during the medieval period. 

Genuine economic development did not occur until the people, 
first in the United Kingdom and rater in other countries, took action 
resultang in a wider distribution of the steadily growing production of 
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the country. In Engfand there was a long, ·drawn-out struggle to 
enact factory legislation between the first quarter and the third quarter 
of the 18th century. The workers, :fighting desperately to improve 
their status, eventually convinced Parllument that the lengtJi·of the 
working day should be restricted and minimum health and safety 
standards required. 

More important than the o,ctual legislation Wil.S 'the dissatisfaction 
of the common man with his lot m life and the hope ,that had been 
kindled in the mind of the common man .that improvement in his 
condition was attainable. It was tkis ray of hope and the determination 
to transjorm .it into aclntality that made economic development ;possible. 
It is the potentiality of this hope, resulting in a steady rise of wages, 
and the equally importMt fact that rising wu.ges have not·been negated. 
by rapid J:IOpulation growth, that nus diseredited the economic theories 
of Karl f..'Iarx. 

But, 'vhy did this development occur only in ·certain c01mtries? 
Why hasn't it happened elsewhere also? The answer lies neither in 
the facts of physiciil enviro.u:ment nor in the availability of capital, 
although abundant material resources and easy .access to capital 
tend to facilitate development. 'The an..'>lver lies within the people 
themselves. It lies in ~ousing the hope referred to above, and in 
doing something about it. 

In the .first edition of his book, published in 1789, !vlalthus said 
(and his contemporary, David Ricardo, a,,<>Teed) that attempting to 
raise the level of living of the ,people of Great Britain through social 
le,,oislation was a hopeless task because of the propensity of humans 
to propag1~te. His geometrical and arithmetical tendencies in· rates 
of growth-referring to the tendency of animal life .to exert constap_t 
pressure ;i,gai.nst agricultural food supply-has long '.been a c1ussic. 

It is ti·ue that 1v1ulthus placed too much emphasis on the minimum 
of subsistence us the determinant of the size of a.coun~'s population. 

'£he theory, as originally lormulated, could be called the "alley cat­
garbnge pail" principle. '.l'he mor~ garbage pails there are the ll1rger 
will be the cat population, the latter always being in direct proportion 
to tb.e amount of food available. The essence ·of th.j,s, Eis earliest 
theory, was that population grows so fast that it will always keep 
pace with food supply, thereby making it impossible for increnses in 
production to result in higher levels of living. Every improvement 
in technology is ttbsorbed by increases in the nuJ:p.ber of mouths to 
be fed. 

In the later editions of his esstty Malthus modified his theory by 
substituting "moral restraiqt" for the minimum of subsistence as the 
determinant of the size of the popuhtion. This restrn,int is the moral, 
or ethical, aspect of the economic concept "standard" of living. It is 
ethical, or moral, because it has to-do with the concern of people over 
the anticipated well-being of their progeny. St!tndards of living may 
·be viewed as the rnngs of a ladder, the bottom one of which is the min­
imum of subsistence. As peo:ele climb the 'ladder and u.ttain Jii.,.her 
stand!l.l'ds, they will exercise mcreasin er mstmint against too r:;:pid 
reproduction so that their offspriqg ,rifi .not ·have to fall to a lower 
rung of the ladder. If peoples receiving aid in ·the form of direct gifts 
of food do not restrain themselves with respect to p1·opagation, the 
gifts will result in increased :population and be self-defeating, 
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1v1odern population theory, which is based largely on Malthus' later 
writings, takes.into u.ccount four main variables; viz, birth rates, death 
rates, increased productivity resulting from technological improve­
ments, and the "standard" (in contrast to the "level.1') of living. The 
birth rate, death rate, and productivity concepts n,re easily understood. 
The concept "standa1·d of living", however, is frequently misunder­
stood. The level of living means the sum tot111 of goods that are 
consumed by a people, whereas the standard refers to the desired-for 
level of living. "Standard" has an ethical connotation. A simple 
'illustration rrught clarify: A graduate student, studying for hi" doc­
torate, is married and living on a shoestring. Realizing that they are 
not able to provide what they deem to be the minimum necessities of 
life, including educational opportunities, that they consider necessary 
for their offspring (their standard) he find his wife refrain from having 
offspring. Their minimum. st1mdard of living is higher than their 
uctual level of living. Teehnically spe11king, standard signifies the 
minimum of goods and services that are deemed to be so essential to 
living that, until there is reasonable expectfLtion of acquiring them, 
those concerned will· abstain from reproduction. 

Many of the people of India would like ·to enjoy a higher level of 
living thfLn they now have. One has only to be in India during a 
famine to understand the hopelessness of the low-caste Indian. 
Hundreds of defLths from starvation occur during a single night. A 
higher level of living is so far beyond their reach that they cfLn con­
ceive of notJl4ig better. Their numbers are dete:o:uiued, as in the 
case of the alley cats, by the bits of food that they can beg or steal. 
Just. to give them food !l'nd do thin~, in the name of decency and 
charity, only serves to mcreo.oo the:ir .number and ag-gravates the 
problem in the long run. · What 'theif need, above all else, w a 'l"easonable 
expeatation th{l_t they can improve their lot' in lij~. Only then will it .be 
possible for them to attain a higher level-of living. Until hope is 
eng~ndered, imd \~s. realization ~ broui;ht within the r(lalm o±, the 
attamable, economic development IS a vam quest. Unless standa,rl:/,g of 
living ako rise' £hem is little point in attempting to improve the level of 
living of a people. 

Does this reasoning return us to the defeatism of the original 
Malthusian theory? Is there no possibility of a people raising their 
standard of living? I;; the muss of mankind doomed to eternal 
poverty? The answer is "No." · 

'Dhere are two recent examples of countries that have taken great 
strides uJ.ong the road ol economic development with little assistru:i.ce 
from the outside. The first is Japan, which started to develop early 
in the 20th century. Paucity of natural resources h11S made the 
struggle tremendously difficult, partku1UJ."ly since the country has 
rei1ched the point where future development depends largely upon the 
ability to export m,anu'foctured goods to pay _for the raw materials 
that are so sorely; needed. The poi.Q.t is that the Japmi.ese had what 
it 41lkes to;get started-the desire to improve t]lemselves economically, 
a desire so strong that they were willing to save and invest their small 
surpluses. 

The second example is the Soviet Union. One cannot study that 
oountry without b!lcomfag acutely aware of the huge development job 
that tlie Russians liave ~done, even though it l:ias 'been at the expense 
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of personal. freedom. Unlike Japun, Russia has substantial n11turnl 
resources upon which to draw. 

'l'he United States needs to know when not to give certain kinds of 
aid, as well as when to do so. There is danger of trying to apply too 
much capital, too quickly. Cases have been reported where ma­
chinery received as aid has been too advanced for the recipient peoples. 
It is usually :more importroit that an underdeveloped people be assisted 
in improving their 11,,,"Ticultural methods gradually thun in being en­
couraged to blo.cken their skies with factory smoke. The introduction 
of fertilizers and insecticides can be more import!lJlt thun industrial­
ization. We should be wary of the desire of the leaders of rui under­
developed country to industriooze quickly, for often their oveITiding 
interest is in enhancing their own prestige and power. 

An eoonomically underdeveloped people T>':ill develop more effec­
tively if they follow logical stu,ges of growth. The problem is to 
recognize the next feasible stage of development. It is not enough 
that Americans abroad who are engaged in foreign aid work be techni­
cally competent in their fields of specialization. For the most part the 
engmeers, the health BJ?eciulists, and other technicians whom we send 
abroad are competent m this sense. Too often, however, they know 
too little about the peoples of the underdeveloped· countries. Who.t is 
needed are dedicated Americans '"ho hsve a deep understanding of the 
people of those areas, persons '\rho know and appreciate the history, 
culture, aspirations, !l.lld customs of the nn,tive populations. 

DEMAND FOR, AND SUPl'LY OF, CAPITAL 

There is a tendency to place too much emphasis on the supplying 
of capitaI to the underdeveloped countries and too little on the demand 
for it. Incentive to save and invest is limited by the size of the 
market for the products which capital investment makes possible. 
There is presently little demand for most of the products that can be 
produced. in countries that are plagued by poverty. It would not 
have paid Robinson Crusoe, for example, to make a hammer to drive 
in just a few nails. He used a :rock instead. So, also, in typical 
underdeveloped counliries a single steel rolling mill in just a few hours 
can produce all the steel shapes needed in that country for a long time 
to come. 

If the standard of living of the ma'ss of the people in an under­
developed country rises, even slightly, that fact alone can be enough 
to induce saving and capital investment. .Already, in some of the 
underdeveloped countries, there is an abundance of capital in the 
hands of the wealthy "upper crust." 

The disposition to save, far from being a mathematical function 
of the interest rate, is a pyschological characteristic of a people. 
Once the hope of improvement in the level of living is genero,~ed, it is 
reasonable to suppose that some saving will occur, even in a very :poor 
country. Even n small amount of economic improvement, especmlly 
if accompanied by education, can. cause the spiral of development to 
get. underway. If this were nccompanied by r11ising the legal mini­
mum age limit for marriu,ges and· by spreading knowledge of birth 
control {as is being done at the present time in Japan, Formosa, and 
India) the problem of economic development would be less difficult 
than it now is. 
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An important present-du.y fact is th£1t people in the underdeveloped 
ro·e£1s have been coming into contact with consumer goods from the 
advu.nced economies of the West. Up to u. point this contact cu.n be 
ndvantageous to economic development since, ofter the contact, the 
peoples of the underdeveloped countries a,re apt to develop a certain 
arnoun t of restlessness and dissatisfaction. If there, is enough dis­
.satisfaction to stimulate the imagina.tion of the people, and if they 
.can come to realize tha.t similar goods are within their re£1ch by their 
own efforts, there is a chance tha.t they will start to s11ve. It might be 
important, therefore, for the United.States to pl£1ce greater emph11sis in 
its foreign md programs upon simple consumer goods, relative to elabo­
rate industrial installa.tions, The demonstration effect of consumer 
goods, which is similar to the demonstr11tion effect with respect to 
improvements in agricultura.l production, might have an important 
effect upon half-starved people. · 

REVOLUTION OF RISING EXPECTATIONS 

A person's standard of living, we have seen, is his c;oncern over the 
economic welfare of his contemplated progeny. Unlike the level ,of 
living, which consists of the goods and services available for con­
sumption, it is an ethical stand£1rd of wh11t one deems to be the indis­
pensable minimum for his children, to the extent that if it is not 11t-
tainable he will refrain from h£1ving children. · . 

Basicilly, such awareness evidences discontent with anything less 
than the minimum st£1ndard. Its level depends upo.n educatiQn in its 
broadest sense. Such education includes the ability ,to underst11nd 
the nature of the forces that make for economic development and a 
rising level of living. It means appreciation of the eause-and-effect 
refationships between resources and production, on the one h11nd, and 
popufation growth, on the other. 

Such discontent ca,n be u. source of destructive revolution, or of 
frustration. It c11n, ·however, also be u. constructive force leading to 
increased understanding of the essential causes of inadequ11te income. 
The !<rowing spirit of discontent in underdeveloped areas ,hus been 
called a revolution of rising e:;,,pectations. Such a revolution can be 
dangerous unless the peoples concerned understand that their expec­
tations can be realized only after long.and arduous effort. Too often 
it has been tr11nsl11ted into demands for sharing the wealth with richer 
countries, rather than for setting the stage for expanded production. 

Until men and women in the underdeveloped countries want educa­
tion for their children enough to make personal sacrifices, it is not 
likely that there will be much development. Education and abun­
dance must be desired' enough to sacrifice leisure and elaborate cere­
monials. Also, religious beliefs that make ii; virtue of ,resignation and 
suffering need to be modified. 

In the words of the well•known international ec0nomist, ,John B. 
Condliffe: 1 

Such changes come slowly, but they can be speeded. They come mainly 
through the women and children exposed to new influences. The village nmse 
can be a potent instrument, as can the village teacher. There are innovators in 
every community-a farmer willing to experiment, a crnftsm:in ready to statt a 
small factory, a housewife prepared to break from cus~omary pradices iILdooldng, 

1 Condldle, J. B .• o-p. cit. 
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dress, or ornrLment. These.can be encouraged. "' " * Anything that breaks the 
grip -Of custom •Clln be <lffective " " *. 

'rhe adjustment of birth mtes is a slow proces:; thnt lags by flt least a.generation. 
But it is improbable that development goals can be reached unless birth rntes 
begin to decline soon nnd fast. This is not simply a matter of technique. Pri­
marily, it is a question of motivation and therefore of changed attitudes. \Vhen 
men, as well as women, desire better opportunities for their children sufficiently to 
exercise control, the meuns ·will be found. 

Unless economic pln.uning to.kes into account education iu this 
farge sense, concentrating instead on the mechanics of cµ.pital invest­
ment, organizational problems, ti:mning in technical skills, etc., it is 
ilmost a foregone conclusion tho,t the plans will not result in increasing 
per-en.pita ·incomes of people in the underdeveloped countries. 

Agam., in tlie words of Condliffe: 
Man is the creative factor in development. But, parado:deally, Mon rather 

than Nature now presents the cluef obstacle to economic development. * ~ "' 
It ought not to be beyond human intelligence to devise effective means of co­
operation across national boundaries so that the peoples whose living levels h:we 
not kept puce may be helped to more adequate means of livelihood. To->J.ebieve 
sueh cooperation they mw;i;.first achieve control of their own increase. Even this 
is not beyond imaginl,>tfon if emphasis· is shifted from the material to the human 
aspects of economic progress. 

BIJ«rR CONTROL 

.J:t is unfortunate that, whenever the question of population control 
is raised, discussion centers primarily upon the JJ.ros and cornt of birth 
control. This is not to·say tho,t the tirth control aspects of the popu­
fo.~iou problem are· not important, for they are. What·it says is that 
the ,key to popnll1'tion control is n. rising standa:rd of Jiving in over­
populated areas. The mnnner in which ·the standard is translated 
into popufo.tion control is BJ matter to be determined by individuals 
and countries themselves. The control of population growth 'is not 
merely a roa,tter of knowing the techniques of birth control. Primn.r­
ily, it is.a question bf:·mQtivation in.valving changing attitudes. 

Fo'r a long tame Japan limited the ·gr9wth of its population :by legal­
ized abortions. 'I'o most of us in the West this method is obiection­
n.ble. It offends )'.llany religious beliefs,. as well as our sense of J~ro­
•priety. Within the ·past few yea;rs, however, through intensified 
efforts on the·part of the Jll.fanese Government, the use of contracep­
tives is rtaking the place o abortions, nn,j the birth rate has been 

·dramatically reduced. This eh.n.nge has been brought about, not 
because of religious scruples, but ·b.ecause of pressure by Jn.panese 
roedicn.l experts who emphasize the dangers of abortion to the health 
of the people.' . · 

·0noo· poopli;i become convinc~d that it is necess111;y to llinlt births 
if they n.re to attaig. µhe minimum stllJldard of life that they feel is 
necessary, a way to limit them will be found. Abstinence, of course, 
is the simplest method, and increasing attention is being given to· the 
rhythm method. In recent yea.rs orol contrn.ceptives have been 
·developed, while simple mecho.nical devices have been perfected Md 
have been so reduced in cost that they are ;;ithin the financial reach 
-of almost everyone. India, 11lso, is .proving that educational cam­
'imigns .in fo.vor of birth control can: be effective. Like the J n.pn.nese, 
they axe not inhibited by religious scruples. 

1 Read~1s Digest, liarch HlOO .. 
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The Roman Catholic Church hus been, and continues to be, the 
most powerful single force opposed to the use of contraceptivell. 
However, even it is examining its historical attitude toward birth con­
trol. A special _commis~ion of lay an~· clerical e:icperts, appoint_ed by 
Pope Paul VI, is studymg the quest10n, although the Pope himself 
recently categorical\y prohibited the use of medicinal [],nd mechanic(tl 
contraceptives. A number of prominent Roman Catliolic laymen 
have to.ken issue with the traditimml teachings of the church in this 
respect and are exerting pressure for liberalization of the· hierarchy's 
stand on the question. 

T.)le U.S. foreign aid bill of 1963 authorized the use of aid funds 
for population studies, and there are now/opulation e:i..--perts in the 
AID. The big need in the underdevelope countries is not so much 
for the supplying of contraceptive devices as it is for trfilping doctors 
and midwives in their use, the extension of medical services to rural 
areas, the providing of educational materials for distribution, and 
medical conferences. 

It is [], healthy sign that the question of popUlation control, in­
cluding birth control, has been pulled out from the ·dark recesses of 
hum11U ignor11Uce und spread before the public for discussion. In 
itself, this is hopeful. Also highly signi£.c11Ut is the fact that the 
President of the United States has been stressing tbe importance of 
population control in poverty-stricken !Lreas. 

PRESIDENTIAL ATTITUDES 

In 1959 Gen. W:ilJi!Lm H. Dr!Lper, chfilrman of the Popul[],tion 
Crisis Committee, reported to President Eisenhower th!Lt population 
increases in the i:nde~developed countries were wi:ping out the udvii:n­
tages of U.S. foreign md and suggested.that the Umted States make its 
knowledge of birth control avaiiable to these countries if they so 
requestaj. In reply, the President said: 

I cannot imagine anything more emphatimilly a subject that is not a proper 
politicnl, or governmental aotivity, or funot10n, or responsibility. That is not 
om business. 

A~ first, President Kennedy tool>: a similur stund, but luter (April 
1963) agreed that may:be the United States shm,tld make its birth 
controlinformtttion avail!tble so that n[Ltions could m!tlfe up their own 
minds about population control. 

President Jqhnson is the first President of the Unitecj. States to f(!ce 
?quurely the problem of populution control. On June 25, 1965, on 
the 20tb anniversa1y of the United Nations, he said: 

Let us act on the fact that $5 invested ln population control is worth $100 
ii.J.vested in economic: growth. 

Gn August 30 of the same year, in· hailing the World Populution 
Con~erence, he said: 

Second only to the search for peace, it is humanity's greatest challenge. 

In a message to Coi;tgress in 1966 he said: 
We stand ready to help developing countries deal with the population prob­

lem * * "'· The United States cannot, and should not, force any countfy to 
adopt any particular approach to this•problem. It is a matter of individual and 
national conscience-in which we will not interfere. 
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. He went on to say that: 
Population growth now consumes about two-thirds of economic grov.rth in the 

less developed world. As death rates are steadily driven dmvn the individual 
miracle of birth becomes a collective tragedy of want. In all cases our help 
"Ml! be given only upon request, nnd only to finnnce advisers, training, transporta­
tion, educational equipment, llltd loClll currency needs. * * * Population policy 
remains a question for ench family and each nation to decide. But we must be 
prepared to help when decisions are made. 

It remains now for the proposals of the President to be translated 
into Government policy and to be sanctioned by legislation. 

Thus, a subject that could hardly be filscussed in public only a few 
yem·s ago, is now 11 feature of national policy. In this connection it 
is important to be aware that those having religious scruples regarfilng 
birth control are not mi sensitive to the term "populo.tion control" as 
they are to the term "birth coIJ.troL" 

One wonders whether the United States, the princi:IJ11l donor of 
aid, should not go so far as to insist upon agreement with infilvidual 
aid-receiving countries as to the gouls that they aim to achieve with 
respect to population control. Then, unless these gonls are achieved, 
or unless reasonable efforts are made to achieve them, the United 
States could threaten to terminate aid. To continue aid in the face of 
rapidly increasing population, without increased productivity, serves 
only to aggravate the problems of underdevelopment. Standard:;; of 
performance need to be set and if reasonable efforts are not made to 
live up to them by the aid-receiving countries, serious consideration 
should be given to terminating the programs. 

A "CI'.f!CLE" OR A "SPIRAL"? 

.A simple diagrammatic presentation might help clarify the rela­
tionships between standards of living, productivity, population, and 
levelB of living . 

.As long 118 the Btandard of living coincides 1vith the minimum of 
subsistence, peoples in underdeveloped countries are victims of a 
vicious circle of misery (diagram.A). When they become aware of the 
possibility of improving their lot in life by restricting births, they can 
break the vicious circle and embark upon an expanfilng spiral of 
prosperity (diagram B). 

In diagram. A ("Vicious circle of misery") an e::l.'Pansion of produc­
tion, resulting from new production techniques, brings into bei:og a 
larger food supply. Or, additional food might be made available by 
outside gifts. Increased food supply makes it possible for the birth­
rate to increase, in accordance with the original wlalthusian principle 
of popula.tion, based upon the minimum of subsistence (the "alley 
cat" principle). The result is to bring the per capita level of living 
back to its original level. Although the country's total production 
is greater than before, the per capita level of living remains unchanged. 

In filagrm:n B ("Expanding spirnl of development") increased pro­
duction, as in diagram A, results in a larger food supp,ly. The people, 
however, have acquired 11 rising 8Windard of living. rbey want better 
things for their children than they themselves had. Hence, they 
limit births. The result is that the increased production is not negated 
by l'ising population, so that the per capita level of living inereases. 
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Also, increased productivity mnke:>-it possible for the :(leople to live 
.on less thlLil they produce, even at the higher level, with the result 
that saving occUl'S. The savings are invested and Cflj)ital formation 
gets underway. 'rhe new investm.ent makes possible siill greater 
incroo.ses in production. Increasing production means more food, 
and so the spiral continufilS, ever widening, and' leading to the attain­
ment of higher levels of livilig, as the standard of living rises. The 
cause of the expa.nding spiral is the rising standard of living. '-Phis is 
what is meant by "economic development." 

x. PRIVATE INITIATIVE IN FOREIGN Arn 

The cost of economic development in the underdeveloped countries 
is so great that, in terms of sheer volume .alone, the task cllJlnot be 
ru;complished without a large expansion in the movement of capital 
and human resources ma the private initiative route. Almost every­
one agrees that private :initiative in foreign aid is essential but, thus 
far, little has been uccomplished toward stimulating it to assume a 
leadership role. 

Most of.the outward flow of private capital from the United St41tes 
in recent vears has been to the developed countries (principally 
Western Eii.rope and Canada) a1Jd to the less-developed countries.that 
have large oil resources. Special ,guarantees have been given in the 
foreign assistance 11cts 11gaiust -va1ious political risks, including specific 
and selected risk guarantees. 

That Congress recognizes the im_portance of mobilizing privn.te 
capital and technical 11ssistauce is 'indicn.ted by a.u amendment to the 
Foreim .Assistance Act of 1061 (sec. 621) which reaffirms the spirit 
of earlier legislation. It states· thut "in providing technical assistn.nce 
under this Act, the head of auy such agency or such officer shall 
utilize to the fullest extent practical, goods and professional and other 
services from private enterprises on a private contract basis." 

A committee that was .1:ecently appointed to study foreign aid 
through private :initiative states tlia;ti 

The oopital gap ruone has been estimat.ed at between S5 billion i!nd $20 billion 
annually. Smee no aonceivable increase in government-financed fo~eign aid is 
likely to fill al! ohhls gap, the Committee concluded that the private seqtor must 
fill it or it will not be filled. x * * United States business eommitment1> in the 
less--developed eountritJS is e.'1teusive, but most of t]lls'is in the extractive ingustries 
and the rate at which Americans are investing fresh eo.pital in the developing 
countries is modest. Unle'l!l investment is deliberately stimulated, the" Com­
mittee sees no reason to expoot this rate to increase very niueh.• 

The re.port goes on to so.y that "there are reasons, reii.I a.nd imagined, 
why busmess today is limiting its commitments in" the deve}bping 
world. For one thing, markets in these countries are small b;v Amer­
ican standards. To some degree, also, promising opportunities are 
simply overlooked by American business. The overwhelming re!lSOU, 
however, is thu.t business finds a diflicult 'climate' for enterprise in 
the developing world!' Inflation is so1netimes blamed for this situa­
tion, together '.Yith outmoded systems of business law and regulation, 
and the rud.imentu:ry nu.ture of the capita.I. markets in those countries. 
Almost everyv,rhere there are political risks, and other difficulties are 
so groot as not to be compensated for by prospective profits. 

l "F<>reign Aid Through Pnvate Initiative" .Report or thll-.Advtsory Comnnttee on Private Entcr­
pr.t...<:e ln Fo.r.eign Aid. (\Vatson report), Agency !or Interno.ti6na1 Dev-e!oPlllCilCr \Vra.shtngton, D 0., 1uly 
1965, 
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·It was observed earlier in this report that it is futile to expect that 
private capital will flow, in any appreciable degree, from the dev~­
oped to the underdeveloped countries as lon~ as governments of the 
developed COUI!tries make capital avnilable either free, in the form of 
grants, or at gret1,tly reduced interest rates. It can hardly be expected 
that the governments and citizens of the less-developed countries will 
choose to pay ititerest for private capital when they can get .govern­
ment eapita:J. for JlOthing, a.ud particularly when it is being urged upon 
them by the well-meaning governments of developed countries. 

The central prol\lem is how to stimulate investment of private capi­
tal, both indigenous and foreign, in the less-developed countries. The 
Wat.son committee Teport contains numerous recommendations for 
action ~esigned to he~p overco1:9-e the high risks and ~-elatively low 
profits m the developwg countries. Among •the .. more 1mportn.nt are 
the following: 

1. That Feaernl tax law be amended so that losses sufi'ered by 
Amerie!lll-owned subsidiaries' fu developing countries can 'be offset 
against ,profits made ,elsewhere. It aiso endoraes the proposal for a 
30cperceut ttJX credit on earnings on private investments in de\'eloping 
countries. · 

2. That the cost of.selected risk guaranties be reduced and that the 
extended risk.guarUJ:lty prpgram be greatly expanded. .Speh guaran­
~ies insure American owners against risks arising from the incon. 
ver~ihility of currencies (but not from devaluation), nationalization 
UJld confiscation, and losses from 1var and revolution. The committee 
proposes that· extended risk i,i:uaranties be broadened so as to insm:e 
mvestors against almost all .rJ.Sk. · 

'.!:'heir specific,proposul is that in undertakings in which.businessmen 
are willing to risk as much as 25 percent of ar; iµvestment, an amount 
not to exceed' 75 percent of tl;wjnvestmoot should.,be eligible for 100 
percent extended risk guarantee. 

The committee is a.ware of objections in principle to protection 
against all the hazards of private operation, as well as of the practicul 
objection that such assµrances may some day result in large cla.ilp.s 
aguinst the U.S. Treasury. 

3. That the Government ;take wl;rn.tever steps are feasible to in­
demnify ooth locaJ.ly-owned' aha foreign-owned' ent:erprises in the 
less-devefoped Muntries a1;1;0,j_nst the effects of currency devaluation 
(not presently covered under the guaro,nty system). 

4. That the Jnterno.tional Finance Corporation· be permitted to 
bonow $400 :o:rlllion from the International' Bank for Reconstruction 
u.nd Development (Worlii B11nk). At present the latter institution 
is encountering difficulty in finding outlets for inv~tment funds und'er 
its present banking requirements. Such a tr!JJlsfer would make it 
possible to grant loans on more liberal terms. 

5. That the U.S. (:toverm;nent and pdvate organizations assist the 
less-developed countdes in undertaking extensive market sm·veys and 
fe11sibility studies to be u.<;ed ns p11rt of 11 campuigo to engage the 
interest of prospective local and foreign private mvest9rs. 

6. Tliat the outflow of privo.tc;i ca.pital to the less-developed, countries 
be stimulated:, not-witl'istanding the efforts of Govel·nment to retard. 
the flew of ·private capital to the developed countries for bi:tlo,nce-of­
payments reasons. 
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A number of Senators are supportin<r a bill which would e.sOO.blish a 
"Peace by Investment Corporation" for the purpose of establishing 
and expanding people-to-people relationships between the United 
States and the less-developed countries,1 by ropping the resources of 
millions of American investors to encourage private investment in 
those countries. It would establish a corporation which would have 
authority to purchase securities and obligations of, or to make loans 
to, any underdeveloped country or public agency of such country, 
or any private firm, corporation, or association doing business in such 
country, for the pm-pose of financing any undertaking to expand in­
dustrinl, mining, construction, or agricultural activity. 

The corporation would issue class A capital stock of $1 million 
which would be sold to the U.S. Treasury. This stock would be 
retired within a period of 6 years, after which time the corporation 
would pass into private ownership. There would also be class B 
stock which would be offered for sale to the public at $5 per share. 
The corporation would also be empowered to issue debentures, bonds, 
and notes for purchase by the Secretary of the Treasury. 

The corporation would be "mixed," in that its board of directors 
would be composed of members appointed from private life by the 
President of the United States, and the Secretaries of State, Treo.sury, 
Commerce, and Labor, together with four members to be appointed 
by the President from various U.S. agencies concerned with inter­
national economic development. 

A somewhat similar proposal was made by William N. Rogers in 
hearings before the Senate Special Committee to Study the Foreign 
Aid Program in 1957.~ It has approximately the same objectives as 
the Peace by Investment Corp., but would attempt to achieve them 
on a purely privat.e basis without Government assistance. It would 
seek .to encourage· individual .and institutional. investors to employ 
their risk c11pital abroad, while mobilizing locru capital in the less-­
developed countries themselves. It woulCl also provide munagerial 
and technologieul functions compar11ble to some of those now provided 
b:y: the AID and its private contractors. . 

Even more diliicult than the transfer of capital from the developed 
to the less-developed countries is the problem of transferring skills 
and technology, as well v,s attitudes of individuals and institutions. 
The Watson committee recommended that the export of technical 
assistance to i'r1stit1Jtions in the developing countries be subsidized, 
and sJso that U.S. exporters of technic111 and professional services he 
made eligible for the same financing and guarantee facilities from AID 
and the Export-Import Bank that e:;.-porters of taugib1e goods now 
receive. 

It also recommended that quasi-private organizations for technical 
assistance be established. Such institutions, the committee suggests, 
might receive fonds from Congress, on contract .from AID, from 
foundations and other private sources, and from foreign governments. 
They would perform three specific functions, namely: (1) the-adminis­
trntwn of technical assistance progru,ms in countries which do not 
receive aid in the usual sense (such as some of the oil-rich countries) 
but which need help in developing their human resources, (2) the 

:! S. 1'002, Jntrodu~ 1\-fay 19, l'Glt.51 bt Senator .Ja.vits !or lllmseJi and Se no tors &rtk:e, Mwse, :Pen, Cooper 
and Scott. 

t Tho Foreign Aid Frognnu• l.Iearings before the Senote Speo1t:1l QQm.mJt.tee to Shtdy the Foreign Aid 
I'ro,i:rnm: 8Sth Cong., 1st ses.s:; Marel1/Aprd 1957, PP~ 623-630. 
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exchunge of plans und iuformation •among .American foundations,. 
universities, professional societies, and other org1mizntions reg11Idi:Qg 
their acti"l'ities in the less-developed countries, and (3) maintenance of 
contacts with nonprofit organizations in these countries. 

The ,problem of the human side ·of forei~n aid hinges on the fact 
that there is a shortage, not only of technicJ'.engineering and scienttiic 
skills in the less-developed countries, but also of entrepreneuri11l 
talent. 

Entrepreneurial talent is scarce because relatively few persons 
have hnd the training and e::-q>erience necessary for top-level admin-
1strative resl?onsibility, and because the few who have the aptitw;les 
needed for mdustrial promotion often .seek other outlets for their 
talents, such us real estate and trading. 

In consequence, it is .usually assumed that the government of an 
underdeveloped country should preempt the role, of_ entrepreneurship: 
Because the necessary talent is not in being, and because the_ govern­
ment ltself is most likely· to be plagued by inferior political and ndmin­
istrative leadership, the result is to· cover the problem: over with the 
heavy blanket of bureaucracy. The "'climate" of public confidence 
needed to stimhlate foreign and domestic investment is hardly im­
proved by such action. According to one authority 1 there are four 
principal aV.enues for increasing the supply of managerial resources in· 
the underdeveloped countries, namely: (1)- increasing the level of 
foreign investments that utilize technical and ma;nagerial personnel 
on local project sites; (2)· importing of .high-talent foreign manpower 
for work in locally owned enterprises; (3) sending nationals abroad 
for study and work e;1.-perience; and (4) developing .the needed huri:w.n 
resources at home. 

One important reason why <large-scale· manufacturfug companies 
in the developed countries are not attracted to the underdeveloped 
countries is the small size of their markets. Alternative opportunities 
in the developed countries.are so much greater that they do not w!1nt 
to be bothered, because of the small profit potential·f by extending 
their operations to the underdeveloped countries. For this reason, 
it seems probable that certain smaller manufacturing industries in 
the developed countries would be more likely to be interested in 
foreign markets in such countries than the 'larger companies. It is 
difficult, however, to arouse their interest, to •mobilize small invest­
ments, and to locate managerial.manpower. 

There are instances where management consultant firms have 
been successful in developing markets and in establishing manu­
facturing and selling organizations in some of the underdeveloped 
countries. Such firms send a small number of their OW!! e:iq>erts 
into an underdeveloped country where they first make an intensive 
market survey. Accorcling to one such firm, 2 the marketing surveys 
that already exist are usually far from realistic and confuse wishful 
thinking with hard-headed appraisal. The furn then recruits ntttive 
tttlent and proceeds to train them. It is understood' that in Iran 
this -procedure was highly successful. The Americans ·were soon able 
to withdraw, leaving in the country a hard· core of trained and experi­
enced personnel. Such procedme is analogous to ;planting a seed· 

1 De Fores~. J. D., "Enttopnlneursh1p :nnd Econorn1c Development," Challenge m:a.ga.iine, June 1965. 
z Based on private conversation with l\IeSSis W. J. Biehl and Daniel F. ri.tsgner, or Fry Consultants, 

Chic.ngo, Ill. 



60 SOME Fl\il'ORTANT i!SSUlilS IN F·ORE'.IGN AID 

in properly prepared, fertile ground. The idea takes r·oot and enter­
prises multiply as the native personnel widen their range of activities. 
A furiher advantage is that, when it comes to importing machinery 
and other equipment from abroad, those in charge arn more likely to 
make their purchases in the countries under whose nationals they were 
trained than from other countries. This type of development, there­
fore, results in the indirect benefit of stimulo,ting exports from the 
developed eoun try taking the initiative. 

It has been proposed that Congress create a National Foundation 
for Technical Assistance to administer much of the technical assistance 
progro,m for which AID is now responsible. The principal advantage 
of such a Foundation would be th11t, not being governmental, it could 
drop specialized personnel more readily when the need for vo.rious 
spooio,lizations disa:?pears. .Although· AID has authority to do this, 
the fact is tha:t, bemg a Government body, it is not likely to do so 
promptly. 

It hns also been proposed that American n111nagement and engineer­
ing firms establish a self-regulating body for e'J(ercising professional 
quality control. It is olaimed that more business-like methods could 
be developed in this manner for getting interested parfiles together- on 
mutually satisfactory terms, and in accordanoo with the appropriate 
provisions of the :il'orei:p:i Assisto,nce Act, than under existing self­
regulations 11nd procedures. 

XI. ADMINJSTRATIVE AND FI'NANCIAL QUESTIONS 

The scope of this i·eport does not permit discussion of all the 
questions that have been asked with respect to the adruini<Jtrative aud 
finauoial aspects of foreign aid". This chapter is confined to the follow­
ing subjects: 

Bilateral versus multilateral aid· 
Aunual, or longer term, congressional aid authorizations 
Centralized administration of aid 
Congressional supervision 
Loans, grants, ·and interest rates 
Cost of foreign aid 
Foreign aid and the balance-of-payments deficit 
Foreign aid. by other countries" 

SHOULD AID :BE GIVEN ON A BlLATERAl., OR A MULTILATERAL, BASIS? 

Whether aid cau better be given unilaterally or multilaterally, 
through internation!bl orgn.niz!btions, is not a clean-cut question, since 
most nations today participa.te in one or more multilateral agencies. 
Rather, the questiou should be for what purposes, and under what 
circUIDstnnces, is bilatero.1: or multilateral o,id more effective? 

There is considerable opinion tha,t multila.teral programs are better 
insulated than unilateral programs against policitul manipulation 
and that they are often accepooble in situations where bilateral pro­
grams would"' be suspect. Although it is doubtful whether there is 
a:bsence of political influence in international organizations, it probably 
is safe to say that actions taken by U.N. agencies reflect 11 broader 
consensus o,nd are generally more ooceptable thn.n those of a single 
foreign office. 
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The lust three administrations have expressed strong support for 
greater channeling of aid through· multilateral agencies, and in October 
1963 the Senate Foreign Relations ColIUllittee conclud,ed th!1t it wus 
time for the United St!Ltes to shift its !Lid !Lway frorp. the J:,raQ_itional 
bilater!1Lapprouch to a ·multilateral basis. In l'viarch of the same yeur 
the ·Committee to Strengthen the Security of the Free World (Clay 
committee) had recommended gradual conversion to a cooperative 
international effort. , 

In 1964 the United Nations Conference on Trade u.nd Development 
adopted unanimously a recommendation on guidelines for international 
financiul cooperation calling for the channeling of externnl resources, 
wherever possible u.nd appropriate, through multilateral institutions, 
including i·egional development institutions. 

Notwithstanding these expressions of support for greater emphasis 
on multilater!11 aid, the developed countries liu.ve been reluctant ·to 
follow through. The proportion of aid channeled- through inter­
nu.tional u.gencies increased from about 10 percent in 1954-'.56 to 
aP.proximately 12 percent in 1958-59. It hus ·been estimu.ted that it 
did not exceed 15 percent in 1963, and that it is still• less th= 20 per­
cent. 

'rhe United Stu.tes u.nd the United Kingdom u.re the only mu.jor 
countries that giv(l substantinl support to the multilateral approach. 
Other donors of aid, including West Germu.ny and Fr!1Ilce, muintan 
tight control over their foreign aid furids. Among their motives· is 
the·desire to encouru.ge .the expenditure of aid funds for their exports. 

Supporters of both points of view tend to •present their views in 
stark blacks and· whites, disregarding the gru.y u.reas. In the ·late 
1940's, becau~e of the experience of the· United Nations Relief and 
iltehabilitation Agency, "multilu.teral" wus identi.fiea with the United 
Nations and "bilateral" cume to med.n: the interests of .the United 
States. The debate was often conducted in terms of generalities, 
which tended to-cglor subsequent discussion. 

Experience shows that the goals ullegedly realizable by bilateral 
aid are not always attained, and indeed, m;i.y even/rodu?e ·opposi~e 
results. On the other hand, advocates of mcrease multilateral md 
sometimes present their case in extremes, portraying a :be~evolent, · 
"disinterested" international organization composed of (Ldministrators· 
dispensing aid effic~E)ntly and objectively. -

Advocates giving a larger proporti·on of aid through multilateral 
cl;tannels emphasiZe 'the "i;ionpolitical" 11at~e of mul'tila~er.al wa.. 
Henry Cabot Lodge, while serong us .A.mbussudor to the United' Nu.­
tions, argued this way in a speech before the 10th Annual Conference 
of N ationnl Organizations on J'viarch ,7, 1960: . ' 

T.hese {multibte~nl) programs are so obviously insulated against political manip­
ulation that they are w~comea in places 'where bilateral programs, however 
unjustifiably in our case, would. be suspect. Thus there is less risk of having our 
puri)ose misunderstood and resented: Tndeed we get credit for helping an al-
truistic U.N .. -program.l · · ' 

Some multilateral economic agencies, of course, ure less political 
than others. The· Organization for European ,Oooperati'on and D-e­
vefopment is less political ·th= the Council for Economic ·Mutual 
Assist.ance (Comecon), but the term ·"nonpolitical" is usually reserv:ed 

t Henry Co.bot Lodge. "Mutual Aid Through the United Natlo11s," Dopllihnont o!-State BulleU11, 
Apr. 4i l{l60J p. 52.5 
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for the United Nations and its specinlized agencies. Here we may 
observe a striking dunlity in .American thinking in that, to the· extent 
that .Americans approve of the political neutrality of the U.N. :family, 
it is main!:}' because they expect these agencies to be "nonpolitical" or 
"neutral" m favor of the West.1 In the minds of some, it seems that 
the United Nations should be an extension of U.S. foreign policy for 
"national" interests rather than .the reverse, politically innocuous, 
international body that .American policymakers sometime like to 
portray it as being.2 

The United Nations has been lauded when its actions conform to 
what .Americans consider to be in their national interest and has been 
attacked as "political" whenever the opposite has oceurred. In­
stfiJlces in whi(lh the United States has opposetl the actions of the 
international body have inevitably occurreil; for the United Nations 
can decide that it willnot provide aid unless certain criteria ure met. 
Once the criteria.have been established, ho\vever, it cannot n:fford to 
discriminate among qualified 8:PPlico,nts. 

The contr:overs31 over the disLribution of U.N. funds in Cuba is a 
case in point. In May 1961, a short time after the abortive landing 
at the Bay of Pigs, the Governing Council of the U.N. Special Fund 
approved. a grant of $1 million for the expansion of an agricultural 
experimental station in Cuba. The Governing Council stood firm 
against American expressions of outrage on the ground that the 
charter of the Special.li'und, like that of other U.N. assistance agencies, 

. does not allow the,.granting or withholding of aid on the· basis of 
political considerations. · 

Because of the "nonpoliticul" complexion of the United Nations 
individual countries have tried to put controls on money channeled 
into the international body. Senator Wayne Moree voiced this stand, 
during the hearings on the. 1966 foreign assistance program before 
the senate Fo1·eign Relations Corp.mittee, as follows: 

" * * one of the great issues in -this (debate) and one about which there is 
going to b·e very strong dill'erences * "' * is thnt some of us "' " " do not think 
we ought to turn foreign aid over to a mu1tilateral lljj:eney. We think that we 
ought to cooperate in providing American contributions to those agencies but not 
to do with as those agencies may decide to do, without what we consider to be 
basic checks.3 

Aid receivers, as well as ai'd donors, from time to time have accused 
the U.N. aisencies of interfering unwarrantedly in the internal oifa:irs 
of aid-recmving governments. The International Bank for Recon­
struction and Development in its Turkish program, the International 
Monetoxy Fund in Brazil, o,nd the International Atomic Energy 
Agency in India have all encountered this difficulty. 

Whatever advantages a bilateral program may have, in terms of 
freedom of ~action, the longer it remll.ins in existence, the less freedom 
it seems to allow the donor. As time passes, it becomes increasingly 
difficult to discriminate between friendS, enemies, and neutrals. Once 
a country has invested-in o,receivingcountry, further investment tends 

· to be viewed as the best way to preserve the initial investment. After 
l For o.n explnnation of this eontmdict1on. see :mis L. Claud" "The Contwnment o:ud Resolutfgn ot 

Disptttes," t~ Umtnd States and the Uruted N•tlons, e<bted by Francls O. Wile-0rnnd R. Field HaVJland 
CBa!tunoro: J"obiis Hopkins Press, 1001), p. 122. 

'Geurge•L!sku, tho·N"'v Stntcoi;•fl (Chicago The University Pross, !Ollil), p 216. 
s ll~nngs 00.fote the Committee on Fotaign Relatinns1 U.S. Senate, &9th OOng.1 1st soss, on~tbc !Greign 

nssist!lnoo program, Mar. 9~ 10051 pp. 39-4-0. " A 
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a bilaterol program has been in oper11tion for 5 years or more ·the re­
cipient country 'comes to view it as a "right." 
. One of the principal arguments in favor of· giving aid on a multi­
l11teraJ: basis is that an international- organization has more freedom to 
d~pense funds on the basis of purely economic considerations. Yet, 
ns experiep.ce attests, in an all-embr11cing internationnl body, such as 
the United Nations, .this 11dvantage is hypothetic11l r11ther th11n. proved. 
A decision may reflect mutua} accommodation among nations rather 
th11n willingness to conform to the requirements of effective use of aid. 
Both aid donors and aid receivers have critic:iZed·international bodies. 
In January 1963 the Soviet Union·11ttacked the United Nations Special 
Fund, asserting that six Western concerns had received 82 perceq.t of 
the money awarded on· subcontracts and that nine Weste1n countries 
had obtained 84 percent of the orders for specinl equipment. 

Advocates of the multilateral approach have made. much ·of the 
argument that if the United States were to increase its contributions 
to multilateral agencies, other nations would follow suit-a sort of 
"keeping up with the Joneses," in, reverse. 

Multilater!J.lization of aid, however, might result in 11 lessening of 
the flow of funds to underdeveloped countries. For instance, an 
attitude which might conceivably be cultivated· (by the United States, 
for example) is that by inducing oth~r donor countries to assume 
more of the b'urden it can reduce its own contribution. Congresses 
and P11rliaments, already rather disillusioned with the results of 
foreign aid, might be· more reluct11nt to vote funds for an inte1nation11l, 
than for a: nationol, agency. As a result, the total funds available 
·might be smaller than re11lizable under the bil11teral approach. Ex­
clusive reliance on multilateral channels ·might therefore lea.ve the 
un_derdeveloped nations worse off than they would be under bilateral 
aid'. At least, at the present tim'El competition- among bilateral 
programs tends to swell the 'totn:l of aid to needy countries. 

It is also argued that multilateralization of aid would result in 
greater and more eff!Jctive coordination of aid channels. This argu­
ment has become significant only since the number-of donor countries 
hns ·growp. and since country programing has become important. As 
long as the United States was practically·the-oniy dispenser of assist­
ance.with funds given on a-project basis, the proponents of the bilaterol 
approach had a rather good case on this particular point. 

It is not clear that multin11tional bodies would do a better job at 
coordinating aid efforts than is done under the bilateral 11pj:>roach. 
The Indus and Mekong River projects and the consortia for India and 
Pakistan· indicate that it is possible to" attain a -substantial measure 
of coordination without the _pooling of funds, as long as there is an 
effectiv:e mechanism for reaching agreement as to who will do what. 

Still another argument is that the United States will "get more for 
its money" by pooling its aid· funds in a:ii international organization. 
Henry Cabot Lodge hns argued that dollars of the United States are 
more than matched by dollars of. othei:·contributors and that money 
will be more wisely used when the recipient feels th1,tt it has 11 share 
in planning and implementing programs. Secretary of the Treasury 
Douglas Dillon's statement b'efore the Senate· Foreign Relations 
·Committee on November 15, 1963; with respect to-legislation affecting 
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the Inter-American Development Bank, summarized this point of 
view as follows: · 

Fortunately, there is incrensing realization throughout Latin America that 
the extent of their own effort.! Will m the long run determine the success or failure 
of tho Alliance for Progress and will determine whether the externnl resources 
being made available to them cm; be i;uccessfully utilized. * * * Through their 
own financial participation, through their presence in the staff and ma.nngement, 
and their decisions in all of its governing bodies, the IDB is available t-0 the Latin 
American countries rui their own instrument which they them:selves can use snd 
direct in the struggle ,to cast off the bonds oi poverty and' ignorance.1 

It JS often argued thnt the multilateralizatioD of foreign aid will 
strengthen international institutions, which is itself nn important 
feature of U.S. foreign policy. Whether stro11g multilateral interna­
tionnl nid organizations will always act in the interest of free world 
aims, however, is open to question. Certain importtmt short-term 
political and economic interests of the United States might not be 
served· by channeling ·all foreign aid through multilaterul channels. 
For, it is not true that an internatiQnal organization is completely 
immune from power politics. In fact, the political clim.ate may be 
such that reliance on an internationul organization i;night strl1l.ll it 
to the point of collapse. A ease in point was the d!lbilitating effect 
of the Congo operation on the United Nations. 

A possible compromise between the bilateru.l and multilateral 
approaches is the "consortium," an arrange:t\l®t un.der which 'bilateral 
funds are channeled through !J. multinational body. The u,nnual 
rounds of concerted u,id to India a prime example, constituted an 
attempt to bring together the aid efforts of different countries and 
international organizations and, at the same time, set the combin!'ld 
uid into proper relation with the requirements 11nd priorities of the 
receiving country. 

A major advantage of such. •coprdination of bil!tteral aid is that, 
while there is more efficient cooi::dination of &id ~fforts, the donor 
country still retains a COIJ.siderable degree of :flexibility toward ,the aid 
recipient. · · 

Another means.for Jltomoting ;t~e <fl,o:w of ~id funds .through. multi­
lateral ·channels IS the strea'mlim.ng of· Urnted Nations assistance 
programs. The United States hus,already pro:qioted what may prove 
to be a major step in this, direction by its :proposal for the merger of 
the United Nations Special Fund and the ]!.-.-panded Program of 
Technical Assistance, which was· realized thi~ year. 

It can probaDly be generalized that, to the extent that it is uot to 
be utilized as an integral part of the foreign'Policy of·the United·States 
toward an individual country, foreign eco:Qomic assistance :can best ·be 
supplied through an in:terna.tional organization. Contrarily, to the 
extent that foreign u.id is to, be utilized as part of U.S. foreign pol.icy 
toward a country, it can be· administered more ·effectively by the 
United St11tes than by an ·international organization. 

ANNUAL, Oll LONGER TERM1 CONGRESSIONAL AUTHORIZATIONS FOR 
FORElGN JJJ:i? . 

Although Congress. b,_as been willing to a,uthorize• fund~ for certain 
longer term programs,. such as· the development loan. fund .nnd the 

•Statement or Douglas Dill.on, Beorct.ary ot the '!'rensury, before the SeuuOO Committee on Foretgn 
Relations on lcgfslstn:m lille.ctrng the Inter~Arrterje;1n De-velopm.ent Bo.nk nnd the ~tional Develop~ 
ment Assocle.tion, No" lti, 1Q63, p. J.G. 



SOME IMPORTANT ISSUES IN FOREIGN AID 65 

Alliance for Progress, it bas balked at the idea of placing the enth-e 
foreign a1d program on a long-term authorization basis. 

As passed: by the Senate, the Foreign .Assistance Act of·l966 pro­
vided for a 2-yoar authorization, as well us for the termination of 
foreign aid·in its present form at the end of fiscal 1967, together with 
est[),blishment of a Foreign Aid' Planning Committee. 

It [),Uthorized an appropriation of $3.35 billion for fiscal 1966 and 
of almost $2.6 billion for fiscal 1967. The House version provided for 
orily a 1-ye!l.r .authorization and, in conference, the provision for multi­
year authorization was removed from the bill 

In their sW.tement accompanying the conference report.House con­
ferees reported that, although they could no!; u.gree to.a blanket 2-year 
autliorization under present conditions, they were not irrevqcably 
opposed to authorizing aid funds for longer than l 1ear regardless of 
c1rcumstam:es. They added that, while they coul not bind subse­
quent Congresses, they had, in view of the action of the Senate con­
ferees in receding, from: their .eosition, included an "expression of 
informal understanding" in their statement. It stated that during 
consideration of the foreign assistance 111.1thorization bill they would 
.urge their colleagues to ex(l,JJ'.\jne with the greatest care such propoisals 
as may be submitted authoriz;ing foreign aid' programs for 2 or more 
years. 

In explaining the action of -the Senate conferees, Senate Foreign 
Rela:tions Comrnil;tee Chairman J. W.. Fulbright expressed the hope 
that in 1966·some headway could ·be ·made so as to avoid the dreary 
cycle of successive 1-year aid programs. 
· Pa'rt of the reluctance of Congress to place authorization of foreig;n 
aid on a multi.year basis ·lies in its ·interpretation of its own role rn 
the foreign aid program. Members opposing multiyear authorizations 
argue that Congress has a duty to retarn stJ.ict·control-over the foreign 
aid proi;r·arn a:nd .thu.t authorization fo1· several years \V'ould signify 
abdication of this responsibility. . 

in hearings before the House Committee on Foreign Affairs in 1961, 
Hem-y R. Labouisse, Chairman of the President's. Tnsk Force on 
Foreign. Economic Assistance, so.id that the administration ·planned 
to incorporate into any agreement with a recipient government a 
clause which would e1mble the United States to rescind, or modify, 
the agreement if Congress shoulQ. withdraw authorjty. Also, .the 
agreement would iircorporate an understanding that, if there were ll; 
basic political change which the United States fe.lt was inimicable 
to its interests, it would not be bound. 

Senator Wayne 1Yio:rse, Democrat of Oregon, .stressed that, dm-ing 
the 2-year period proposed in the bill, the Foreign Relations Com­
mittee would be in a position at all times to take jurisdiction ove1· 
the foreign aid program and to make recommeudations to the Sen<tte, 
including legisbtive re-commenda.tions. According to him, nothing 
in the amendment is intended to mean that Congress cannot. take 
any action until 2 years ·have e:!..-p:ired.. It means ouly that the progrnm 
os a whole would not come to an end until the end of .the 2-year period. 

Certain congressional proponents of annual authorizations from· 
time to 'time have accused the administration of desiring multiyear 
authorizations so as to bypass annual scrutiny by Congress and other 
c;>ngressi?nal .. controls. This charge has been denied by administra­
tion of!icJ.als·and some Members·of·Congress, who oo:gue that Congress 
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will be able to obtain the best of all possible worlds by a multiyem­
authorization, in that it 'Will continue to watch the foreign assistance 
prO$rnm closely, while obvin.ting meticulous, tedious, and repetitious 
reVJews of l?r?grams which h!1ve ~eady ·been reviewed many times .. 

The adnnnistrators of forei11:n md contend that the annual' authon­
zation requirement has restricted discretion, hampered adaption to 
changing conditions abroad, and indulged the demands of particular 
domestic interesra at the expense of the program's objectives. Fur­
thermore, the· program has been .threatened repeatedly by reductions 
in appropriations. wlultiyear authoriz11tions, they maint!Lin, would. 
allow Congress and ·administra.tive officio.ls to spend ·their time more 
effectively in V;dministrative and legisfati~e, oversiisht of the p~ogr_nm. 

Another maJor argument of those favormgmult1yeai:.authonzatlons 
is that the annual •11uthorization ·,process ·thwarts efficient long-range 
plu.nning for economic development. Their position is thu.t adequate 
cmthority for long-term financing would .permit ·more orderly. develop­
ment and effective execution of development progr!llOS .by the ad­
min:istrators of aid. Without such authorizations, they .argue,, in­
sistent ·p:r.:essures arise ·for stopgaJJ Jinancin'.g .to meet crises, which 
could have been ·prevented ,at 'less .eost by adequate 1ong-r11nge 
programs. ·, · · 

Economic development is a long-run process which does not co­
incide with the short-run cycles on Congress. 'Tihe present· system 
makes •long-range planning virtuilJly impossible and causes delays in 
procurement. As· a result, as"unspent money accumula.tes;. ·the pro­
grams become even more vulnerable to the congressional chopping 
block. l\ilembers of Congress who a:re opposed to .increased aid point 
to unobligated balances to show that adequate money is still available 
for aid. 

The President's Committee to Study the United States Militar:y 
Assistance Program (Draper committee); appointed by the ·President 
in 1959, recognizing this problem, proposed that Congress .place the 
military aid program on a 3-yeur schedule and authorize commit­
ments much ahen.d of ·disbursements. 

Opponents of a multiyear authori:im.tion, on the other hand, argue 
that there is no need for Congress ·to commit itself to multiyeo.r 
obligations since it is clear that ·it will continue major P.rograms . 
already begun:. CJongressman W.alter H. Judd (Republican, .of 
Minnesota) re,Plied to Secretary of the Treasury Douglas Dillon ~n 
the 1961 heanngs: "* * * whenever they .[projects financed by de­
velopment loan funds] were f1mdamentally sound I don't know in 
the 19 years I have been here that the Congress of the United States 
has failed to go through witll what were considered to be moral com­
mitments if a good project had already been started." 

A corollary to the assertion that multiyel1l' authorization of foreign 
aid is necesSillJ' for the contmuity: of the aid program is ·tha.t annual 
a.uthorizations make it difl:icult to attract and ret!Lin personnel to 
administer the program. Those who take this position liold .that the 
agonizing reappraisals of the progmm from year to y.ear place the 
entire effort in doubt; and m!l.ke recruitment difficult. Those, dis­
agreeing with this contention .point out that eyen a permanent au­
thorization for the program would not assure that the level of appro­
priations itself would remain constant. They further argue that 
every other Federal agency is subject to the annual appropriations 
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process, that many foreign aid contracts are nlready on a multiyear 
basis, a:nii that if the Agency for International Development is having 
difficulty rem-uiting capable administrators, it should examine its 
reei·uitment policies to find out why they are not successful. 

In answer to the contention thu,t under a 2-year authorization 
Congress would lose control of the program, it has been proposed 
that a Joint Congressional Comniittee on Foreign Aid, composed of 
key members of the House Oommi~tee on Foreign Affairs and the 
Senate Foreign Relations Committee, be created to serve as a "watch­
dog committee" to study the program in alternate years. Such a 
group would obviate tl}e need for the untiqnated, often fruitless, and 
lengthy OJmual hearings on the aid programs. It is 'even probable 
that establishment of a committee of a felV 0ongressm.en and Senators 
would tighten congressional control qver foreign 00.d. Inste!ld of 
dissecting the pi:ogram for a given fiscal year, a function which: would 
be left to the Appropriations Committee, the Joint Congressional 
Committee on Foreign Aid could exercise g~eral oversight of the 
program 0J1d :majte recommcndo,tions for its improvement. In lieu 
of testimony in len~thy hearin~, the administration could submit a 
detu.iled report on tne foreign md program in alternate years. 

CENTRALIZED AD:i\IINISTRATION OF AID 

'l'he agencies involved in the U.S. foreign aid effort include the 
State Department and AID; Defense; kgriculL"ure Depurtment (food 
for peace); the quasi-independent Peace Corps; the Treasury Depart­
ment in connection with U.S. policy m international :financing in­
stitutions such as the World Bank a,nd the Inter-American, Develop­
ment Bank; and the Export-Import Bank. 

Administrntor Bell' described the fairly complex working relation­
ships among these agencies in the course of recent testimony m the 
Senate, indicating .toot his office is the "control point" for food for 
peace and military assistance, as well as for development assistance. 
He would prefer to have the administration of Public Law 480 (food 
for peace) under the Secretary of State tather than, as at .present, 
under the Secretary of Agriculture, but says it was felt, when .AID 
was established, that this would not be acceplt1ble to Oongress.1 

The foreign aid authorization bill reported by the Senate Forei~n 
Relations Con1mittee last year requested the President to include in 
new foreign aid legislative proposals by July 1, 1966, provisions for 
"unification insofar as practicable,' 1 of the administration of n-ll pro­
grmns of U S. assistance to forci,,"ll countries "under a single officer 
or _agency." 2 

Nevertheless, recent speeches of the President re111ting to foreign 
aid _programs, give the impression that the administration favors a re­
tin11 to administrative fragmentation, rather than to their further 
centralization, 

Closely related to the question of administrative centralization is 
the proposa,l that there be greater concentration of program in fewer 
countries, thereby eliminating aid to countries where economic assist­
ance is too smnll to be a major objective of policy. Such a proposal 
has a twofold a.ppeal. It is a possible approach to greater efficiency, 

1 sennte bearings, 1965y pp . .569-078. 
, Senate report,. l9GS, p. 10. 
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in that it avoids ·scattering assistance too widely and· too thinly. It 
also appeals to .those who wish to curtail the use of military and 
economic assistance for political purposes. 

Section 703(b) of the authorization bill, as reported by the Senate 
Foreign Relations Committee in 1965, provided that the total number 
of countries receiving assistance, except for relief 01· humanitarian 
purposes, should not exceed 50.1 

CQNGEESSIONAL SUPEEVISIQN 

It hus been observed that a congressional watchdog committee would 
obviate much of the need £01: the committees of Congress.to review, in 
detail each year, 8ll aid programs in ru:iticipation of annual.authorfaa­
tion legislation. 

In both government and business it is almost a truism that the 
more widel;y d)lfused the day-to-day decision-making authority, the less 
efficient will be the administration. It is ·necessary to distinguish 
between policy and the execution of policy. It is necessary that 
policy itself be cliscussed on the broadest.possible basis. It is equally 
essential that·responsibility for day-f.o'-day decision-making be eon fined 
to as small a group as possible. The difforence between a "strong" 
executive and a "weak" executive is that the former accepts responsi­
bility and makes decisions, whereas the latter confuses administration 
with discussion. 

Because of the failure to delegate responsibility, and because of the 
1!1rge membership of Congress, certain practices have ll.Jilpoored that 
handicap the successful administration of some of our a1d pmgrams. 

One of the greatest handicaps· to the program and to the personnel 
concerned is the long-run li1g between appropriations by Congress and 
the illocation of funds to the geographical areas concerned. In 
some instances, 5 or 6 months of u fiscml year have elapsed before 
those responsible for aid ~rograms in the :field are informed of the 
funds that are available mthin the fiscal year for :finnneing the work 
for whfoh they ro:e supposed to be .responsible. The result is that 
neither the Americnn personnel involved, nor the officials of the aid­
receiving country concerned, can plan wisely, budget frugally, or 
per form efficiently. 
· Related to this weakness is the provision thiLt not more tb.nn 20 
percent of an annual appropriation can be spent within the last ~ 
months of the fiscal yeu;r. When 8llocations are not made until 
6 months or more of the fiscal year have elaysed, the· result is that there 
is o, great.flurry of spending in the 4 months, o:r less, remaining before 
the deadline. Obviously, this creates many opportunities for waste, 
based on decisions made too hu.stily, not because of inefficiency on 
tb:e part of those in the field, but because of unreu.sonable !lJld uu­
realistic restrictions upon their freedom to act in an orderly m11nner. 

1v1eans need to b.e foun~ to expedite the all<!eation of °'.PPJ:O,Pria~ed 
funds to the ·field, m the mterest of more ·efficient operation, m"view 
of the legal requirement which, coupled with these unjustifiable 
detays, has the effect of forcing flersonnel in the .fiela to commit 80 
pE!rcent of their 8lloeated funds within one~third of the fiscal year. 

Refoted to this situation is that ere11ted by the reluctance of admin­
istrators in Washington to grant autonomy to administrators in· the 

i senate report, 1005, p. 76. 
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field. Few persons in Washingbon, thousands of miles a.way from the 
aid-receiv:ing·country, can exercise judgment superior to that of com­
petent personnel on the scene. The time-waste factor alone argues 
for granting greater autonomy, ·within specified limits, to those respon­
sible for field operations. To accomplish this· objective it 'V'ill be 
necessary to change personnel policies, so as to engender greater con­
fidence in the ability of operations personnel to make independent 
decisions. Persons should be assigned to specific missions abroad, 
not on the basis of seniority, location, or personal preference, but on 
the basis of competence to perform the tasks at hand. Competence, 
in this sense, should include not only professional ability and experi­
ence, but aJso a thorough· knowledge of the ioreign couutcy's history, 
culture, political system, and ecouomic structure. 

A pnrticularly wenk spot is the system of rotation which takes a 
man out of n less-developed country after 18 months, or so, of ser:v:ice. 
This tenure is too short to permit him. to perform '.\>ith ma:rimum 
effectiv!)ness. He is of less thf1n full usefulness for the first few months, 
because of fack of familiarity with local conditions, and is of diminish­
ing usefulness during the .fa.st few months as he looks forward to 
transfer to some other post. 

LOANS, GRANTS, ·AND INTERES'.I: RATES 

Generally speaking, the American public mid their representatives 
in Congress favor Joans over grants as a means of transferring capital 
to the underdeveloped countries. In l!t61, 19.63, and 1964 Congress 
tightened the terms of American -u.id loll.lls, with the result that interest 
on such loans is now charged at a minimum rate of 2~ percent, over 
40 years, with a grn,ce period of 10 yero:s, during which time the rate is 1 
peri'..ent. If development is taking place mid indigenous capital is 
being formed, tbe p:riuciple of granting aid in the f01m of loans for self­
liquidating projects is feasible. 

However, tbe accumulation· of loans outstanding to tbe underde­
veloyed countries is already so lar~ as to cause concern over their 
ability to pay the interest ehn,rges w;ithout crippling their devel.~~ment 
efforts. In 1964 the underdeveloped countries owed the United 
States over $5 billion.in do1lar-re12ayable lo!lJls, and in 1965 the amount 
currently due wns over $500 niillion. On top of this, the underde­
veloped cmmtries owe over $4 billion in loans that are repayable in 
local currencies, rather than in dollars. The cost of maintaining such 
fo;rge indebtedness is at present eating up approximately 30 percent of · 
all new assistance. Strict adherence to tbe principle of preferring 
loans to grants cnn thus be self-defeating. Unless there are inereuses 
in productivity snbstuntiol enough to enable them to meet Lheir in­
terest charge obligations without uuduly retarding development, 
further addition to the outstanding ,dollar indebtedness of the under­
developed countries.does not seem to mnke good sense. In India, for 
example, between 15 and 20 percent of nll foreign exchange arising 
from exports is now required to meet that country's foreign debt SerY­
ice. 

For some time the Soviet Union granted loans to certain un­
derdeveloped countries at interest rates as low as 2 pereilp.t. In 
view of tbe fact that capitn'l is scarcer in the Soviet Union than in 
Europe and the United States, the natural rate of interest there is 
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higher. The practice of chll.I'givg the underdeveloped countries in­
terest at such low rates is obviouSly taken for propaganda purposes, 
to make it appear that the 5- and 6-percent r11tes charged by the World 
Bank, the ~ort-Import Bank, and European governments nxe 
exo1·bitantly high. In response, the U.S. Government hoo tried to 
outdo the Soviet Union by making aid loims at a rate as low as three­
fom·ths of 1 percent, together with "soft" loans that do not h11ve to be 
l'epaid at all in convertible currencies. 

The only ways to solve this problem are: (1) to substitute grants 
for loans, (2) to spread :repayments over longer time periods, (3) to 
gr!l.lltnew non-interest-booriJng loans, or (4) to cancel.the indebtedness. 
As was pointed out above, as long ns the .governments of donor coun­
tries extend aid on much more favorable terms than commercial loons, 
it will be difficult, if not impossible, for private capital to move to the 
underdeveloped countries. · 

It should be borne in mind that "11id," whether in the form of 
grants or loans, involves the transfer of resources from the aid-giving 
to the aid-receiving countries. Privn.te capital that moves interna.­
tfonnlly, in response to interest ra,tes and other market conditions, 
strictly speaking, is not "aid." Such loans are business investments 
and their nppeuranoo and e:>..-pansion indicates that the process of 
economic development has gotten underway. In principle, capital 
provided to build an underdeveloped country's infrustructure-i.e., 
for such public purposes as highway construction, dams, hospital;;, 
and schools-are properly in the sphere of aid. Industrial deYclop­
ment, of the manufacturing variety, should be left for development by 
private capital-indigenous, imported, or both. It is not easy, how­
ever, to draw a clear line between the infrustracture and wh!\t should 
be the private sphere. 

COST OF FOREIGN AID 

The fimm.ciul aspects of foreign aid m·e not identical with its 
economic aspects, iilthough of course the two are closely related. 
The econormc aspects involve such questions as the capacity of the 
country to support the aid program m terms of real wealth and real 
income, the effects of the program on employment, on the distribution 
oi resources, the distribution of incomes and the scnle of economic 
uctivity. 'l'he financial asEects involve the country's fiscal condition 
1md it.<> international financial position. 

In terms of the renl income of the United States (physical wealth) 
its foreign aid programs are small. Even including :military ussistance, 
the cost of aid presently amounts to less than 1 percent of the country's 
~oss national product, and to an even lower proportion of its national 
mcome. Indeed, the United States is now spooding relatively less 
on economic aid than it did in the early days of the l\1arshall Plan, 
'\\hen it a,ceounted for nearly 2 percent of a much smaller fOSS national 
product, 11nd :for 12 parcent of a smaller Federfil budget. 

There is no serious question regarding the ability of the U.S. 
economy to support foreign aid. If the objectives of the aid programs 
can be obtained by the expenditure of such a relatively small financial 
outlay, there is no question about the desirability of foreign aid. As 
was noted eurlier in the report, it would be one of the greatest bru:gains 

i Forrugn Did eWTeotJ,y s~eouu~ for sllgbtly less than 6 pereent of the current Federal budget. 
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in world history. The reul issues rego,rding foreign aid do not rebte 
to its cost to the people of the United States. As indicated in this 
report, they are subtler and far more complicated. 

FOREJGN AlD AND THE BALANCE-OF-PAY~!ENTS DEFlClT 

Whether the United States can "afford" foreign aid, in the light 
of its present international financial position, has been the cause of 
greater concern than questions regarding the ability of the American 
people to afford aid from the point of view of their national income. 
To appreciate the nature of the question, one needs to have a clear 
·picture of the international balance-of-payments position of the 
United States. 

The balance of international payments is u stutement showing the 
funds entering, and the funds leuving, the country for stated reasons 
over u. given period of time. It should not be coniused with the 
nurrower concept of the balance of trade, or the :more fundamental 
concept of a balance sheet of the Nation?s economy. The fact ·that 
the United States c=ently has an excess of international payments 
over international receipts does not mean that its economy has become 
weak. On the.contrary, it is stronger than ever. 

The substantial increase in the. excess of payments over receipts 
has resulted from the continued payment of between $4 and $5 billion 
a year to mu.intain the U.S. Military EstabliShment abroad and to 
pay for nonmilitar;y foreign aid, from a large increase in private foreign 
investment, and the fact that the economies of Western Europe and 
Japan have recovered from the war. Because of weakness in their 
monetary reserve positions they have chosen to devote a large propor­
tion of their dollar earnings to strengthening their monetary reserves. 
They have been doing this by accumulating dollar balances in U.S. 
banks and, to a certu.in extent, by increasing their gold holdings. At 
what po'int they will stop accumulu.ting reserves and buy larger quun­
tities of U.S. merchandise depends on commodity prices, interest rates, 
wuges, national monetary policies, and inflation in their own countries 
and in the United States. 

Since 1959 over 85 percent of all U.S. bilateral foreign uid assistance 
has consisted of U.S. goods and services. In October of that yeur the 
Development Loan Fund unnounced thut commodity procurement 
with Development Loun Fund money would henceforth be limited 
to goods of U.S. origin. In December 1960 a Presidential order 
prohibited procurement for foreign uid programs in 19 developed 
countries-m Western Europe, Canada, Australia, South Africa, 
New Zealand, and Japan. Commodity purchases with loan funds are 
now limited to the United States, although commodities finunced by 
developme!lt grants and supporting_ assistunce m~Y: be purch~sed 
an}"Yhere m the free world (except m the 19 prohibited countries). 
The Agency for International Development, furthermore, does not 
allow the use of its funds for the purchase of commodities of which the 
United States is a net importer. 

In the private investment field, however, such "tying" of loun funds 
is neither feasible nor desirable. Over the past few years the U.S. 
Government has applied a series of measures restricting the outflow 
of U.S. private capital via an interest-equulizution tax, voluntru:y 
programs by which U.S. parent comprmies limit their e1."})0rt of capital 
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from the United Stutes, a:nd a voluntary program by which American 
bl1llks hold down increases in their foreign lending. From the start, 
however, the official policy has been that these restrictive measures 
are not directed at the less-developed countries. The United Stutes 
is thus in the rather peculiar position of trying to l"esmct the outflow 
of private capital to developed countries, whlle trying to increase it 
to the underdeveloped couu tries. 

Although aid outflows constitute a large item on the payments side 
of the U.S. balance of payments, they do not contribute equal amounts 
to the deficit, beeause aid•finu.nced exports loom large on ths credit 
side. In 1960 the Department of Commerce began to break the global 
figure for Government grants and Government capital outflows into 
two parts; (1) dollar payment;; to foreign countries and international 
institutions, and (2) transactions involving no immediate dollar 
outflow. On the credit side a line corresponding to the latter category 
now appe!U-s, showing aid-financed e::>qiorts separately from other 
exports. Aid given under Public Lu.w480 (surplus.agricultural com­
modities) involves praetically no dollar outflow becaus11 the countries 
being aided receive goods rather than cash. Similarly; disbursement 
of Ei;.-port-Impor.t Bank loans :involve no immediate dollar outflow, 
since they finance only exports from the United States. Fuxther­
more, aid-receiving countries usmilly do not.aooumufote reserves over 
long periods, but spend them on imports. 'lilrns, even when U.S. 
foreign aid takes the form of untied cash transfers, the immediate 
dol.l.ir outflow overstates the bahmce-of-payments cost to the United 
States. 

On the other hand, there may be some baln.nce-of-pa)'IDents cc:~t 
attaching to foreign aid even when there is very little dollar outflow. 
If countries that receive U.S. goods in the form of aid reduce their 
normal imports of these goods from the United States a.nd do not use 
the relo11sed funds in the United States, there is a negative effect on 
the basic balance. Or, if the aid causes them to l"edl1ce their imports 
from other nations whirh would have used a large proportion of the 
proceeds for purnhases in the United St11tes, it can cause a. net in­
crease in the U.S. deftcit. 1 

The cutting off of foreign aid :in an effort to reduce the balancc-of­
payments deficit of the United States would be futile. It would be 
unwise even in a na.rrow commercfol sense, since the·long-run benefits 
to the United States of successful aid programs can be very greu.t. 

FOREWN AID llY OTHER COlJN'I:lUES 

There is some feel.inir that, beco.use of its great eco1wmic growth in 
recent years, Western 'Europe should bear a larger proportion of the 
cost of foreign aid than it has been bearing. 

Contrary to popular opinion, and us sholVIl above, the burden of 
the cost of economic forei~n aid to the United States has been de­
clining, rather than increasmg, over the past 15 yellJ"s, when mensured 
in terms of the country's gross national product and the Federal 
budget. 

l For a mom detaUed treatment of the mlat1onsh1p between foreign aid and the U'.S~ bale.uoo-oC~payments 
de!!el(> seo "Tbe l.T.S llalan<e J?.,.,,,ents 1n 19£8", prepared by tho llrooklngs Institution ot tho request of 
the Council of EOOllQIDJC Advisera, 1Vasb1ngtun, n.c. 1963 For A. d1scnss1on or the on:rall pOSihon of 
Govermnent transutionsfn the U.S. bahm~ 6fpayments see: P1quet,. :S:.. s ''The U.S • .B-alnnee .Payments 
nnd International :\fouetary Re~v~sn, Amer.lean EnterpnS6 In~1tu.tti fQ:r; :eubbc. Pohcy- Research, 1V.esb· 
1ngton, D.C, 1006 
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At the present time the developed countries are providing the 
underdeveloped countries with approximately $6 billion in economic 
assistance of which the United Ste.tes ,provides approxirne.tely $4 
billi'on. . 

The approx:irnateiy two-thirds of the total economic rud effort 
by aJl developed countries represented by the U.S. contribution is 
approximately proportionate to the U.S. share of the national incomes 
of aJl the aid-giving countries. Jn. fact, in terms of aid as a percentage 
of national illcoIQ.e, a number of countries (including Belgium, .France, 
and the United Kingdom) currently contribute. more thl.tn the United 
States. · 

According to the Organization for Economic Cooperation 11nd De­
velopment, ~he proportions of economic foreign aid. disbursements as 
percentages of no.tion!ll illcomes for the more importo.nt countries in 
1964 were us follows: · 

TABLE 6.-Diabursemimt of econmnic as:silllance, as percentage of nationai income, 
19f14 I 

Austr1a--------------------------------------... ------------------------------
g~~%:'._-::::::::::::=:::::::::::::::::::::::::::::::::::::::::::::::::::::: 
I>•!Ullark ••• ______ • ___ .~-~---··--------------·---··------····---~----··--
Fnuie<1 _____ ,, __ •• _ •• ______ •••• -············-----······----------------------\Vest: G~y _ ---.... ,. ..... ______ ......... ~---____________ ----------- ___ -~ -.......... ____ _ 
ltal.Y--··--~---··----~---···------··--··---~······----··••••••··-···•••••• 
.Iapsn. ______________ ~---------------------~--------------------------··------Ne.therland s _______ --~-- ...... ___ -----_ ....... .., .. _____ ------~----____________ ----- __ _ 

~fur!~~~~=::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: . 

National 
moomo 
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381 
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506. l 
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0.24 
1.18 
.45 
• 29 

l 94 
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.41 
.51 
.02 
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1.09 
:00 

1 Thorp Willa.rd L, chmrman 0£ the DeV\lllopmtmt Ass1st-anoo Coramlttcn, "Development .Assistance Ef~ 
forts and PoheHlS,. June 1005 Rev1ew'', Orgrm1:mt1on far Econru:nic Coor)eratiun and Developmieot, Pai1s, 
1965. 

As far ns economic assistance is concerned, therefore, there appears 
to be no strong justification for complnints that the United States is 
bearing more thau a "fair share" of the foreign aid burden. However, 
if .military assistauce and defense expenditures are included1 the 
picture is different. Defense expenditures by the United States are 
about three times the defense expenditures of all oth0l' major coun­
tries. '!'his question-is much·bronder, and for more complico.ted, than 
foreign aid and involves the defense posture of the entire free world. 

Iu ubout·40 countries, including those in Africu, U.S. pm:ticipation 
in ~conomic development assistance is quii;e limited. The bulk of the 
outside help received by man5" of these countries comes from ·Some 
other country, in most instances France and the 1Jnited Kingdom. 
In a number of such countries; according to David E. Bell, adminis­
trator of .AID, the TJ.S. aid program may consist of only a single 
technical al3sista.nce project, the value.of which is to demonstrate U.S. 
concern, and to show that the country is not wholly dependent for 
assistance upon its former colonial ties. -
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XII. CONCLUDING OBSERVATIONS 

An important reason for the low esteem in which foreign aid pro­
grams u.re held in the United States is the multiplicity of objectives 
and ootivities that make up those programs. The public sees only a 
blurred picture and what it hears about, for the most pa;rt, is a series 
of unsupported assertions. Because too much is claimed for foreign 
aid, frustrations and disappointments are inevitable. 

It is difficult for many _11,mericans to realize that the world cannot 
suddenly be made over into a democratic, free enterprise replica of 
the United States, and that an essential part of independence is the 
freedom to mal.:e mistakes. A method needs to be evolved for early 
consultation between the United States and countries receiving aid, 
while recognizing that the developing countries have a ;right to deter­
mine the general directions in which they want to develop. It is 
equally important that we be frank in advising against, and even 
refusing to finance, hasty or ill-considered development .pfons. It is 
of the great<!st importance that our assistance to them not be negated' 
by population growth. 

In agreeing upon standards of performance, however, it must always 
be remembered that many of the newly independent countries have 
memories of colonialism and are quick to resent any~hing that appe.n.rs 
to impose restrictions upon their freedom of 'action. 'fhere is often 
deep mistrust of the value of private enterprise and direct private 
investment. 

lVIuch needs to be done in the way of developing country-hy­
country aid strate&Y to replace uncoordinated aid projects_ Such. 
strategy should be Dnsed upon interdisciplinary effort and should be 
agreed to by both the aid-giving and the aid-receiving country. The 
United St11tes should then offer assistance to support that strategy, 
and not he dependent upon requests for individual project aid by the 
recipient country. Activities can then be developed to implement 
the agreed-upon strategy and be reviewed every few years. Strategy 
should be evolved by tb.e best to.lent that can be found in the a.rea of 
economic development. The role of the field technicia.n is primarily 
that of an a.gent of change. The great unfilled need is for philo­
sophically and analytically-minded people, and the limited availability 
of this type of parson should determine the limits to the size of our 
aid programs. 

What is required is knowledge in depth of the aid-receiving countries. 
We need to know what motivates people so that we can know how 
to go about illducing the changes that we seek. The top administra­
tors of aid should devote less of their time to detailed operations and 
more to basic concepts. Form needs to he subordinated to substance. 
This is an approach which requires a d(;)gr-ee of humility tht1,t is not 
indigenous to the average American. Yet, it is this vely humility 
that is required to convince leaders in the aid-receiving countries 
that they should rethink what they have long taken for granted. 
When a recipient country acts in a perverse manner we need to re­
exumine our techniques of communication. Ou.r success, indeed, 
onn be measuJ·ed only by their response. 
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STANDARDS OF PERFORMANCE 

On many occasions Congress has stated that it expects countries 
receiving aid to do their share in helping themselves, since aid from the 
outside cannot u1one do the job of development in the underdeveloped 
countries. It can only reinforce and accelerate the process. Eco­
nomic development depends essentially upon the efforts of the less­
developed countl"ies themselves. For this reason, meaningful stand­
ards of performance are of the utmost importance. If local conditions 
are unfavorable, or if local efforts are misapplied, outside assistance 
can make only a limited contribution to development, or worse still, 
it can be wasted altogether. 

The United States must be prepared to cut off aid to countries that 
are not doing their part to help themselves, after agreement with 
them has been reached ~ith respect to standards of self-help, prudent 
policy, and internal reforms. 

One of the reasons for lack of firmness in the pll8t has been fear of 
the consequences of fuw.ness, especially fen.r of the possibility of Com­
munist penetration. It is sometimes asserted, for example, that if 
the United States does .not give economic aid, wjthout regn.rd to the 
domestic policies.of the recipient countries, the Soviet Union will do 
so, the implication beir1g that the United States ca,nnot afford to 
withhold aid, even when it is clear that the resources will be used in 
ways inimical to its interests. 

This line of reasoning ignores the fact that resources for aid are not 
unlimited. Aid granted to one country is aid denied to another 
country, which might be more sympathetic to onr guidance. The 
United States is not acting in its own interest if it ignores the broad 
political consequences of its aid programs. 

In his 1965 review of "Development Assistance Efforts and Poli­
cies'', Willard L. Thorp, Chairman of the Development Assistance 
Committee of the OEOD, says that "the Development Assistance 
Committee itself is not equipped to undertake to operate any formal 
scheme of evaluating performance, or relating performance to assist­
ance in specific country situations." Elsewhere he says that "the 
common concern ~ith improving performance shared by assistance 
providers and the less-developed countries should be expressed through 
a continuing dialogue on principles of mutual respect and common 
interest." 

Those who have had intimate eA11erience with international organi­
zations of the one-country-one-vote variety will not be strongly 
attracted to this method for actually attainj,iig meaningful performance 
'tith respect to economic development. 

If agreement can be reached upon clear, specific, and feasible short­
term objectives of foreign aid for economic development, it is no more 
than common sense that the countries providing the aid should be 
the ones to decide whether, and when, aid should be terminated 
because of failure on the part of the recipient countries to perform in 
accordance with those previously agreed-upon objectives. It is-hardly 
reasonable to expect that an international organization of the one­
country-one-vote type will take significant action in this regard. 

Two basic questions n.re involved, whether aid is given by an inter­
national organization or unilaterally by a donor country. The first 
is whether aid should be given only after there is full and cleiw: agree-
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ment between the assistance-giving and the assistance-receiving 
countries with respect to sto.ndards of performance. The second, and 
more important, question is whether, and in what manner, failure to 
maintain these standards should result jn the termination of aid. 
Unless there is clear agreement as to stlllldards, of course, there can 
be little in the way of effective enforcement. To date there has been 
a superabundance of talk, of promise, and of agreements as to general­
ities in our aid programs. With few exceptions, however, there has 
been little in the way of eleur agreement as to standm-ds of performo:nce. 

Project assistance has generally been made subject to particular 
st.ipulations concerning the design, execution, and·proper operation of 
particular projects. Only recently has the United States been ex­
perimentin~ with agreements with a .few of the.less-developed countries 
whereby disbursements of progrnm assistance ru:e made conditional 
upon specific performance· in broader aspects of developmental and 
general economic poliey, such as :fiscal and bala;nce-of-puyments 
management. 

The foot that we are only now reaching the point at which standards 
of performance are being considered· with respect to balanoo-of­
payments monagement and other financial problem areas illustrates 
the failure to get at the fund!1lleutals of economic development. The 
most basic question of nll, o.nd the one that the United States and other 
countries have shied away from consistently over the past 17 years, is 
the causal relationship between natu:rol resources, population growth, 
and economic development. Only within the pa.st 18 months has the 
Ptesident of the United States been outspoken on the population 
problem. This appears to be evidence either that we are thinking 
through the problem of economic development moxe carefully than 
before, or that we are becoming more courageous and outspoken. In 
his 1·ecent message to Congress on foreign aid, President Johnson 
emphasized the close connection between population growth and 
economic development, with a strong intimation th11t, in order to 
continue receiving assistance from the United Sto,tes, the less­
developed countries will have to face up squarely to the problem of 
population control. 
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